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z Impacts and implications of COVID-19 are discussed, considering industry responses, 
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z A contemporary view incorporates the broad range of academic literature and industry 
developments that have emerged in recent years and provides a particular focus on 
smaller organizations, recognizing their key role. 

z Web support for tutors and students provides explanations and guidelines for instructors 
on how to use the textbook and case studies, additional exercises and video links for 
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Preface
 

The purpose of the text is to provide a comprehensive coverage of the strategic management field 
but to contextualize it to the particular characteristics of the tourism, hospitality and events (THE) 
fields. The book follows a logical and structured sequence through the subject area and regular 
Questions and Think Points enable readers to test their knowledge. Each part of the book is clearly 
introduced, and the chapters follow a common template. 

The fourth edition has been updated throughout and amended in several respects, particularly: 

z The latest thinking relating to strategy and the THE fields has been included.  
z References have been updated so that key points can be followed up in greater detail.  
z The implications of the COVID-19 pandemic are considered at various points in the book and in  

several case studies. 
z Case illustrations have been updated throughout the book and new cases added, including sev-

eral focusing on the impacts of technology. 
z The chapter focusing on strategic direction and competitive strategy has been split into two sepa-

rate chapters. 
z An additional chapter focusing on sustainability strategy has been added, reflecting the key 

importance of sustainability issues in these fields. 

This international text is aimed at being the textbook of choice for three important groups of 
readers: 

z Students studying strategy and/or marketing (probably in their final undergraduate year or at the 
postgraduate level) as part of their studies in THE 

z Students and researchers who have chosen to study tourism, hospitality or events management 
organizations for their dissertation, projects or assignments (at the undergraduate and post-
graduate levels) who want to understand the unique characteristics of the industry and to gain 
knowledge of the relevant literature 

z Managers and practitioners working in THE (or seeking a career in these sectors) who want to 
gain an understanding of the challenges faced by managers and some of the managerial responses 
that can be considered. 



 

 

 
 

 

 

 

xxxviii preFaCe 

Putting aside definitional debates, fundamentally: 

z ‘Strategy’ is about making you think ahead regarding key issues affecting organizations. 
z ‘Strategic management’ is about giving you concepts, frameworks, tools and techniques to help 

you do so. 

Consequently, this book aims to make readers think ahead about the key issues facing THE organiza-
tions and provides concepts, frameworks, tools and techniques to help you do so. 

The first edition of this text was published in 2003, with the second and third extended editions 
appearing in 2015 and 2019, respectively. The book has proved to be popular with students and 
academic colleagues around the world; hence the need for this fourth edition. This text builds on 
the previous editions, but much has changed in the intervening years, including the COVID-19 pan-
demic from which industry worldwide is still recovering; consequently, this edition is completely 
updated and its scope extended. 

The text is global in its orientation and, in combining tourism, hospitality and events, recognizes 
the inextricably linked nature of these sectors. The text is contemporary in that the broad range of 
academic literature that has emerged in recent years is incorporated, as are recent industry develop-
ments. It is argued that the three sectors can and should be brought together at the strategic level, 
because at this level (unlike the operational level) there is a great deal of commonality between them. 

The book contextualizes and applies relevant material from the strategic management and THE 
literature. The book also takes an international approach to what are inherently internationally ori-
ented industry sectors. This approach is reflected in the following: 

z The application of concepts and principles 
z Links to a wide range of relevant literature enabling further study 
z A particular focus on smaller organizations, recognizing that they form an important part of these 

sectors 
z Taking an explicitly international approach for what are inherently internationally oriented sectors 
z Emphasis on key points affecting this industry in particular 
z Use of examples, short illustrative cases and a series of longer cases drawn from across the indus-

try and focusing on different parts of the world 

There are, of course, many existing strategic management titles, and this text attempts to repli-
cate their comprehensive coverage. There are, however, comparatively few textbooks which apply 
strategy to services contexts and, in particular, to the service sectors of THE. These service sectors 
are intricately linked and have grown to represent one of the world’s most important and fastest-
growing industries. 

The strategic management challenges facing managers in service contexts are often different in a 
number of ways from the challenges facing managers in manufacturing industries. These different 
challenges reflect the characteristics of services. Furthermore, THE represents a distinctive set of 
services that entail an understanding of their own specific characteristics. Hence, it is appropriate 
that a dedicated text should consider the strategic implications of managing in this important and 
rapidly developing industry. 

Clearly, there are many examples to illustrate a text such as this, and I have chosen those that 
I consider to be relevant, that can provide access to meaningful information, that can link with 
the academic material, or for which I have personal experience. However, I recognize that other 
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illustrations could have been chosen. I would like to encourage readers to submit further contribu-
tions and illustrations (which would be fully attributed) for inclusion on the companion website 
that supports this book and that contains further material. Any feedback on this edition would also 
be gratefully received. 

I would like to thank colleagues who have commented on parts of this book. I would also like to 
thank the team at Routledge, particularly Harriet Cunningham, Jennifer Hicks and Jen Gardner, and 
my wife Michelle and daughters Lydia, Megan and Laura for all of their help and support throughout 
the book’s production. 

Nigel G. Evans 
ngevans@sky.com 

March 2023 
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Abbreviations
 

AITO Association of Independent Tour Operators 
AR augmented reality 
B2B business to business 
B2C business to consumer 
BSC balanced scorecard 
CEO chief executive officer 
CSF critical success factor 
CSR corporate social responsibility 
CTM corporate travel management 
EU European Union 
GDS Global Distribution System 
GHG greenhouse gases 
GRI Global Reporting Initiative 
GSP gross state product 
GSTC Global Sustainable Tourism Council 
IATA International Air Transport Association 
ICAO International Civil Aviation Organization 
IISD International Institute for Sustainable Development 
IMO International Maritime Organization 
IoT Internet of Things 
KPI key performance indicator 
LNG liquified natural gas 
NAFTA North American Free Trade Agreement 
OECD Organization for Economic Cooperation and Development 
OVE overnight visitor expenditure 
P&L profit and loss 
plc public limited company 
PPP public–private partnership 
R&D research and development 
RevPAR revenue per available room 



 
 
 

 
 
 

 
 
 

 
 
 
 
 

 
 

xlii abbreviations 

RTO regional tourist organization 
SBU strategic business unit 
SME small and medium-sized enterprise 
SWOT strengths, weaknesses, opportunities and threats 
TBL triple bottom line 
THE tourism, hospitality and events 
UN United Nations 
UNESCO United Nations Educational, Scientific and Cultural Organization 
UNWTO United Nations World Tourism Agency 
VR virtual reality 
VRIN valuable, rare, inimitable and nonsubstitutable resources 
VRIO value, rarity, inimitability and organizational capability 
WACC weighted average cost of capital 
WCED World Commission on Environment and Development 
WTO World Trade Organization 
WTTC World Travel and Tourism Council 



Study guide
 

How to use this book 

Strategic management is studied in a structured way following a logical sequence. 

The principles and concepts developed in studying strategic management are applied to the tourism, 
hospitality and events sectors. 

Additionally, the book is enhanced with learning features to: 

z Reinforce your learning 
z Provide you with opportunities to explore topics further 
z Test your knowledge as you study 

The many examples and short and longer cases provide you with: 

z Experience of organizational issues that you might not encounter directly 
z Illustrations of the concepts of strategic management applied to relevant examples 
z Opportunities to actively participate in strategic analysis, choice and implementation and pre-

senting results persuasively 
z Illustrations of the linkages in strategic decisions in one part of the organization that have impacts 

on other parts 
z Illustrations of the holistic nature of strategic decisions that often require knowledge of other 

subject fields such as marketing, finance and human resource management 

Each part of the five parts of the text is introduced and linked to the previous and subsequent chap-
ters so you can clearly see the progress you have made in your learning and what lies ahead. Further 
supporting materials are available online at www.routledge.com/evans. 

Each chapter contains: 

z Introduction and chapter overview 
z Learning objectives 

https://www.routledge.com/evans
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z Small business focus  
z Chapter summary  
z References and websites  

To bring the subject alive, aid understanding, provide examples applying theory to practice and make 
it memorable, throughout the book you will find sections that highlight and illustrate the material: 

encourages you to engage with primary sources. 

DEF IN IT ION/QUOTAT ION 

highlights important principles that underpin your understanding. 

KEY  CONCEPT  

illustrates how as a manager you might implement elements of strategy. 

STRATEGY  IN  PRACT ICE  

provides you with examples of how strategy actually works in real situations taken from THE 
contexts. 

SHORT  CASE  I LLUSTRAT ION 

provides you with review and discussion questions to enable you to test your knowledge 
and understanding as you progress through the book. 

TH INK POINTS  

provides you with examples of how technology is changing the sectors of THE and how it 
affects strategic decision making. 

TECHNOLOGY FOCUS  

the longer case studies (contained in part 6 of the book) enable you to analyze organi
zational issues that it might not be possible to encounter directly and to consider them 
appropriately. 

CASE  STUDIES  
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Part 1 
Strategy and the tourism, 
hospitality and events 
contexts 
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Introduction 
This introduction to Part 1 of the book has two purposes in that it provides readers with: 

z An introduction to the approach that this book takes to the study of strategy – The Strategy Process 
z A rationale for the approach taken by this book in applying strategic management tools, tech-

niques and concepts in the context of the tourism, hospitality and events sectors – Strategy in a 
Tourism, Hospitality and Events (THE) Context 

The strategy process 
Why do we often refer to strategy as a process? The answer is that it is never a once-and-for-all 
event – it goes on and on. 

There is a need to continually review strategic objectives because the environment within which orga-
nizations operate is continually changing. The purpose of strategy is to make an organization fit into 
its environment. By achieving this, the probabilities that it will survive and prosper are enhanced. 

Part 1 of this book is concerned with introducing the subject matter of strategy in a specific context, 
namely, that of tourism, hospitality and events (THE). 

Thus, in Part 1: 

z Chapter 1 discusses concepts, definitions and the nature of objectives. 
z Chapter 2 highlights the particular characteristics of tourism, hospitality and events that are relevant 

to understanding the way in which organizations within the industry are managed in a strategic way. 

In practice, the strategic management process has three main components or stages, as shown in 
Figure P1.1. 

Strategic
analysis 

Strategic
choice

Strategic
implementation 

Figure P1.1 a schematic of the strategic process 
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Strategic analysis 

The purpose of strategic analysis is to gather information and to analyze it systematically and thor-
oughly. None of us would be wise to make an important decision about anything in life without 
adequate and relevant information, nor would THE organizations. 

There are two main stages in strategic analysis. 

z Strategic analysis involves an examination of an organization’s internal environment (internal analy-
sis). This takes the form of a thorough analysis of the internal processes and structures of a business 
in much the same way as a doctor might carry out a thorough medical examination on a person. The 
purpose of internal analysis is to establish what the organization is good at (its strengths) and what 
it is not so good at (its weaknesses). We discuss the internal environment in Part 2 of this book. 

For the purposes of strategic analysis of the internal environment, the organization is broken down 
into its constituent parts and the THE context of each is considered in turn. The operational context 
is covered in Chapter 3, with the human resources context, the financial context, and the products 
and markets contexts considered in Chapters 4, 5 and 6 respectively. 

z The second stage in strategic analysis involves an examination of the organization’s external 
environment (external analysis). This takes the form of a thorough analysis of two ‘layers’ of exter-
nal environment: the micro or near environment and the macro or far environment. The external 
environment will be encountered in Part 3 of the book. 

The macro environment contains a range of influences that have an impact not only on an organi-
zation in an industry but also on the whole industry itself. It follows that a single organization is 
usually unable to affect the factors in the near environment, but successful strategy usually involves 
learning to cope and adapt to changes. This book explains the far environment in terms of five 
main areas of influence – sociodemographic, political, economic, environmental and technological – 
which are discussed in Chapter 7. 

The near environment comprises the industry in which the organization competes. The organiza-
tion is usually affected by the factors in this environment, and it may be able to have some influence 
over it. The near environment, which is discussed in Chapter 8, is sometimes referred to as the 
competitive environment, because it is within this sphere that an organization competes, both for its 
resource inputs and to sell its product outputs. 

From the information gathered from the external analysis, we seek to establish which influences 
represent opportunities and which are, or might develop into, threats. 

Once we have established the organization’s internal strengths and weaknesses and its external oppor-
tunities and threats, the challenge becomes the selection of an appropriate strategy. Such a strategy 
is required to address the weaknesses and threats while at the same time building on the identified 
strengths and exploiting opportunities. It is important to understand that a detailed internal and 
external analysis is a necessary prerequisite for producing a summary of the strengths, weaknesses, 
opportunities and threats – the SWOT. In other words, the SWOT emerges from the internal and 
external analyses and is a summary of the main results. 

The process sometimes involves an additional stage of condensing the SWOT into a survey of the 
key issues. These are the most pressing or most important elements of the SWOT statement – those 
that require the most urgent action or that the strategy should be particularly designed to address. 
The SWOT is discussed in Chapter 9. 
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Strategic choice 

The second stage in the strategic process involves taking the important information gathered from 
the strategic analysis stage and using it to make an intelligent and informed strategic selection or 
choice of the most appropriate courses of action for the future. These strategic choices are covered 
in Part 4 of the book. Specifically, strategic choices are required for THE organizations (or their con-
stituent parts) in relation to three key aspects: 

z How the organization will compete 
z What strategic direction will the organization take 
z What methods will be utilized by the organization 

These aspects of strategic choice are discussed in Chapters 10, 11 and 12. 

It is at this stage that the importance of the strategic analysis can be appreciated. If insufficient or 
flawed information from the analysis has been gathered, the strategy selection process will not be 
built on solid foundations. In other words, inappropriate strategic options could be selected. 

Strategic selection therefore begins with an examination of the strategic analysis. Once we are 
acquainted with it, we normally generate a list of the options open to the organization, paying par-
ticular attention to how each option will address the key issues. After this, we evaluate each option 
using a number of criteria. Finally, the most appropriate strategic options are selected. Strategic 
evaluation and selection are covered in Chapter 13. 

Strategic implementation and management 

The third stage in the strategic process involves taking the selected strategic options and actually 
putting them into practice. The implementation and management of chosen strategies are discussed 
in Part 5 of the book. 

This is a complex stage of the process because it concerns putting detailed aspects of the strategy 
into practice. It involves actually carrying out the strategy, and this brings into focus a number of 
other managerial issues. There are a number of areas we need to be aware of to effectively imple-
ment a strategy for THE organizations. Implementation, which is covered in Chapter 14, typically 
involves a consideration of the following: 

z The adequacy of the organization’s resource base 
z The readiness of the organization’s culture and structure to undertake the changes in the pro-

posed strategy 
z The leadership and management of any changes that are needed to implement the strategy 
z The way in which the strategy and changes arising from its implementation will be communi-

cated, both internally within the organization and externally 

THE are sectors that are inherently international in their outlook, and the world is becoming 
increasingly global in terms of consumer demands. Consequently, it is important that the global and 
international issues of strategy be considered as part of the implementation of strategy. The ways in 
which organizations position themselves in respect to their geographic coverage and international 
presence are covered in Chapter 15. 

Organizations and destinations have faced increasing pressures in recent years to be more active in 
their approaches to the sustainability of the natural environment. Thus, Chapter 16 considers how 
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the issues of sustainability can be considered by THE organizations and incorporated into a ‘sustain-
ability strategy’ as part of the organization’s overall strategy. 

The final chapter of the book (Chapter 17) has two purposes: 

z To briefly consider different approaches it is possible to take in applying strategy in THE contexts 
z To consider the way in which the strategy that has been developed – usually termed the strategic 

plan – should be presented 

In implementing the strategic process, it is necessary to be aware not only of changes occurring to 
the internal and external environment but also of changes to the subject matter itself. Strategic man-
agement is a complex area of study. Though in this book we study a particular view of the subject 
matter, there are alternative views that could be taken, and the subject matter is continually evolv-
ing. Chapter 17 considers the present and future trends occurring in the study of strategic manage-
ment to give students some understanding of the complexity and evolving themes of the subject. 

The chapter also considers, in a practical sense, how the strategy should be presented in a way that 
is clear, coherent and convincing for internal and external stakeholders. 

The feedback link 

Finally, the progress of strategy is monitored continually through feedback from the implementation 
stage back to the analysis stage. As a strategy proceeds, it may have an effect on the organization’s 
internal environment, and it may also have an effect on the external environment. In addition, inde-
pendent influences may have brought internal or external changes about since the strategic analysis 
was first carried out. 

To ensure that the selected strategy is still appropriate, therefore, a review of the strategic analysis 
is necessary. If nothing has changed, the company may decide that no amendment to the strategy 
is necessary. If the environment (internal or external) has changed, however, some modification to 
the strategy may become necessary. Environments are changing ever more quickly, and thus there 
is a need for organizations to maintain flexibility so that they can respond quickly and decisively to 
any changes. 

The final part of the book, Part 6, comprises a number of long case studies taken from different 
parts of THE. The purpose of the case studies is to allow students to apply the knowledge they 
have gained from the other parts of the book in addressing the range of issues presented. Students 
should ask themselves the question, ‘If I was a manager in this THE context with the information 
provided what would I have done?’ There is not necessarily a ‘right’ answer, because there may be 
severable feasible ways of moving forward. The strength of an answer lies in the way in which the 
details are analyzed, the tools and techniques applied and the way in which strategy is formulated 
and implemented. 

Study progress 

Thus, the book is divided into five parts that follow the strategic process in a logical sequence and a 
sixth part containing a number of long cases. 

The diagram below is replicated (in modified form) at the start of each part. The chapters being 
studied in the part are highlighted to indicate the progress you are making in studying the book’s 
contents and to indicate where the chapters are placed within the overall strategic process, which 
follows a logical sequence. 
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part 1 

strategy and the tourism, 
hospitality and events 
contexts 

part 2 

analyzing 
the internal 
environment 

part 3 

analyzing 
the external 
environment 
and sWot 

part 4 

strategic 
options 

part 5 

strategy in 
action 

Chapter 1 

strategy and 
strategic 
objectives 
for tourism, 
hospitality 
and events 
organizations 

Chapter 2 

introduction 
to strategy 
for tourism, 
hospitality 
and events 

Chapters 3, 4, Chapters 7, 8 Chapters 10, Chapters 14, 
5 and 6 and 9 11, 12 and 13 15, 16 and 17 

Strategy in tourism, hospitality and events (THE) contexts 
This text utilizes strategic management concepts and principles in a THE context through 

z The application of concepts, tools and techniques 
z Citing a wide range of relevant literature to allow students to probe particular issues further 
z An emphasis on key points affecting these sectors in particular 
z The use of short illustrative examples and longer case studies 

Each chapter contains specific references to THE, but it should be stressed that this book is strategic 
management for THE, thereby implying that the theory is largely generic (through services rather 
than manufacturing oriented), but it is adapted and applied to the needs of these particular sectors. 

The book explicitly recognizes that these sectors (which are closely aligned) are service based rather 
than manufacturing and therefore certain aspects of strategic management are particularly empha-
sized and the language used is modified accordingly. For example, the word ‘operations’ is used in 
place of ‘production’, and the intangibility, heterogeneity, inseparability and perishability of service-based 
products specifically will be emphasized. 

It is recognized that there are some difficulties with this approach. THE sectors, although similar 
and linked, are distinctive to some degree. It can be argued that ‘tourism’ (and the travel industry 
that facilitates it), ‘hospitality’ and ‘events’ sectors represent separate sectors with their own litera-
ture and constructs. 

In this book, however, the view is taken that:  

z They are inextricably linked.  
z The distinctions are outweighed by the similarities between them.  
z Any difficulties can be successfully overcome.  

Thus, the sectors can be studied at the strategic level together. It is important to stress this point.  
Whereas at the strategic level (high level decision making) it is sensible to study the three closely 
linked sectors together, it may be far less sensible to do so at the more detailed operational level. 

For example: The operational detail of managing a tour operator will be very different 
from managing a hotel because they operate in very different ways, requiring different skills. 
However, at the strategic level, in terms of decisions like how resources are allocated, how 



  

 

 
 
 

 

 
 
 

 

7 strategy anD the THE ConteXts 

they compete and the importance of human resources and customer service, they may have 
very similar sets of issues and, indeed, may in many cases be parts of the same organization. 

In fact, it can be further argued that not only is it possible to cover the three sectors together at a strategic 
level but that it is desirable to do so. This is because the three sectors of THE are highly interrelated and 
there are many examples of cross-ownership. The demand and supply in one sector have direct effects 
on other parts of THE and, in many cases, there are shared ownership structures across the three sectors. 

We now turn to a brief discussion of the individual sectors we consider in this book. 

Tourism management 

Tourism (and the international travel industry that has grown up to support it) is a vast and complex 
industry: 

z That is highly fragmented in its ownership and control 
z That has a wide diversity of products and destinations 
z Whose development is often divided between public and private sectors 

The UNWTO defines tourism as: 

Activities of persons traveling to and staying in places outside their usual environment 
for more than one day but not more than one consecutive year for leisure, business or 
other purposes. (Chadwick,1994:65) 

Tourism such as pilgrimages or visiting other cities and states to trade has taken place throughout 
history. The origins of what is often termed mass international tourism are more recent and are usu-
ally traced back to Thomas Cook in 1850’s Britain (Withey, 1998; Hamilton, 2006; Holloway and 
Humphreys, 2020) As a highly structured sector of many economies, it can primarily be viewed 
as a creation of more recent times. Its rise has been traced by a number of authors, including Gee 
et al. (1997), Fletcher et al. (2017), Page (2019) and Holloway and Humphreys (2020). Since the 
early 1950s the growth of tourism both domestically in developed countries and internationally has 
been phenomenal in its scale and remarkably resilient to periodic economic and political adversity 
(Evans, 2012). 

The growth has been uneven spatially and has taken place against the backdrop of dramatic changes 
in the business environment. This dynamic environment creates both managerial opportunities and 
dilemmas for both private sector leaders and public sector policymakers. Given the dominance and 
drive of the private sector in the development of tourism and the growth in the services that support 
this, a business management approach to tourism studies has evolved over the past 25 years or so 
(Evans, 2012), which this book addresses at a strategic level. 

Tourism products have a number of characteristics that are of relevance to the way in which they are 
managed and are thus relevant to any business-oriented study of tourism. Some of these characteris-
tics are shared with other service products, whereas others are, if not unique, certainly of particular 
relevance to travel and tourism products in particular. The characteristics are thus highly distinctive 
and warrant specific study in this book. 

The operational management issues can be viewed as being highly context specific, varying greatly 
according to the type, location and scope of the business and thus beyond the scope of this book. They 
are, however, discussed in, for example Goeldner and Brent Ritchie (2011), Holloway and Humphreys 
(2020), Fletcher et al. (2017) and Page (2019). The operational issues also vary greatly between tour-
ism, hospitality and events management, so although it is possible to take a combined approach to the 
study of the three sectors at a strategic level, such an approach is not possible at an operational level. 
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Hospitality management 

Although hospitality is recognized as one of the largest industries, it still remains as a compos-
ite of diverse subsectors. In a wide-ranging review of the problems of delineating hospitality, 
Ottenbacher et al. (2009) pointed out that there is still no consensus on the scope and exposure 
of this field as a whole among academics and hospitality professionals. However, in common 
usage the hospitality industry is often associated with the tourism industry, but most people 
relate it to hotels and restaurants (Barrows et al., 2012). Widening the definition of hospitality 
slightly, Harrison and Enz (2005:23) argued that the hospitality industry ‘primarily consists 
of businesses that provide accommodation, food, and beverage or some combination of these 
activities’. 

This provides a working definition of hospitality that provides an understanding of the subject mat-
ter which is followed in this book. 

Notwithstanding the problems associated with the term, many hospitality and hotel management 
courses have grown up around the world, and in many cases tourism and/or events also appear in 
the title of such courses, thus giving a practical illustration of the close linkages that exist. 

The definitional difficulties described serve in many ways to demonstrate the close interaction 
between tourism and hospitality and the fuzziness and flexibility of the boundaries between the 
two. Indeed, several definitions combine the hospitality and tourism fields (Ottenbacher et al., 
2009) under the umbrella of ‘travel and tourism’ (e.g., Walker, 2016). Certainly, tourism and hos-
pitality are closely related and are not mutually exclusive, because hospitality is at least partly con-
cerned with providing for the needs of tourists. 

Although the approach taken here is to consider strategic management, together with tourism 
and events management, Harrington and Ottenbacher (2011) adopted a different approach. They 
summarized research related to strategic management specifically in the context of hospitality, 
albeit recognizing the definitional difficulties involved. Indeed, more recent research recognizes 
the inability to clearly untangle tourism and hospitality at the strategic level by combining the two 
(Harrington et al., 2014; Singal, 2015; Köseoglu et al., 2019). 

Events management 

The conceptual problems in defining the hospitality management field are to a large extent repli-
cated in events management. Indeed, it can be argued that the definitional problems are even more 
acute because, unlike hospitality: 

z The subject area has been studied for a shorter period of time.  
z The industry has few recognizable brand names (a measure of its fragmentation).  
z The literature in the field is both more sparse and of more recent origin.  

It is generally accepted (and it is the approach adopted in this book) that events management is  
concerned with managing in the following contexts: 

z Event management companies 
z Concerts and performances 
z Festivals 
z Exhibitions 
z Meetings and conferences 
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The subject area is emerging, and Getz and Page (2016:595) define event studies as ‘the study of 
all planned events, with particular reference to the nature of the event experience and meanings 
attached to events and event experiences’. 

In a further discussion of the events field of study, Getz (2012) recognized the interactions with other 
related applied fields such as tourism, leisure and sports studies. Events interact in that they are used 
for various purposes and in the nature of the experience, but within the related fields planned events 
are only one phenomenon of many that are relevant. In identifying the often crucial role of events in 
destination development and marketing, Getz (2012) identified five core roles in that events: 

z Attract tourists whose spending generates economic benefits 
z Create positive images for the destination and help brand it 
z Contribute to place marketing by making cities more livable and attractive to investors 
z Animate cities, resorts, parks, urban spaces and venues, making them more attractive 
z Act as catalysts for urban renewal, infrastructure development, voluntarism and improved mar-

keting capability 

Connell et al. (2015) also emphasized the important interrelationship between events and tourism. 
Events act as a bridge between the market for visitor attractions created by tourists and the use of 
events to fill the gaps in the off-peak season created by seasonal drops in tourism demand. A grow-
ing specific literature is emerging on events management, and new insights and research agendas 
are being reported, marking the maturing of the subject field (Getz and Page, 2016; Wilson et al., 
2017; Draper et al., 2018; Laing, 2018; Dolasinski et al., 2021). 

A number of textbooks cover the operational aspects of the subject matter and support the growth of 
events and events management as a field of study, including Bowdin et al. (2011), Goldblatt (2014), 
Raj et al. (2017) and Getz and Page (2019). In addition, there are many more practical books from 
the event practitioner’s point of view. 

However, there are currently no texts (to the author’s knowledge) that consider events in a purely 
strategic way and that integrate events with the study of tourism and hospitality. 

Tourism, hospitality and events management – an integrated approach 

The previous sections illustrate the complexity of studying THE as industrial sectors, because there 
is debate as to sector boundaries and clearly there is a large degree of interrelation and overlap 
between them. 

In each of the fields of study, many courses have emerged in recent years around the world – some 
of which consider the fields separately, whereas others combine the fields under a plethora of titles. 
In addition, a large body of both academic and commercial literature has emerged in each of these 
fields, and quite a large number of peer-reviewed international journals have become established. 
Some of these journals are dedicated to one of the fields (e.g., Tourism Management, Event Management 
and the International Journal of Hospitality Management), whereas others combine the fields (e.g., the 
Journal of Hospitality and Tourism Research and the Journal of Convention and Event Tourism). Though the 
titles might appear to make the sector boundaries clear, the content that the journals cover is not 
as clear because it frequently crosses over. For example, main articles in Tourism Management cover 
hospitality issues or particular events arranged for tourists. 

Much of the relevant literature concentrates on detailed operational or context-specific aspects 
of THE. At this detailed operational level, it is unarguable that THE are (although still linked) 
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usually highly distinctive. The operational issues raised in managing an airline, a resort desti-
nation or a music concert, for example, are highly context specific and thus require individual 
treatment. 

At the strategic level, however, a more integrative approach is possible and, given the obvious com-
monalities, helpful. Thus, in this book, the view is taken that at the ‘strategic’ as opposed to the 
‘operational’ level, the distinctions between tourism, hospitality and events are far less important. 
Operationally they may be very different, but at the strategic level (which we are concerned with), 
they are not. Each of the three sectors are service sectors sharing similar characteristics and, in many 
cases, they overlap and interact. Consequently, tourism, hospitality and events can successfully be 
included within the remit of this book. 

For example: Tour operators engaged with organizing tourism may also own or manage 
accommodation and manage events of various kinds. 

The approach here will be to include the three sectors together because many of the companies 
involved are integrated. Examples are sought from a range of different organizations of differing 
sizes, spread throughout the sectors (and their subsectors), and the illustrations are taken from 
around the world. 

Tourism, hospitality and events share many of the same characteristics and issues for management 
that are considered in various parts of this book. These shared features include the following in that 
they are all sectors with: 

z Products that are service based 
z A scope that is international 
z A heavy reliance on human resources for successful delivery 
z Perishable and intangible products 
z Emphasis on the importance of customer service 
z Wide use of price discrimination and yield management techniques 
z Rapidly changing means of distribution 

Small business focus 
A further relevant issue relates to scale. Though the tourism and hospitality industries can be identi-
fied broadly as a certain subset of mostly larger companies (such as airlines, hotel groups and tour 
operators) providing services to customers and tourists, they also encompass a diverse, highly frag-
mented network of SMEs and other organizations. This is particularly relevant in these industries. 
The events sector is also highly fragmented, with relatively low barriers to entry and represents a 
wide-ranging and diverse set of organizations with few large companies or generally recognizable 
brands. 

Much of the strategic management literature relates primarily to larger businesses and is sometimes 
viewed as being irrelevant for smaller organizations such as those in the sectors we are concerned 
with. However, many of the principles embodied in the literature are applicable to smaller busi-
nesses (and also not-for-profit organizations and public sector bodies), but they often need to be 
applied in a rather different way. Therefore, the approach adopted here is to focus primarily on 
larger scale businesses, but each chapter also contains a specific section illustrating the relevance of 
strategic management for SMEs. 
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SUMMARY 

this part discussed the approach this book will take to the study of strategic management in 
a THE context. the part introduced the three parts of the strategic process: strategic analysis, 
strategic choice and strategic implementation and the importance of recognizing strategy as 
a continuous process requiring a feedback loop. 

the part went on to introduce the individual sectors – tourism, hospitality and events – and 
describe the definitional debates that surround these sectors. an argument was proposed as to 
why these three sectors could be studied together at the strategic, but not the operational, level 
and that the approach adopted by the book would be to integrate the three strands of the. 

Finally, the aspect of scale was discussed in that many strategy books focus on larger scale 
organizations, but this book also includes discussions of particular relevance to smaller 
organizations. 
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1 
Strategy and strategic 
objectives for tourism, 
hospitality and event 
organizations 

Introduction and chapter overview 
Strategic thinking and strategic management can be viewed as the most important activities under-
taken by any business or public sector organization. Strategic decisions are the key decisions that 
have to be taken by any organization, and from the strategic decisions that establish the framework a 
series of more detailed operational decisions can be made. How skillfully these activities are carried 
out will determine the eventual long-term success or failure of the organization. 

In this chapter, the basic concepts of strategy are introduced. Definitions of the word strategy are 
discussed, and then we explore the levels of decision making in successful strategic management 
(at the strategic and operational levels). These are defined and the links between the levels are dis-
cussed. Finally, we discuss the nature of strategic objectives – who is responsible for setting them 
and what they are essentially about. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z Define strategy and strategic management 
z Explain Mintzberg’s 5 Ps framework of strategy 
z Appreciate the importance and organizational context of strategic decision making 
z Distinguish between deliberate (prescriptive) and emergent strategy 

Doi: 10.4324/9781003318613-2 

https://doi.org/10.4324/9781003318613-2
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z Explain what strategy often means in practice 
z Distinguish between strategic, tactical and operational decisions 
z Explain the meaning of mission, vision and values and describe the typical contents of these 

statements 
z Analyze examples of mission and vision statements from relevant tourism, hospitality and events 

(THE) contexts 
z Explain what is meant by hierarchical congruence and why is it important 
z Employ the stakeholder model to explain how strategic decisions are arrived at 
z Explain the most typical types of objectives that are sought through strategic management and 

how they might be written 
z Explain the shareholder and stakeholder approaches to corporate governance 
z Understand how the strategy concepts introduced in the chapter can be applied to relevant THE 

contexts 

1.1 What is strategy? 
Strategy is a complex study area in that it involves: 

z Few (if any) facts that can be learned 
z Many views put forward by academics, practitioners and consultants, which can sometimes 

appear contradictory 
z A lot of jargon – where different words are used to describe essentially the same aspect or, con-

versely, the same words are used to describe aspects of strategy that are essentially different 
z A vast academic and commercial body of literature 
z Different schools of thought and approaches adopted by various academics and consultants 

involved in this field 
z Dealing with a dynamic set of circumstances 
z Integrating subject matter from other academic fields 

In this book we attempt to find a way through this complexity by presenting the material in a logical 
order and by trying to present views on the subject matter that are widely accepted, taught and practiced. 

This book is titled Strategic Management for Tourism, Hospitality and Events, and for the sake of brevity 
we will use THE throughout this book. 

The implication of this title is that, though there are aspects of strategic management that need 
to be particularly stressed in the context of these three sectors, the conceptual material is largely 
generic. That is, most of the conceptual material is relevant for many industrial sectors (including 
THE) but the way in which it is applied will vary because of the particular nature of the sectors in 
question. As we will see in Chapter 2, there are some aspects of THE that are distinguishing features 
and that we consequently need to pay particular attention to. 

1.1.1 Definition 

The question, ‘What is strategy?’ seems to be an obvious starting point. However, the answer to the 
question (as implied above) is rather more complicated than it might at first appear. The growth of 
the subject of study has led to the use of the term strategy (and strategic management) in various 
ways, and numerous definitions have emerged. 
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Fundamentally, though, putting aside the definitional debates, we can distinguish between strategy 
and strategic management: 

z ‘Strategy’ is about making you think ahead regarding key issues affecting organizations. 
z ‘Strategic management’ is about giving you concepts, frameworks, tools and techniques to help 

you do so. 

Many organizations operating in THE (as in other sectors) are hindered by short-termism, con-
centrating on the most pressing immediate tasks at hand rather than looking ahead and taking a 
longer-term view. This is perhaps understandable given the pressures of modern business but is not 
the most sensible way to manage. 

It is extremely difficult for organizations to plan ahead (in the same way as it is difficult to forecast 
the weather or foresee future interest rate movements), because there are so many aspects of uncer-
tainty and change. Concepts, frameworks, tools and techniques have been developed to facilitate 
the process of strategic management. The overall aim of strategic management is thus to develop a 
framework for thinking ahead; that is, for planning strategically. 

Historically the term strategy has military roots, with commanders employing strategy in dealing 
with their opponents. Indeed, dictionaries often continue the military theme, defining strategy as 
‘the art of war’. In viewing strategy in such a way, the fundamental underlying premise of strategy 
becomes the notion that an adversary can defeat a rival (even a larger more powerful one) if it can 
outmaneuver the rival. 

As it is in the military arena, so it is in business: organizations attempt to outmaneuver rivals. In 
so doing, strategies have to be developed that rely on various disciplines such as marketing, finance 
and human resource management. 

Since the beginning of commercial transactions, businesses have had strategies determining their 
future courses of action. It is only since the 1960s, however, that the subject area has been widely 
considered as a topic of academic interest and hence widely taught in business schools and business-
based courses. 

The subject is also widely taught as part of THE-related courses. As we progress through the book, 
the THE literature relevant to each part of strategic management will be introduced. In some areas 
of the strategy (e.g., strategic alliances, which are covered in Chapter 12, and market entry strategy 
and globalization, which are covered in Chapter 15), the range of THE literature is quite extensive, 
whereas in many others it is far less so. 

The range of literature also varies considerably in terms of its coverage of the three sectors we are 
considering, with the literature applying business concepts to events generally being more recent 
and less extensive than the literature in relation to tourism and hospitality. For an overview of 
recent research developments in this field, see, for example: Harrington et al. (2014), Okumus 
et al. (2017) and Köseoglu et al. (2019). There are also some general texts that consider strategy and 
planning in THE contexts, including Enz (2009), Olsen et al. (2013), Moutinho and Vargas-Sanchez 
(2018), Paterson (2016), Tribe (2016) and Okumus et al. (2019). 

1.1.2 Chandler’s definition 

A number of writers have tried to sum up the meaning of strategy succinctly to make it easier for 
students to understand. One such definition, which, despite its longevity, is still widely quoted and 
adapted, was offered by Professor Chandler of Harvard Business School in 1962. 
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strategy is the determination of the basic long-term goals and objectives of an enter
prise and the adoption of courses of action and the allocation of resources necessary 
for carrying out these goals. 

(Chandler, 1962, emphasis added) 

DEF IN IT ION/QUOTAT ION 

1.2 The elements of strategy 
This definition clearly shows the three elements (or components) of strategy. The italics in the 
definition above emphasize long-term goals, actions to achieve the goals and allocation of resources: 

z The determination of the basic long-term goals and objectives concerns the conceptualization of coher-
ent and attainable strategic objectives. Without objectives, nothing else can happen. If you do not 
know where you want to go, how can you act in such a way as to get there? 

z The adoption of courses of action refers to the actions taken to arrive at the objectives that have been 
previously set. 

z The allocation of resources refers to the fact that there is likely to be a cost associated with the 
actions required to achieve the objectives. If the course of action is not supported with adequate 
levels of resources, the objective will not be accomplished. 

The Short Case Illustration below uses the analogy of a journey to illustrate the three elements of 
Chandler’s definition of strategy. 

A journey from Berlin to Paris 

by way of analogy, we can consider a journey, say, from berlin to paris. 

your objective is clear: it is to arrive in paris when traveling from berlin. however, in making 
this journey, there are various courses of action available to you. you might travel by train, 
by car, by coach or by plane. you might travel on certain days or at certain times of day. 
you might take advantage of certain concessionary fares, and you might make a booking 
through an intermediary such as a travel agent, internet search site such as expedia, or 
directly with the principal company (the airline or train company). 

thus, as a result of the desire to travel to paris from berlin, a whole range of options need to 
be considered and detailed decisions have to be taken as to which options to select. hence, 
strategy contains three elements: 

1. your objective is clearly stated as arriving in paris at a certain date and time. 

2. to achieve this objective, certain actions are necessary and are chosen from a range of 
alternative options available. it might be decided that flying is the best option. thus, a 
specified flight is booked through a travel agent, and a plane is boarded at the airport. 

3. however, the actions could not be achieved if they could not be resourced. you need the 
resources of a plane with a suitably qualified pilot, an airport, money to pay for your flight and 
other such ‘inputs’. if any one of these is missing, you will be unable to meet your objective. 

1 .1  SHORT  CASE  I LLUSTRAT ION 
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When we consider organizations, we often talk about resources, which are divided up into various 
types. The Key Concept below considers what we mean by resources. 

KEY  CONCEPT  

Resources 

resource inputs (sometimes called factors of production) are those essential inputs that 
are essential to the normal functioning of the organizational process. these are the inputs 
without which an organization simply could not continue to exist or meet its objectives. We 
can readily appreciate that human beings rely on certain vital inputs such as air, water, nutri
tion, warmth, shelter, etc., but organizations have similar needs. an organization’s resource 
inputs fall into four key categories: 

1. Financial resources – money for capital investment and working capital. sources include 
shareholders, banks, bondholders, etc. 

2. Human resources – appropriately skilled employees to add value in operations and to 
support those that add value (e.g., supporting employees in marketing, accounting, per
sonnel, etc.). sources include the labor markets for the appropriate skill levels required 
by the organization. 

3. Physical (tangible) resources – land, buildings (offices, accommodation, warehouses, 
etc.), plant, equipment, stock for production, transport equipment, etc. 

4. Intellectual (intangible) resources – inputs that cannot be seen or felt but that are essen
tial for continuing business success; for example, ‘know-how’, legally defensible patents 
and licenses, brand names, registered designs, logos, ‘secret’ formulations and recipes, 
business contact networks, databases, etc. 

1.3 The practice of strategy 
The number and range of academics, consultants, authors and practitioners claiming to be involved 
in strategy in some way is vast. Given this diversity, it is unsurprising that, notwithstanding how 
we might formally define the term strategy, in practice the term has been used in numerous ways. 

It was this multiplicity of uses of the term that led Professor Henry Mintzberg of McGill University 
in Montreal, Canada, originally writing in the late 1980s (Mintzberg, 1987), to propose his ’5 Ps’ 
of strategy. 

1.3.1 Mintzberg’s 5 Ps 

Mintzberg suggested that nobody can claim to own the word ‘strategy’ and that the term can legiti-
mately be used in several ways. A strategy can be: 

z A plan 
z A ploy 
z A pattern of behavior 
z A position in respect to others 
z A perspective 
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Note – It is important not to see each of these 5 Ps in isolation. One of the problems 
of dividing ideas into frameworks, like the 5 Ps, is that they are necessarily simplified. 
The 5 Ps are not mutually exclusive; that is, it is possible for an organization to show 
evidence of more than one interpretation of strategy. 

Plan strategies 

Most people use the word strategy in regard to planning. It tends to imply something that is inten-
tionally put in place whose progress is monitored from the start to a predetermined finish. Some 
business strategies follow this model. ‘Planners’ tend to produce internal documents that detail 
what the company will do for a period of time in the future (say, 5 years). It might include a state-
ment on the overall direction that the organization will take in seeking new business opportunities 
as well as a schedule for new product launches, acquisitions, financing (i.e., raising money), human 
resource changes, marketing, etc. 

Ploy strategies 

A ploy is generally taken to mean a short-term strategy and is concerned with the detailed tactical 
actions that will be taken. It tends to have very limited objectives and may be subject to change at 
very short notice. Mintzberg described a ploy as, ‘a manoeuvre intended to outwit an opponent or 
competitor’ (Mintzberg, 1987:14). He pointed out that some companies may use ploy strategies 
as threats. They may threaten to, say, decrease the price of their products simply to destabilize 
competitors. 

Pattern strategies 

A ‘pattern of behavior’ strategy is one in which progress is made by adopting a consistent form of 
behavior. Unlike plans and ploys, patterns ‘just happen’ as a result of the consistent behavior. 

Plan, ploy and pattern strategies: a Northern European tour operator 

a large tour operator that operates to various Mediterranean destinations offering holidays 
mainly to northern europeans might operate plan, ploy and pattern strategies in various 
parts of its business. 

 z Plan – a large tour operator, for instance, might decide that it plans to implement a strat
egy concerned with expanding its share of the market and that this will be achieved by 
setting prices at lower levels than competitors and by acquiring smaller firms. 

 z Ploy – though the tour operator concerned has an overall strategy that includes offering 
lower price levels than competitors, it might also develop a short-term ploy. the company 
might suddenly discount its prices within six weeks of customers’ departure to destabilize 
its competitors and to sell excess capacity. 

 z Pattern – in keeping with the consolidation that has taken place in the industry, the tour 
operator concerned in this illustration might have acquired a small specialist operation 
offering summer villa and apartment holidays to a particular greek island to a small but 
loyal group of customers. this might be viewed as following a pattern strategy. the com
pany is unlikely to produce elaborate plans – simply renewing contracts with property 

1 .2  SHORT  CASE  I LLUSTRAT ION 
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owners and transport providers annually. if offered a new villa on favorable terms, the 
operator would probably contract the property and feature it on its website without think
ing about it. it is an opportunity that is taken because it appears too good to miss. how
ever, the tour operator would probably not feature a hotel in Majorca because that would 
be outside their pattern of business behavior. 

Questions 

Consider other THE situations you are familiar with and provide an example of: 

1. a plan strategy 

2. a ploy strategy 

3. a pattern strategy 

Such patterns of behavior are sometimes unconscious, meaning that one does not even realize that 
they are actually following a consistent pattern. Nevertheless, if it proves successful, it is said that 
the consistent behavior has emerged into a success. This is in direct contrast to planning behavior. 

KEY  CONCEPT  

Deliberate and emergent strategy 

there is a key difference between two of Mintzberg’s 5 ps of strategy – plan and pattern. 
the difference is to do with the source of the strategy. he drew attention to the fact that 
some strategies are deliberate, whereas others are emergent. 

Deliberate strategy (sometimes called planned or prescriptive strategy) is meant to hap
pen. it is preconceived and premeditated and usually monitored and controlled from start 
to finish. it has a specific objective. 

emergent strategy has no specific objective. it does not have a preconceived route to 
success, but it may be just as effective as a deliberate strategy. by following a consistent 
pattern of behavior, an organization may arrive at the same position as if it had planned 
everything in detail. 

the difference between these is fundamental in studying strategy. in practice, few compa
nies have a totally deliberate or totally emergent strategy but have a combination of the 
two to some degree. to have a totally deliberate strategy would imply a lack of flexibility, 
which would be dangerous for any organization when the environment can change quickly 
and fundamentally. to have a totally emergent strategy could also be dangerous in that it 
possibly implies a lack of forward thinking. 

Position strategies 

A position strategy is appropriate when the most important issue to an organization is perceived to 
be how it relates to or is positioned in respect to its competitors or its markets (i.e., its customers). 
In other words, the organization wishes to achieve or defend a certain position. 
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In business, companies tend to seek such things as market share, profitability, superior research, 
reputation, etc. It is plainly obvious that not all companies are equal when such criteria are 
considered. 

What are Mintzberg’s 5 Ps of strategy? 

	z Define and distinguish between deliberate and emergent strategy. 

	z What are the three components of strategy as described by Chandler? 

TH INK POINTS  

PersPective strategies 

Perspective strategies are about changing the culture (the beliefs and the ‘feel’, the way of looking 
at the world) of a certain group of people – usually the members of the organization itself. Some 
companies want to make their employees think in a certain way, believing this to be an important 
way of achieving success. They may, for example, try to get all employees to think and act courte-
ously, professionally or helpfully. 

Position and perspective strategies: hotels and airlines 

Many THE companies such as international airlines or hotel operators have enviable reputa
tions for reliability and quality, whereas others are not so fortunate. 

 z Position – Competitors with a reputation to defend will use a position strategy to ensure 
that the reputation they enjoy is maintained and strengthened. this may include advertis
ing and public relations activities, but it may also include a focus on other activities such 
as improving or adding product features or pricing incentives. Marketing messages may 
even extend to pointing out the deficiencies in competitors’ products while pointing out 
the positive features of their own. international hotel groups and some airlines have also 
developed a number of subbrands to ensure that they are able to have apposition they 
can defend in every segment of the market. 

 z Perspective – This view of strategy is often of central importance to many THE compa
nies because they rely on delivering services of consistent quality. in THE, the quality of 
service delivery is often judged by the quality and attitude of those members of staff who 
are involved with delivering services. Consequently, many THE companies invest heav
ily in developing a strong organizational culture that focuses heavily on the attitude of 
employees and their quality. Many large hotel groups and airlines, for example, go further 
and feature such a culture as a core strength. employees (usually smiling!) are frequently 
featured in their advertising and other promotional activities because it is the quality of 
their encounter with customers that is seen as being the key factor in achieving a high 
degree of customer satisfaction. 

1 .3  SHORT  CASE  I LLUSTRAT ION 
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Questions 

Consider other THE situations you are familiar with and provide an example of: 

1. a position strategy 

2. a perspective strategy 

1.4 Levels of decision making 
It is useful at this stage to gain an understanding of what characterizes strategic decisions. Manage-
ment decisions in an organization can be classified into three broad and sometimes overlapping 
categories: strategic, tactical and operational. These can be illustrated as a hierarchy (see Figure 1.1) 
in which higher level decisions tend to shape those at lower levels of the organization. 

Strategic, tactical and operational decisions within an organization differ from each other in terms 
of their: 

z Focus 
z Level in the organization at which they are made 
z Scope 
z Time horizon 
z Degree of certainty or uncertainty 
z Complexity 

The differences between the three levels of decision making are summarized in Table 1.1. 

1.4.1 Strategic-level decisions 

Strategic decisions (which are our primary focus) are concerned with: 

z The acquisition of sustainable competitive advantage (in a commercial organization) 
z Setting long-term objectives 
z The formulation, evaluation, selection and monitoring of strategies to achieve these objectives 

Strategic level 

Tactical 
level 

Operational 
level 

Figure 1.1 levels of strategic decision making 
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Table 1.1 Comparison of strategic operational and tactical decisions 

strategic tactical operational 

Focus of decision 

level of decision 
making 

scope 

time horizon 

Certainty/uncertainty 

Complexity 

examples 

achieving competi
tive advantage 

senior management/ 
board of directors 

Corporate/entire 
organization 

Medium to long term 
(years) 

high uncertainty 

highly complex 

Decisions to launch 
new products, enter 
new markets, take 
over competitors, 
investment decisions 

implementation of 
strategy 

head of business unit 
or functional area 

business unit or 
functional area; e.g., 
marketing 

Medium term (months 
to years) 

some uncertainty 

Moderately complex 

Decision to advertise 
adjust prices, alter 
product features, etc. 

Day-to-day operations 

supervisory 

Department 

short to medium term 
(weeks to months) 

high certainty 

Comparatively simple 

scheduling of work 
rotas, reordering sup
plies, etc. 

Strategic decisions normally have a number of characteristic features in that they: 

z Are made by senior managers (usually directors) 
z Affect the whole organization (or a substantial discrete part of the whole organization 
z Are medium to long term in nature 
z Are complex and often based on uncertain or incomplete information 

Managers at the strategic level require multiconceptual skills – the ability to consider the effects of 
multiple internal and external influences on the business and the possible ways in which strategy 
can be adjusted to account for such influences. 

The focus of strategic decisions 

strategic developments for an organization imply that strategic decisions have to be made. 
strategic decisions are decisions that: 

z are of major importance to an organization’s future development 

	z require a substantial commitment of resources (financial and other) by an organization 

	z involve choices that have to be made about the deployment of finite resources between 
competing strategic options 

	z are complex in nature and often based on incomplete information 

KEY  CONCEPT  
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	z are normally made by senior managers 

	z involve key changes that need to be carefully managed 

	z have an impact over a medium to long term period (more than 1 year) rather than short 
term (less than 1 year) 

1.4.2 Tactical-level decisions 

Tactical decisions are concerned with how strategic-level objectives are to be met and how strategies 
are implemented. They are dependent on overall strategy and involve fine-tuning and adjustment. 
They are usually made at the head of business unit, department or functional area level, and they 
have an effect only in parts of the organization. They are normally medium term and semi-complex 
and usually involve some uncertainty but not as much as at the strategic level. 

1.4.3 Operational-level decisions 

Operational decisions are concerned with the shorter-term objectives of the business and with its 
day-to-day management. They are dependent on strategy and tactics. These decisions are made 
at the junior managerial or supervisory level, are based on a high degree of certainty and are not 
complex. 

The different levels of decision making are illustrated in the case of a hypothetical Australian events 
management company in the following Short Case Illustration. 

Levels of decision making: an Australian events management company 

Total Event solutions (tes) is a hypothetical events management company based in sydney, 
australia. the company has successfully operated in that market for many years organiz
ing conferences, meetings, exhibitions and other events for both large and small clients 
in the local region and throughout the state of new south Wales. the market is extremely 
competitive, and many of the larger companies tes works with have stated that they have 
difficulties in extending their working relationship with tes, though they are very satisfied 
with the service they have received. this is because the larger companies they represent 
have a nationwide presence and they need a partner to manage events that can also work 
on a nationwide basis. 

tes’s board of directors met and decided that to prosper in the future and compete effec
tively with national and international rivals in the market, tes had to expand to cover the 
entire australian market. it was determined that it would do so by opening branch offices 
in each of the country’s other state capitals. however, to expand too rapidly can be an 
extremely risky aspect of business and lead to so-called overtrading. in such a situation, 
though the underlying business may be sound, investment may mean that cash flow is nega
tive for a period of time and thus has to be financed in some way. this occurs because 
financial and other resources need to be deployed before sales are achieved and revenue 
flows in. if there are unexpected adverse changes to the business environment or levels of 

1 .4  SHORT  CASE  I LLUSTRAT ION 
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expected sales are not achieved, those providing finance (generally shareholders or banks) 
might withdraw the finance, thereby leading to potential business failure. 

Consequently, the board of directors laid down the condition that national coverage should 
be achieved not immediately but within 5 years through a phased opening of state offices 
in the key cities of Melbourne, perth; adelaide, brisbane, and hobart. the Ceo and his 
senior team subsequently met to consider the growth plan and determined a schedule for 
opening the offices, which involved a phased opening over 5 years starting with Melbourne 
and brisbane in the subsequent year. as in every year, sales targets were set for the sydney 
office and new annual targets were set for tes’s first new offices that would be opened in 
the coming year in Melbourne and brisbane. 

Questions 

1. Distinguish between strategic-, tactical- and operational-level decisions in the tes example. 

2. explain what is meant by the term overtrading. 

1.4.4 Congruency and ‘fit’ 

The success of strategy rests on a very important, but rather obvious, principle. Once the strategic-
level objectives have been set, the tactical and operational objectives must be set in such a way 
that they contribute to the achievement of the strategic objectives. In other words, the tactical and 
operational decisions must ‘fit’ the strategic objectives. This introduces the concept of hierarchical 
congruence; that is, that objectives set at various levels must be aligned with each other in such a 
way that each level of organizational decision making contributes to the organization’s overall 
strategic objectives. 

The decision-making framework can be visualized as a hierarchy shaped as a pyramid (as in 
Figure 1.1). The top, where the strategic decisions are made, is thin, whereas the bottom (opera-
tional decisions) is wider. This representation is meant to show that strategic decisions are taken 
infrequently, whereas tactical and operational decisions are taken more often. Strategic decisions 
are few and far between, tactical decisions are taken with increasing frequency and operational 
decisions are taken weekly, daily or even hourly. For every one strategic decision, there may be 
hundreds of individual operational decisions. 

	z explain the meaning and significance of the term ‘hierarchical congruence’ for an orga
nization. 

	z Why is hierarchical congruence important in successful strategy? 

TH INK POINTS  

1.4.5 Time and planning horizons 

One of the key differences between the levels of decision making in organizations is the timescale 
with which they are concerned. It is usually considered that the higher up the organization, the 
longer the timescale management is concerned with. This is certainly true in most manufacturing 
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companies. However, in service organizations, such as THE organizations, the situation is often 
somewhat different. 

Service delivery is of prime importance to service-based companies, and consequently relatively 
senior staff can often be involved to some degree in operational decision making. In the delivery of 
services it is vital that managers ensure that the service provided is: 

z Delivered to specified quality standards 
z Capable of being replicated 
z Resilient (i.e., service standards can resist unexpected changes) 

The differing time horizons for decision making are illustrated in the Short Case Illustration of a 
group of hotels. 

Decision-making time horizons: a hotel group 

a group of hotels demonstrates the different levels of decision making and the differing 
time horizons that are usually involved with each level. 

in a group of hotels, most of the staff will be concerned with ensuring that the daily book
ings run to schedule and are delivered satisfactorily. the manager and senior hotel staff will, 
however, have wider concerns. they will probably have weekly, monthly and annual bud
gets and sales targets to hit. these requirements of their roles means that they will need to 
consider the hotel’s position up to a year ahead. the chief executive of the whole group of 
hotels may have a longer time frame because they and their senior team may be consider
ing what the potential threats and opportunities in the marketplace might be and how this 
particular hotel group might respond. 

Questions 

1. explain why the hierarchy of decision making might be different in some service-based 
companies such as those in THE. 

2. Why is service delivery likely to be so important to all managers at every level in this case? 

1 .5  SHORT  CASE  I LLUSTRAT ION 

Strategic management involves taking account of a large number of environmental variables (con-
sidered in Part 2 of this book). The further ahead a manager seeks to plan, the more uncertainty is 
introduced into the analysis. 

1.5 Objectives 
1.5.1 Types of objectives 

The different levels of decision making are reflected in the way in which organizations set objectives. 
Objectives can be written in two forms: 

z Closed – Stated in quantitative terms, specific in form and timescale 
z Open – Stated in qualitative terms, general in form and timescale 
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 Table 1.2 a hierarchy of objectives 

level of hierarchy Focus type timescale 

Mission 

values 

vision 

Corporate objectives 

business objectives 

unit/team objectives 

personal 

strategic – overall 
organization 

strategic – overall 
organization 

strategic – overall 
organization 

strategic – overall 
organization 

strategic/tactical – SBU 

operational 

operational 

open 

open 

open 

primary – Closed 

secondary – open 
and closed 

Closed 

Closed 

Closed 

long term 

long term 

Medium to long term 

Medium to long term 

Medium term 

short term 

short term 

It is important at the outset to understand two important points about the way in which objectives 
are used in practice in organizations: 

z Objectives take different forms (open or closed) at the various levels of the organization (see 
Table 1.2). 

z Objectives can be described in different ways; that is, organizations will use varying terminology 
to describe their objectives. 

Objectives in an organization are often portrayed as a hierarchy in which the organization sets out: 

z An overall enduring purpose by way of – its mission 
z The way in which the organization will carry out its activities – its values 
z A desired future position it is trying to reach – its vision 
z How the mission and vision will be translated into specific targets – corporate objectives, business 

objectives, unit or team and personal objectives 

1.5.2 Hierarchy of objectives 

The hierarchy of decision making in organizations is reflected in a hierarchy of objectives as shown 
in Table 1.2. The mission, values, vision and corporate objectives can be cascaded down the hierarchy 
of the organization. In this way, the overall mission and vision for the organization are translated to 
give meaning for each constituent part and, in some cases, each individual employee in their busi-
ness, unit or team and personal objectives. 

1.5.3 Mission, vision and values – overview 

An organization’s mission, vision and values can be viewed as manifestations of an organization’s 
identity – its ‘personality’ – which is visible to both internal groups within the organization and 
often external groups (stakeholders) as well. 
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A great deal of management literature has been devoted to the successful adoption of statements 
relating to missions, vision and values (see, for example, Kemp and Dwyer, 2003; Sufi and Lyons, 
2003; Kantabutra and Avery, 2010; Powers, 2012; Alegre et al., 2018; Law and Breznik, 2018; Lin 
et al., 2018). In essence, the intention is that the statements should be clear and inspiring so that 
employees have a common framework of objectives they can understand and aspire to and external 
stakeholders have a clear view of what the organization is striving to achieve. 

Here we encounter some of the confusion that is often evident in dealing with strategy, because dif-
ferent terminology can be encountered to describe essentially the same aspect and the position of 
different aspects of strategy can be altered. 

For example: Terminology such as ‘strategic intent’, ‘company philosophy’ and ‘corporate 
goals’ can sometimes be encountered to describe the mission and vision. In some cases the 
mission might be subordinated to vision (rather than the other way round) – which is 
more usual. 

In some organizations the mission, vision and values are not labeled at all, or the values are incor-
porated into the mission statement. Thus, organizations create different presentational norms (the 
presentation of strategy is discussed further in Chapter 17) and use varying terminology or no 
terminology at all. However, the differing terminology should not blind us as to the purpose of such 
statements. The intent is clear: 

The statements are intended to create a clear framework for decision making within 
the organization and are disseminated through the organizational hierarchy, as shown 
in Table 1.2. 

KEY  CONCEPT  

Mission, vision and values 

the mission, vision and values of organizations can take many forms in different organiza
tions, and different words can often be substituted for these terms. Much discussion has 
also taken place in the academic literature about what is entailed in each of these concepts, 
the usefulness of these statements and how they should be presented. one view of what 
each of the statements is trying to achieve is presented below. an organization’s 

z Mission – describes what the organization does 

z	Vision – sets out some desired future state; it articulates, often in bold terms, what the 
company would like to achieve. 

z	Values – state how managers and employees should conduct themselves, how they 
should do business and what kind of organization they should build to help the organiza
tion achieve its mission 

Source: adapted from hill et al. (2020) 

1.5.4 Mission and mission statements 

Powers (2012) argued that management professionals generally agree that the critical first step 
in planning is the definition of an organizational mission. A mission statement articulates the 
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fundamental purpose of the organization and often contains several components (Hitt et al., 2019), 
among them: 

z Company philosophy 
z Company identity or self-concept 
z Principal products or services 
z Customers and markets 
z Geographic focus 
z Obligations to shareholders 
z Commitment to employees 

The mission is the objective that subsumes all others beneath it; for some organizations the mis-
sion is very easy to articulate, but for large commercial businesses it tends to be more complex. 
Differing views for writing mission statements have emerged, and though there does not appear 
to be universal acceptance of any one particular format or set of attributes, Powers (2012) use-
fully summarized the different approaches. Williams (2008) assessed the mission statements in 
relation to their performance of larger American companies in the Fortune 1000 list. Similarly, in 
a study of Dutch mission statements, Sidhu (2003) concluded that mission statements can lead 
to superior performance. 

Some organizations attempt to frame their mission in a formal statement, which is often to be seen 
adorning office walls, printed on employee identity cards and published in annual reports. Mission 
statements are commonly found both in the commercial sector and in the noncommercial (not-for-
profit) sector. Because the mission statement represents a long-term perspective, it often is retained 
by organizations for many years, despite the many changes that may occur within the organization 
and in the external environment. 

The Asian low-cost airline AirAsia, for example, has a long-established vision and mission state-
ment, shown below together with its associated values statement. 

Vision, mission and values: AirAsia 

Our vision 

to be the largest low-cost airline in asia and serving the 3 billion people who are currently 
underserved with poor connectivity and high fares. 

Our mission 

 z to be the best company to work for whereby employees are treated as part of a big family 

 z Create a globally recognized asean brand 

 z to attain the lowest cost so that everyone can fly with airasia 

 z Maintain the highest quality product, embracing technology to reduce cost and enhance 
service levels 

1 .6  SHORT  CASE  I LLUSTRAT ION 
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Values 

 z Dare to Dream – progress comes from innovation. both require change to happen. 

 z people First – Care for our people, care for our guests. 

 z Make it happen – learn fast and deliver more with less. 

 z be guest-obsessed – understand deeply what our guests want. then give them more 
than they expect. 

 z one airasia – We are one airline, with one vision and one people. 

 z safety always – safety is everyone’s responsibility; it starts with you. 

 z sustainability spirit – acting today for a better tomorrow. 

Source: www.airasia.com 

A mission statement has a number of possible purposes. It can be used to clearly communicate the 
objectives and values of the organization to the various stakeholder groups, and it can be argued that 
it assists in achieving strategic congruence. 

In other words, it sets a framework for the setting of other objectives, so that they are developed in a 
consistent manner at different levels of the organization. It may also have an effect in influencing the 
behavior and attitudes of employees, although this is somewhat debatable because anecdotal evi-
dence suggests that many employees have not, in fact, read their organization’s mission statement. 

A mission statement can be seen as the starting point for an organization’s entire planning process 
because it requires senior management to seriously consider where the firm is now and where it 
should be in the future. This point is emphasized by two leading management writers in the quota-
tion below. 

in business like in art, what distinguishes leaders from laggards, and greatness from 
mediocrity, is the ability to uniquely imagine what could be. 

(hamel and prahalad, 1994:25) 

DEF IN IT ION/QUOTAT ION 

However, establishing an organization’s mission is not easy or without controversy and, as a result, 
styles and content vary enormously, as leading management writer Peter Drucker points out in the 
quotation below. 

Defining the purpose and mission of the business is difficult, painful and risky. but 
it alone enables a business to set objectives, to develop strategies, to concentrate 
its resources and to go to work. it alone enables a business to be managed for 
performance. 

(Drucker, 1974:94) 

DEF IN IT ION/QUOTAT ION 

https://www.airasia.com
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Campbell and Yeung (1998) emphasized that though the mission statement itself is clearly impor-
tant, it is also important for managers to instill a ‘sense of mission’ in employees. The success of the 
mission requires the behavior of employees to match the values of the company, but such harmony 
is difficult to achieve and requires the mission as it is implemented to become embedded as part of 
the organizational culture. 

One view of what effective mission statements should contain is provided below. 

Effective mission statements 

the mission statement should be: 

	z Clearly articulated – simple to comprehend so that employees and other stakeholders 
can clearly understand the principles and values that will guide them in their dealings 
with the organization. the statement must be specific enough to have an impact upon 
the behavior of individuals. 

	z Relevant – appropriate to the organization in terms of its history, culture and shared 
values. the mission should not be too broad or too narrow. too broad may result in lack 
of focus. too narrow may mean factors that are potentially important to the organization 
will be overlooked. 

	z Current – an unchanged mission statement may no longer be able to act as a driving 
force guiding the organization into the future. 

	z Positive in tone – written in such a way that encourages commitment and energizes or 
inspires employees. 

	z Individual – sets the organization apart from other organizations establishing its 
individuality, if not its uniqueness, through an emphasis on the advantages of the 
organization based on an objective assessment of organizational strengths and 
weaknesses. 

	z Enduring – cannot be continually altered, because this would be confusing, so they are 
likely to remain in place for a number of years. Consequently, they must be written to 
allow for some flexibility. 

	z Adapted – written with various target audiences in mind, some for employees only, some 
for shareholders and other external groups and others for all audiences. the information 
and style should reflect the relevant target audience. 

Source: adapted from stone (1996) 

STRATEGY  IN  PRACT ICE  

1.5.5 What does a mission statement contain? 

The style, content and terminology of mission statements vary enormously. Some are long and 
detailed, whereas others are short and to the point. Some are focused on a particular audience (such 
as employees or customers), whereas others are written with multiple target audiences in mind. 
There are probably no ‘rights’ or ‘wrongs’ of how it should be presented or what it should contain; 
it all depends on the organization and its culture. 
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In assessing mission statements, the reader will find many examples of the use of language that is 
ambiguous in its meaning or is questionable in its use of ‘hype’ to inflate the image of the organiza-
tion. In practice, many mission statements contain a statement on the aspects listed below. 

Mission statement content 

in practice, mission statements usually contain one or more of the following: 

	z some indication of the industry or business the organization is mainly concerned with 

	z an indication of the realistic market share or market position the organization should aim 
toward 

	z a brief summary of the values and beliefs of the organization in relating to key stakeholder 
groups such as customers and employees 

	z an indication of the ownership or control of the organization 

	z a summary of the geographical location or scope of organizational activities 

in addition, specific and highly context-dependent objectives are sometimes expressed in 
the mission statement. 

STRATEGY  IN  PRACT ICE  

A further example of a mission statement taken from a tourism destination organization is pre-
sented in the following Short Case Illustration. 

Vision, mission and values: VISIT FLORIDA 

visit FloriDa, the state’s official tourism marketing corporation, serves as Florida’s official 
source for travel planning to visitors across the globe. visit FloriDa is not a government 
agency but rather a not-for-profit corporation created as a ppp. 

as the state’s number one industry, Florida received 126.1  million visitors in 2018, who 
spent more than $67.2bn, and 1.4 million people were employed in the industry. 

Purpose: 

brighten the lives of all 

Vision: 

establish Florida as the no. 1 travel destination in the world 

Mission: 

strengthen Florida’s share of the global travel market 

Goal: 

Maximize the economic impact of travel and tourism to Florida 

1 .7  SHORT  CASE  I LLUSTRAT ION 
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Objective: 

generate $100 billion in tourism-related spend by 2020 

Values: 

Make an impact 
Work purposefully & live passionately 
innovate 
Source: www.visitflorida.org 

1.5.6 Vision and values 

As with the mission, there is no firm, generally accepted definition of vision or values, and different 
styles with various features can be encountered. 

Although strategy and leadership writers have proposed different characteristics that a vision should 
have, some commonly shared characteristics can be identified. Kantabutra and Avery (2010), for 
instance, identified seven characteristics that might be found in vision statements that are perceived 
as making a difference to organizational performance. 

What do ‘powerful’ visions look like? 

	z Conciseness – visions should be easy to communicate and remember. 

	z Clarity – visions directly point at a prime goal. they can be understood without extended 
presentation and discussion. 

	z Future orientation – visions that are powerful do not consist of a one-time, specific goal 
or productivity target (e.g., sales or profit) that can be met and then discarded. 

	z Stability – visions do not shift in response to short-term trends, technology or market 
changes. they must be flexible enough to weather fluctuations. 

	z Challenge – visions that are effective are challenging because they motivate staff 
members to try their best to achieve desired outcomes. 

	z Abstractness – visions that are abstract suggest a longer-term goal that also allows for 
individual interpretations. 

	z Desirability or ability to inspire – powerful visions must be highly desirable and inspiring. 
they state a goal that directly inspires staff. 

Source: Kantabutra and avery (2010) 

STRATEGY  IN  PRACT ICE  

As individuals, we have a set of values that govern the way we behave, and so it is with organiza-
tions. Organizations will have a set of guiding principles (i.e., values), though they may not be 
explicitly expressed in a statement, or they be subsumed within the mission statement. 

https://www.visitflorida.org
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The organization’s values can be viewed as the philosophical principles that the great majority of 
its members hold in common (Haberberg and Rieple, 2001). The values are normally enduring and 
often closely associated with the organizational leadership because they set the parameters within 
which the organization operates. 

1.6 The content of corporate objectives 
In strict terms, the most important of all objectives is to simply survive as a going concern. Other 
objectives depend on the type of organization and the nature of its environment. The objectives are 
not necessarily mutually exclusive in that an organization can usually pursue more than one type of 
objective at the same time. Two leading writers referred to them as ‘the end the firm seeks and the 
criteria the firm uses to determine its effectiveness’ (Glueck and Jauch, 1988:12). 

The objectives can be written in a closed manner – that is, stated in quantitative terms and specific in 
relation to form and timescale – or in an open manner; that is, stated in qualitative terms and general 
in form and timescale. 

Objectives are essential to the successful accomplishment of the managerial function in any formal 
organization in that they: 

z Provide a sense of direction 
z Provide a standard of measurement and a means of controlling performance 
z Project an image of the organization’s style 

Corporate objectives translate the mission and vision into specific long-term targets that can usually 
be quantified and measured. Corporate objectives are strategic-level objectives that can be used 
as a starting point in setting business and tactical or operational objectives, which are more detailed 
objectives set lower down the organizational hierarchy. Business objectives will usually relate to 
important constituent parts of the overall organization – often termed strategic business units (SBUs), 
whereas operational objectives will usually relate to smaller units or teams within each SBU. 

Corporate objectives normally: 

z Relate to the whole organization 
z Apply to the medium to long term* 
z Are set by senior management 
z Relate to a number of key areas of concern 
z Can be pursued simultaneously 

*Note – Time horizons vary considerably and will depend largely on the nature of the business, espe-
cially the lead time taken to launch new products and services. In some sectors, where heavy capital 
expenditure is required, development is time-consuming lead times may be long, whereas in others 
lead times can be much shorter. As a working rule, the long term is often considered to be 5+ years, 
the medium term 1 to 5 years, and the short term under 2 years. 

For example: In many cases in service industries such as THE, lead times can be 
comparatively short, because launching a new destination or new route or planning and 
staging most events can be achieved relatively quickly. However, where large capital 
investment is required, as with hotel construction or new aircraft or cruise ship purchases, 
lead times are likely to be quite long. 
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Care must be taken in writing corporate objectives so that they are clear and easily understood. 

Objective writing is a ‘CRIME’ 

a common view is that objective writing is a CRIME in that corporate objectives should be: 

	z C: Communicable – capable of being easily communicated down the line to the work
force and other internal and external stakeholder groups 

	z R: Realistic – capable of being achieved within the timescale 

	z I: Internally consistent – consistent with the overall organizational mission, the operational 
objectives and the strategy for achieving the objectives set 

	z M: Measurable – capable of being quantified so that they can be measured and whether 
the objectives have been achieved is possible to assess 

	z E: Explicit – written in clear unambiguous language, precise in relation to both targets 
set and timescale 

STRATEGY  IN  PRACT ICE  

Corporate objectives often relate to economic and social concerns and to matters of growth and 
competitive advantage. The main issues addressed by corporate objectives will now be considered. 

1.6.1 Economic objectives 

Economic objectives are those that can be measured in financial ways. For commercial organizations, 
objectives will usually include measures such as return. Return is an accounting term to describe the 
proportion of either sales or investment capital that is left over as profit. In commercial organiza-
tions, the economic objective is often referred to as the primary objective, with other objectives being 
secondary to the achievement of the financial objective. 

Return on sales, sometimes referred to as profit margin, is an indication of how well the company has 
controlled its costs, and return on assets (or return on capital employed) is an indication of how efficiently 
the company has used its investors’ money. Both of these are important business objectives – to 
provide sufficient return to retain some profits for future investment and to provide investors with 
a dividend on their shareholding. 

Not-for-profit organizations also have economic objectives, but they are measured in different ways. 
Organizations like destination marketing organizations, museums, charities and government 
departments tend to measure economic performance by using cost–benefit or value-for-money objec-
tives. These organizations usually rely in large part on income over which they have little control; 
it may, for example, be fixed by central or local government. The objectives set will typically involve 
extracting the maximum benefit in terms of outputs from the income they receive. 

1.6.2 Social objectives 

It should not be assumed that all organizational objectives are financial in nature. Many exist, either 
in part or totally, to deliver social benefits. Many publicly funded organizations such as museums, 
art galleries, heritage attractions and so on exist to deliver services to society in general. Charities 
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exist primarily to provide social benefit to one or more purportedly worthwhile constituencies. For 
organizations of this type, economic objectives may be secondary to their desire to deliver socially 
desirable ends. 

Commercial organizations are also gradually adopting social objectives in their strategic planning 
as part of what they view as their corporate social responsibilities (CSRs). Although they are usually 
subordinate to their economic objectives, commercial organizations may espouse social or environ-
mental causes that they purport to believe in. They may, for example, recognize the social value of 
supporting local community projects or seconding (at their own expense) some of their people to 
serve with charities. 

1.6.3 Growth or market share objectives 

At some stages in the life of an organization, objectives concerning growth and expansion become 
among the most important. This is especially true of businesses that must grow and maintain mar-
ket position to ‘keep up with’ or ‘keep ahead of’ competitors. 

Size and market position offer a number of advantages, and it is these that an organization seeks 
when growth is a key objective. Size gives an organization economy of scale advantages in both 
product and resource markets. It means that a larger organization attracts resource inputs at pref-
erential unit costs compared to smaller concerns and its larger presence in its product markets 
increases its pricing power and its ability to subjugate competitors. We will consider the basis for this 
type of objective in more depth in Chapter 11. 

1.6.4 Competitive advantage objectives 

Finally, and importantly, many strategic objectives concern the company’s position in respect 
to its competitors. Competitive advantage objectives concern how the company’s position com-
pares to others – especially to competitors. The objectives are limited to ensuring simply that 
‘we beat you’ or ‘we are better than you’. Superior performance is the only objective, and if 
a company can achieve ascendancy over its nearest competitors, the objective will have been 
accomplished. 

1.7 How do businesses set objectives? 
Earlier in this chapter, we introduced the idea that strategic objectives, because they represent the 
most important level of decision making, are set by an organization’s senior management, usually 
the board of directors. In setting objectives, however, senior managers are likely to be influenced by 
a range of different groups that have an interest in the organization. 

Who or what influences the senior management in their objective setting? Two broad schools of 
thought have emerged: the stockholder approach and the stakeholder approach. 

1.7.1 The stockholder approach 

The stockholder approach argues that businesses exist primarily for their owners (usually share-
holders). Accordingly, any business behavior that renders profit performance suboptimal is not only 
theft from shareholders but will also, eventually, lead to a level of business performance that will 
harm all other groups, include employees, customers and suppliers. 

Nobel Laureate Professor Milton Friedman (1970) contended that the moral obligation of business 
is to increase its profits. Friedman argued that the one and only obligation of company directors 
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(who are the legal agents of shareholders’ financial interests) is to act in such a way as to maximize 
the financial rate of return on the owners’ shares. As he memorably and succinctly put it: the ‘busi-
ness of business is profits’ (1970:195). 

1.7.2 The stakeholder approach 

There are many examples of different stakeholders, and the term is defined below. 

a stakeholder can be defined as: 

any group or individual who can affect or is affected by the achievement of an organi
zation’s objectives. 

(Freeman, 2010:46) 

DEF IN IT ION/QUOTAT ION 

This definition draws in almost everybody that is or may be potentially involved in the life of an 
organization. It consequently goes without saying that not all stakeholders are equal in their influ-
ence on an organization’s objectives. 

The stakeholder approach, as advocated, for example, by Donaldson and Preston (1995), Camp-
bell (1997) and Freeman (2010), argues that organizations (like individual people) are character-
ized by their relationships with various groups and individuals such as employees and customers. 
A group or individual qualifies as a stakeholder if it has a legitimate interest in the organization’s 
activities and thus has the power to affect the firm’s performance and/or has a stake in the firm’s 
performance. 

The implications of this proposition are far-reaching. In essence, stakeholder theory argues that share-
holders are neither the sole owners of a business nor the sole beneficiaries of its activities. Though 
shareholders are undeniably one stakeholder group (in a commercial business), they are far from 
being the only group who expect to benefit from business activity and, accordingly, are just one of 
the groups that have a legitimate right to influence a company’s strategic objectives. Some of these 
groups are internal to the organization and others are external. 

Stakeholder groups that might be able to exert an influence over the setting of objectives are shown 
in Table 1.3. 

1.7.3 Stakeholders and objectives 

One widely used and useful model for understanding how stakeholders exert influence on an orga-
nization’s objectives was proposed by Mendelow (1991). According to this model, stakeholders can 
be ‘ranked’ depending on two variables: the stakeholders’ interest and power. 

z Stakeholder power refers to the ability to influence the organization. 
z Stakeholder interest refers to the willingness to influence the organization. 

In other words, interest concerns the extent to which the stakeholder cares about what the organiza-
tion does. 
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Table 1.3 a summary of stakeholder groups 

internal stakeholders external stakeholders 

board of directors
 

employees collectively
 

individual employees (e.g., founding 

entrepreneur)
 

employees’ representatives (trade unions, 

trade associations, etc.)
 

Functional business areas (marketing, 

finance, human resources, etc.)
 

geographical areas of the organization 

(e.g., europe, asia, etc.)
 

sbus
 

shareholders
 

Creditors (existing and potential)
 

suppliers (existing and potential)
 

Customers (existing and potential)
 

trade bodies (e.g., tourism associations)
 

pressure groups (e.g., environmental)
 

Competitors (current and future, national and 

international)
 

government (legal, fiscal and regulatory impacts)
 

private individuals
 

regulatory bodies (e.g., iata)
 

the local community
 

It then follows that: 

Stakeholder influence = Power × Interest 

The actual influence that a stakeholder is able to exert will depend on where the stakeholder is posi-
tioned with respect to the ability to influence and willingness to influence. A stakeholder with both 
high power and high interest will be more influential than one with low power and low interest. We 
can map stakeholders by showing the two variables on a grid comprising two intersecting continua 
as shown in Figure 1.2). Mendelow’s power–interest matrix was developed further by Bourne and 
Walker (2005, 2008) as the Stakeholder Circle, which aims to improve the chances for success stake-
holder engagement by identifying ways to develop effective relationships with key stakeholders. 

Meet their 
needs 

Least 
important 

P 
o 
w 
e 
r 

 

Figure 1.2 the stakeholder map 

Source: adapted from Mendelow (1991) 
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Once constructed, the map can be used to assess two aspects: 

1. Which stakeholder is likely to exert the most influence on the organization’s objectives 

2. The stakeholders that are most likely to be in potential conflict over strategic objectives (where 
two or more stakeholders are in close proximity in the high power/high interest part of the map) 

The managing director and the board of directors are examples of stakeholders with both high 
power and high interest. This is because they lead and manage the business and depend on it for 
their jobs and their positions within the organization give them power with which to implement 
their decisions. The local community (in most cases) will not concern itself with the setting of orga-
nizational objectives and have limited power to impose its views. Organizations will have a range of 
stakeholders, some of whom might have opposing views. 

In applying stakeholder theory and stakeholder mapping in THE contexts, quite a large literature 
has emerged, particularly in relation to sustainable approaches to business. Indeed, it is now widely 
accepted that stakeholder consultation is necessary for sustainable tourism development to occur 
(Hardy and Pearson, 2018). 

Roxas et al. (2020), for example, argued that tourism planning and development has increasingly 
revolved around sustainability concepts and issues but that addressing these concerns has become 
increasingly challenging. By appealing to the fundamental principles and practices of sustainability 
and how stakeholder involvement and participation are fused into sustainable tourism development, 
the authors develop a 5-point tourism stakeholder framework. The framework seeks to explain how 
tourism stakeholders can harness their roles to effectively govern destinations. 

In applying stakeholder theory to event tourism contexts, Todd et al. (2017) provided insights into 
stakeholder groups recognizing that the survival and continued success of hallmark events is depen-
dent on those groups of ‘primary’ stakeholders who are most involved and engaged. Getz et al. (2006). 
discussed multiple case studies of various types of festivals in two countries to reveal how festival 
managers work with stakeholders and who they are by utilizing stakeholder classification techniques. 

	z explain what is meant by a mission statement. 

	z in what ways might a mission statement help in achieving strategic objectives? 

	z What is a stakeholder, and in what ways might stakeholders influence objective setting? 

	z explain how the power–interest map helps to identify the most influential stakeholders. 

TH INK POINTS  

The Australian Council of National Trusts, for example (see the following Short Case Illustration), 
will have a wide range of stakeholder views that need to be considered. 

Stakeholders: the Australian Council of National Trusts 

the national trust of australia is a community-based nongovernmental organiza
tion committed to promoting and conserving australia’s indigenous, natural and 

1 .8  SHORT  CASE  I LLUSTRAT ION 
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historic  heritage through its advocacy work and its custodianship of heritage places 
and objects. 

the australian national trust movement was established in new south Wales in 1945 by 
annie Wyatt, who, along with a group of other citizens, raised community consciousness 
of widespread destruction of the built and natural heritage in sydney. the national trust 
movement quickly spread across australia, with the other states establishing national trust 
offices throughout the 1950s and 1960s. the northern and australian Capital territories 
were the last to establish a national trust (in 1976). each state’s and territory’s national trust 
is a fully autonomous entity in its own right and responsible for managing its own affairs. 

the national trust of australia relies heavily on community support generated through 
membership subscriptions, sponsorship, donations and bequests, property admissions and 
retail sales. of the collective total operational revenue generated by the organization, less 
than 10% is sourced from government. 

Collectively the organization owns or manages over 300 heritage places (the majority held 
in perpetuity), manages a volunteer workforce of 7,000 and employs about 350 people. 

Questions 

1. identify the principal stakeholder groups in this case. 

2. Which stakeholder groups are likely to be the most influential, and why do you consider 
this to be the case? 

Source: www.nationaltrust.org.au/ 

1.8 Stakeholders and corporate governance 
Corporate governance has a key role in strategic management. ‘Good’ governance underpins the cor-
porate mission, values and vision; ensures compliance with legal requirements and government 
regulations; and encourages transparency in management. Crucially for our purposes, because gov-
ernance is concerned with who controls and manages the organization, governance has a key role in 
setting the strategy for an organization. 

As a result of well-publicized corporate failures, frauds and unfairness in terms of how business is 
conducted, corporate governance has become a subject of widespread discussion around the world 
since the early 1990s, not least in the academic literature. For a full discussion, see, for example, 
Mallin (2016), Du Plessis et al. (2018) and Solomon (2020). In THE contexts, specific corporate 
governance issues have also been explored by, for example, Guillet and Mattila (2010), Bramwell 
(2011), Scott and Marzano (2015), Yameen et al. (2019) and Li and Singal (2021). 

The importance of corporate governance arises largely from the separation of the role of manage-
ment and ownership in controlling modern organizations. The interests of shareholders are some-
times viewed as conflicting with the interests of managers, because shareholders are usually primar-
ily concerned with financial returns, whereas managers, it is argued, have to consider a wider range 
of views from other stakeholders such as employees, bankers and the community. 

Increasingly the concept has evolved to address the rise of CSR and sustainability issues (addressed 
in Chapter 16) and the more active participation of both shareholders and other stakeholders in 
corporate decision making (Claessens and Yurtoglu, 2006). Definitions of corporate governance 
vary widely, and this diversity reflects reality, in that corporate governance takes different forms 

https://www.nationaltrust.org.au/
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in different countries and is applied in various ways to different types of organizations. Indeed, it 
has been pointed out that no two countries handle corporate governance in precisely the same way 
( Jacoby, 2005). One common definition is presented below. 

DEF IN IT ION/QUOTAT ION 

so, what exactly is corporate governance? one widely quoted definition is that: 

it comprises the laws and practices by which managers are held accountable to those 
who have a legitimate stake in the corporation. 

Defining who has a legitimate stake is less straightforward than it sounds. shareholders are 
a key constituency, and usually their interests are represented by the board of directors. 

Source: Jacoby (2005) 

A key theme of corporate governance is the role of the board of directors. In most organizations it is 
the board of directors that makes the key decisions that affect the organization, including the fram-
ing of strategy. Typically, the board comprises: 

z Executive directors, who are full-time senior managers in the organization 
z Nonexecutive directors, who are part-timers brought in for their expertise to provide an inde-

pendent view 
z In some countries (particularly in Europe), workers’ representatives 

The board chair can be an executive or nonexecutive, and another key figure on the board is the 
CEO, who normally is responsible for managing the organization on a day-to-day basis. Most cor-
porate governance codes recommend that the roles of the chair and CEO in an organization be 
separated, because they have different responsibilities, and one of the responsibilities of the chair is 
the appointment of the CEO. However, despite this guidance, there are in practice many instances 
where the roles are in fact combined and carried out by the same person. 

Though detailed corporate governance provisions vary around the world, a key theme of guidelines 
issued by governments is that boards should operate independently of the management of the com-
pany, thereby highlighting the role of the independent nonexecutive directors. In this way, as Lynch 
(2021:225) pointed out, there is a separation of the interests of the organization represented by the 
stakeholders and the control of the organization carried out by the directors. 

1.8.1 Corporate governance and sustainability 

Boards have come under recurring pressure in recent years (exerted by stakeholder groups) for 
their organizations to be more responsive to the sustainability of the natural environment and also 
to consider their social role in society (see, for example, Aras and Crowther, 2008; Scherer and 
Voegtlin, 2020). Analysis of the natural environment is considered in Chapter 7, and sustainability 
strategy is discussed in Chapter 16. 

Small business focus 
SMEs are often sadly neglected in the strategic management literature, with a concentration on large 
internationally diversified corporations instead. Many of the tools and techniques that have been 
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developed are certainly primarily explained in the context of such enterprises, but in many cases 
they can be applied appropriately to smaller enterprises. 

One of the key facets about THE sectors is that in most cases they are highly fragmented. 
Whereas vehicle or aircraft manufacture are examples of highly concentrated industries with pro-
duction dominated by a few large corporations, this is not normally the case in THE sectors. 
Some large international diversified companies have developed in THE sectors (and continue 
to do so); nevertheless, it is true that these sectors remain highly fragmented, particularly in 
developing countries. 

The larger companies (such as TUI, Marriott, AirAsia, Carnival Cruises) will certainly be used as 
examples in this book, but it is important to remember that even in highly developed economies 
there is often a much larger number of SMEs that have less well-known brand names. 

Indeed, in one of the sectors we consider (events management), arguably no strong internationally 
recognized brand exists and instead there is a plethora of SMEs. In each of the component parts 
of THE, many smaller businesses and organizations exist and many family enterprises continue to 
thrive, because entry costs are often low and individuality and service flexibility are often valued 
most by customers. 

Small businesses are certainly different from larger businesses in several respects. They are likely to 
be competing in a limited number of markets with a limited range of products, and they are often 
‘private’ companies as opposed to ‘public’ companies, making access to finance more difficult. How-
ever, many of the strategic concepts, tools and techniques discussed in this book are applicable to 
SMEs or can be adapted for them. 

For example: Unless the company is specializing in a particular market segment (and 
has established a specific niche), it is likely to face significant competitive pressures. Thus, 
those areas of strategy we will consider that deal with competitive strategy (Chapter 10) 
are particularly relevant in this context. 

In this chapter we introduced the notion that strategy is essentially about ‘thinking ahead’ in con-
sidering the most important issues an organization faces. Furthermore, the mission, vision and 
values and setting objectives were considered in this chapter. These aspects of strategic manage-
ment, it can be argued, are valid regardless of organizational size. For SMEs, competitive pressure, 
the dynamic nature of the environment and the expectations of stakeholder groups (such as banks 
and other investors) mean that thinking ahead is of vital importance just as they are to their larger 
competitors. 

CHAPTER SUMMARY 

This chapter discussed the meanings of the terms strategy and strategic management and introduced 
the concepts of deliberate and emergent strategy. It went on to explain the components of strategy 
before discussing the levels of strategic decision making in organizations and the important con-
cepts of strategic congruence and hierarchy of objectives. The concepts of mission, vision and values 
were introduced and the role of stakeholders in objective setting was discussed. The main ‘types’ of 
objectives were explained, their content was discussed and how organizations set their objectives 
was considered. The stakeholder vs stockholder approaches to objective setting were discussed and 
stakeholder mapping was introduced as a means of identifying key groups when setting relevant 
and realistic objectives. Finally, the issue of corporate governance was introduced, and the notion of 
separating responsibility for key strategic decisions was discussed. 
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2 
Introduction to strategy 
for tourism, hospitality 
and events 

Introduction and chapter overview 
Formulating THE strategy represents a complex set of challenges for managers operating in these 
sectors because of the nature of the products being sold and because of the distinctiveness of the 
environment in which these sectors exist. 

In particular, strategy is informed by the fact that THE products are ‘services’ rather than ‘goods’ 
(physical products), which has certain implications for managers in these sectors. Furthermore, 
THE products have certain specific features that, if not unique, are certainly highly distinctive char-
acteristics, in comparison with other service sectors. 

In this chapter we consider the nature of service products and the particular distinctive characteris-
tics of THE products. An understanding of these features and the managerial implications that flow 
from them is necessary in that it informs and underpins the strategy formulation process. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z Define goods and services 
z Describe the key characteristics of service products and how they are relevant to THE organizations 
z Explain the defining characteristics of THE products in particular 
z Assess the implications of the key features of THE products for managers working in the sector 
z Explore some of the ways in which managers respond to the key features of THE products 

Doi: 10.4324/9781003318613-3 

https://doi.org/10.4324/9781003318613-3
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2.1 Tourism, hospitality and events as service industry sectors 
2.1.1 Goods and services 

In a book on strategy for tourism, hospitality and events, it is appropriate to consider the nature of 
the products that comprise the central themes that we will be studying. If you have studied business 
or economics before, you will recall that there are two basic types of product: goods and services. 

z Goods are tangible – products you can own 
z Services are intangible – products made on your behalf or for your benefit (i.e., you do not own 

service products but instead you have use of them) 

For example: As a customer you do not own an aircraft seat on a flight, a hotel room or 
an event that you attend but instead you make use of the services offered. 

We make this distinction because it has a fundamental effect on managing in these sectors of indus-
try. Products in THE have a number of key or defining characteristics that are important because 
they are of relevance to how managers make decisions in these sectors. Some of these characteristics 
they share with other service products, which are discussed in the following section. Some other 
characteristics can be viewed as characteristics of THE products in particular. 

These defining characteristics are relevant to THE managers and are discussed later in the chapter. 

Importantly, this framework, which distinguishes between: 

z Goods and services 
z THE services and other services 

underpins this entire book, because it has fundamental implications for managers operating in the 
industry. Furthermore, this distinction provides a justification for studying strategy using a specific, 
contextualized text rather than one of the generic texts that are available. 

The differences between goods and services (and, to a lesser extent, the particular characteristics of 
THE products) have attracted a relatively large body of academic literature. Evans (2016) summa-
rized the literature and produced a conceptualization of the management implications arising from 
these differences. 

The next sections of this chapter will highlight the: 

z Four defining characteristics of services that have been highlighted in the literature 
z Seven characteristics that are important aspects of THE services in particular 
z Managerial implications of these characteristics 

2.2 Summary of the key characteristics and their implications 
for THE managers 
This chapter will consider a total of 11 defining characteristics of THE – 4 of these are common in 
many service sectors, but 7 are particularly important to THE settings. 

Whichever might be the case, it is important that managers working in THE be aware of these char-
acteristics (or factors) and consider the managerial implications associated with each. The strategy 
that organizations put in place should reflect an understanding of these characteristics and the 
impacts they might have on the organizations concerned. 
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Table 2.1 a summary of key THE characteristics and their implications for managers 

Characteristic summary (examples) Managerial implications (examples) 

intangibility 

inseparability 

perishability 

heterogeneity 

ownership 

high-cost product 

seasonality 

ease of entry/exit 

interdependence 

impact on society 

external shocks 

products cannot be tested or 
sampled 

production and consumption 
take place at the same time 

products cannot be stored 

products are not identical 

Customers use services rather 
than own them 

often a relatively expensive 
purchase 

products often have very 
seasonal demand patterns 

often relatively low barriers 
to entry 

the subsectors of THE are 
closely linked 

tourism has a high impact on 
society 

prone to external shocks, 
beyond manager’s control 

effective promotion and distribution are 
essential 

‘Front-line’ staff must deliver good 
service 

stimulate demand so all products are 
sold at the required time 

good, well-trained staff are essential 

loyalty programs are important 

Customers need reassurance about 
reliability 

Different seasonal prices charged 

product differentiation 

Coordination or control of the supply 
chain 

produce ‘sustainable’ products 

have contingency plans in place 

Table 2.1 summarizes the key characteristics of THE we will explore in this chapter and provides 
examples of their implications for managers. 

2.3 Service product characteristics 
Services are diverse, with substantial differences between different forms of services (Contractor 
et al., 2003). There are inherent difficulties involved in defining and categorizing services, because 
they embody business activities as diverse as tourism, transport, real estate, professional services 
(legal, accounting etc.), education and health care (Gummesson et al., 2010). 

In classifying the diversity of services, one factor relating to the inseparability of production and 
consumption of some services is fundamental to the consideration of services of which THE are 
a part. 

For many internationally traded services, decoupling of production and consumption is possible 
(Blomstermo et al., 2006). Production and consumption of these separable services, as they have been 
termed (Ekeledo and Sivakumar, 2004), can be decoupled so the producer and consumer do not 
need to be in the same place at the same time. These ‘hard services’ include, for example, software 
and architectural services, where the product can be delivered electronically or through some other 
tangible medium and often such products can (at least to a degree) be standardized and mass pro-
duced (Blomstermo et al., 2006). 
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With ‘soft services’ (by way of contrast), production and consumption occur simultaneously. Such 
services are highly intangible and require a high degree of buyer–seller interaction. THE products 
can be categorized as soft services, in that the consumption of the service and its delivery (normally) 
have to be simultaneous. This is closely linked to the immobility of the intangible resources (skills, 
knowledge, brand names, goodwill, patent rights, etc.) on which the product relies (Evans, 2016). 

From the mid-1980s onwards, wide acceptance of the so-called IHIP characteristics to describe the 
major features distinguishing services from goods was observable (Moeller, 2009). They represent 
four distinctive features of services when compared with manufactured goods, following the work 
of Zeithaml et al. (1985). The IHIP characteristics are: 

z Intangibility 
z Heterogeneity 
z Inseparability 
z Perishability 

However, the IHIP characteristics (summarized in relation to THE by Edgett and Parkinson, 1993; 
Moeller, 2009; Reisinger, 2010) have also attracted some criticism (see, for example, Lovelock and 
Gummesson, 2004). 

The reasons for such criticisms are twofold (Moeller, 2009). Firstly, the traditional dichotomy 
between services and manufacturing has meant that marketing has changed. Many manufacturers 
emphasize the added service they provide in support of their products and, conversely, service pro-
viders are attempting to provide more tangible aspects to their products. Secondly, the development 
of information and communication technologies can ‘water down the applicability of most of the 
IHIP characteristics of service’ (Moeller, 2009:359). Though this may be true in some cases, such 
as in overcoming the inseparability of production and consumption and perishability in education 
through the development of interactive web-based materials, the critique’s applicability to THE and 
other soft services is far less clear. 

Though it is difficult to argue with the examples cited by Gummesson et al. (2010), such as the 
tangibility of a service provided by a surgeon in performing an operation, it can be argued that the 
IHIP characteristics continue to have validity in most soft service settings including THE. 

The IHIP categorization may indeed lack validity in many ‘hard’ services (where there can be a sepa-
ration of production and consumption), but this is not the case with regard to soft services where 
simultaneous production and consumption are necessary. Indeed, it will be argued that, far from 
being irrelevant, other characteristics should be added to the IHIP characteristics identified because 
of their particular significance to THE. 

Thus, there are a number of factors that make services (such as THE) different from physical goods, 
and though they are important to THE organizations, they may also be important for other types of 
organizations in other services. We will consider each of the IHIP characteristics in turn. 

2.3.1 Intangibility 

Services cannot normally be seen, touched, smelled, tasted, tried on for size or stored on a shelf 
prior to purchase. Their intangibility makes them harder to buy, because they cannot be tested, but 
easier to distribute, because there is no physical product to distribute. 

The fact that THE products are not normally physical objects but amalgams of ‘invisible’ ser-
vices does create certain problems for organizations operating in these sectors. To overcome this 



48 STRATEGY AND THE THE CONTEXTS

P
ar

t 
1

 

 
 
 
 
 
 

 

 

intangibility, such organizations sometimes attempt to create some form of tangible offering that 
potential customers can relate to, such as a free gift, T shirts sold at a concert or free streaming, 
which shows product features. It also means that managers have to ensure that promotional activi-
ties are effective and that distribution of the product enables potential customers to gain access to 
the product so that purchases can be made. In some cases, it might also be possible to try out the 
product prior to acquiring it. 

For example: A buyer working for a tour operator, event manager or travel intermediary 
might be able to sample the food, accommodation and facilities prior to contracting a hotel 
supplier. However, the exact quality of the accommodation and meals the customer will 
receive is still intangible. This is because the quality of the accommodation or the meals 
that the customer actually receives (or their perception of them) may be different from 
those sampled prior to contracting. 

With the growth in ownership of DVD players, personal and tablet computers and smart phones, 
tour operators, destinations, hospitality providers and event organizers are able to record or 
stream the features of their products for viewing by potential customers. This takes away some 
of the uncertainty the customer may have when buying these services before they are actually 
provided. Similarly, brochures, ‘flyers’ and pamphlets promoting THE products help to overcome 
the intangibility problem, which is why so much effort, expense and creativity are devoted to 
their design. 

Intangibility is also one of the reasons that products in THE are often ‘packaged’ together; that is, 
different elements are put together and sold as a single product. Because the products cannot be 
tested or compared prior to purchase (because they are intangible), dealing with recognized sup-
pliers that will package the products makes it more convenient for consumers and gives them con-
fidence in the products they are buying. Thus, tour operators, event organizers and hoteliers will 
often sell transport, accommodation, events and other services together as a single package. 

KEY  CONCEPT  

Packages and tour operators 

a ‘package’ can be defined as a prearranged combination sold or offered for sale at an 
inclusive price of not less than two of the following three elements: 

1. transport 

2. accommodation 

3. other tourist services ancillary to transport or accommodation and accounting for a sig
nificant part of the package. 

the growth of the package has been a major cause of the increase in the holiday market in 
europe and elsewhere since the 1950s. the role of the package company (often referred to 
a as a ‘tour operator’) goes beyond that of the wholesaler, in that they not only purchase 
or reserve the separate components in bulk but, in combining these components into an 
‘inclusive tour’, they also become producers in the holiday market. the traditional appeal 
of the tour operator’s product has been to offer a complete holiday package at the lowest 
price to a population often lacking the linguistic knowledge or the knowledge and confi
dence to organize independent travel. 



49 INTRODUCTION TO STRATEGY FOR THE

 

 

 

 

  

in recent years, tour operators have come under increasing pressure as the internet and the 
growth of low-cost airlines have enabled consumers to construct their own packages and 
low-cost airlines have taken away the cost advantages offered by charter airlines operated 
by the major tour operators. notwithstanding these changes, tour operators and the pack
ages they provide remain major features of the holiday market in many tourist-generating 
countries. the major international tour operators involved also wield enormous power in 
tourist destinations owing to the ‘buying power’ that they have. 

2.3.2 Heterogeneity 

Services, unlike mass-produced manufactured goods, are never identical. One hotel in a chain 
of hotels, one person’s holiday or one person’s experience of an event will never be identical to 
another. The human element and other factors in delivering services ensures that services will be 
heterogeneous; that is, varied. 

THE products are human resource intensive – that is, ‘people oriented’ – and the human factor plays 
a key role. The experiences in all aspects of THE are closely linked to the attitude, competence and 
personality of those charged with delivering the particular service (see Chapter 4). 

For example: The enjoyment gained from a foreign holiday cannot be separated from 
the personalities who go to make up that holiday – the personnel employed in the travel 
agency, the airline crew, the hotel staff, the tour operator’s representative, employees at 
destination attractions and, of course, the other holidaymakers. All of these have a role to 
play in ensuring that the holiday meets or exceeds the customer’s expectations. 

The importance of human resources is illustrated by the London Olympic Games in the Short Case 
Illustration below. 

The importance of human resources in delivering services: London 2012 
Olympic ‘Games Makers’ 

the london 2012 olympic and paralympic games required a vast army of volunteers – 
termed the ‘games Makers’, and their role in making the games such a success has been 
widely acclaimed. however, with such a vast army of heterogeneous volunteers, there was a 
significant managerial challenge to ensure that a good customer experience was achieved. 

almost a quarter of a million people applied to be games Makers, from which the final 
70,000 were selected to carry out countless crucial tasks. significantly, nearly half of those 
appointed had never volunteered before. all games Makers were offered the chance to 
complete a customer service qualification as part of their job. 

according to ian hembrow, a senior consultant writing in the Guardian (5 september 2012), 
three factors really stand out about the games Makers’ achievement: 

 z A specific, time-limited challenge: games Makers were not asked to sign up as volunteers 
forever but just to do their bit to help make this historic event happen and run smoothly. 

2 .1  SHORT  CASE  I LLUSTRAT ION 
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 z Playing to strengths: games Makers were carefully screened and matched to the roles 
that suited them best and made the most of their skills and personalities. 

 z Something in return: the games Makers were well briefed, properly trained and kitted 
out with high-quality tools for the job, from Maglite torches to adidas clothing and foot
wear. Most of all, they were made to feel a vital part of something important and got the 
satisfaction of knowing they had done a job well. 

Questions 

1. Does this case illustrate whether heterogeneity is ‘good’ or ‘bad’ when delivering services 
in THE contexts? 

2. What key lessons about motivating staff might be drawn from the experience of games 
Makers? 

Listening to and understanding the customer, anticipating customer needs and giving a high priority 
to customer satisfaction are key attributes to encourage in staff, particularly those in front-line posi-
tions. To many customers, the contact person is the organization in their eyes. The organization is 
only as competent, knowledgeable, courteous and reliable as the person who represents it. In most 
cases the person in the front line representing the company is not a member of the senior manage-
ment team but a relatively junior member of staff: a waiter, receptionist, air steward, etc. 

For example: The importance of front-line staff in terms of customer service is illustrated 
by the case of an airline and its staff. The ability of an airline pilot to successfully fly the 
plane you might be traveling on is of prime importance for safety, and it is assumed the 
pilot is suitably qualified. However, passengers rarely meet the pilot, and it is the check-
in staff, air stewards, ground handling staff, etc., who are more likely to frame attitudes 
toward customer service. 

Human behavior, however, is highly variable, and it is difficult for an organization to ensure that its 
employees display good customer relation skills all of the time. Similarly, the organization has no 
influence over the behavior of the customer. The customer’s attitudes and behavior will also con-
tribute to the pleasure gained from hospitality received, an event attended or a holiday. This means 
that there is an uncontrollable element inherent in the operation of a THE product that can lead to 
the customer being dissatisfied or disappointed with the service delivery. 

To take account of this problem, it is important that accurate and timely information be provided 
in advance to the potential customer to manage their expectations. This will reduce the risk of the 
customer purchasing an unsuitable THE product at the outset. Special attention also has to be paid 
to the personnel who will deal with the client on a face-to-face basis. It is necessary to make certain 
that they have suitable personalities and attributes for dealing with customers and that they receive 
appropriate and regular training and development so that they are aware of expectations and how 
to deal with customers. 

Heterogeneity should not necessarily be viewed as a negative factor, though clearly it presents man-
agerial challenges. In many cases with regard to THE products, the customer is actually attracted by 
heterogeneity. Tourists would become bored if every tourist destination was identical. Hotel chains 
strive to maintain consistent brand attributes, while at the same time trying to differentiate each 
hotel location through varying design features. Customers would be less likely to pay high prices for 
concert tickets if each performance was absolutely identical. 
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The attraction of heterogeneity for customers is understandable, but it does make it very difficult 
for potential purchasers to evaluate services and for managers to deliver products of a consistent 
quality, as illustrated by the Short Case Illustration of Radisson Hotels below. 

Managing heterogeneity: Radisson Hotels 

radisson hotels were developed by the privately owned Carlson group of companies, 
which included the international Carlson Wagon-lit travel business based in Minneapolis, 
usa. the hotel businesses (outside north and south america) are now owned by a Chinese-
controlled consortium led by Jin Jiang international hotel group. 

radisson hotel group is one of the world’s largest and most dynamic hotel groups, with 
nine distinctive hotel brands with more than 1,100 hotels in destinations around the world. 
the portfolio of hotel brands includes radisson blu, radisson, radisson reD, park plaza, 
park inn by radisson, Country inn and suites by radisson and prizeotel. radisson has grown 
rapidly in recent years, despite problems elsewhere in the hotel sector, because it focused 
on management contracts and franchising in its hotels rather than on real estate investment; 
that is, another company owns the physical structure of the hotels. 

radisson owns and manages very few of these hotels, with most of them operating as 
franchises; that is, they are managed by franchisees operating in partnership with radisson. 

the challenge for a company such as radisson is to ensure that the same levels of quality 
are provided around the world, when: 

 z staff come from many cultural and linguistic backgrounds. 

 z locations vary greatly in their geographical, climatic and cultural characteristics. 

 z Customer expectations are for a consistent brand experience irrespective of location. 

 z the company does not actually own the buildings in which it operates. 

the strength of a brand such as radisson relies on such standards being ensured, but in 
practice it is a very difficult management task, because even communicating effectively with 
worldwide locations in different time zones can be problematic. 

radisson relies heavily on alliances with local ‘quality’ hoteliers, places a great emphasis on 
training, has a consistent statement of vision and values, standardizes procedures where 
possible, carefully words all of its management and franchising agreements and has sophis
ticated international communications. 

Source: www.radissonhotelgroup.com 

2 .2  SHORT  CASE  I LLUSTRAT ION 

2.3.3 Inseparability 

The production and consumption of services including those in THE sectors are inseparable. 

For example: To take advantage of a music festival event you have to be at the event at the 
time it is taking place. In other words, the event is being delivered (produced) at the same 
time as you are listening to it (consuming). Similarly, for you to make use of an air flight 

https://www.radissonhotelgroup.com
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or a bus service, both you and the means of transport must make the journey at the same 
time; that is, the service is provided and consumed simultaneously. 

The implication of this inseparability is important for managers in service sectors such as THE in that 
the consumers of the service have direct experience of the production of that service. They are, in 
effect, in the ‘service factory’ at the time of production. This has profound implications for the staff 
and managers in service industries. 

When a physical product is purchased, it usually comes packaged and the customer is likely to 
assess the product purely upon its product features (such as taste, size, specification, reliability, 
durability, quality etc.). Managers have time to plan these aspects of product management to ensure 
that customers’ satisfaction is achieved. The circumstances under which the product is produced 
and how it is delivered are usually of little relevance to the customer. 

In the case of a service product, however, the position is often different. Customers are likely to be 
very concerned about the way in which the product is delivered; that is, the level of customer service. 

For example: At a hotel reception desk or the welcome desk for an exhibition or convention, 
the customer is likely to notice if the reception staff are rude or unwelcoming. Conversely, 
the customer will also appreciate the production of the product if the reception staff are 
efficient, courteous and helpful. 

The task of satisfying customers for the provider of a service is in many ways much more difficult 
than it is for the manufacturer of a product. With the provision of a manufactured product there 
is a time delay between the production of the product and its distribution and consumption. This 
delay allows for mistakes to be rectified. In service industries such as THE sectors, the position is 
somewhat different. 

Because production and consumption are inseparable (because they occur simultaneously), there is 
no chance to correct errors. Everything should be ‘right the first time, all the time’, and any mistake 
can prove very costly in terms of lost future custom. How service personnel conduct themselves 
in the customer’s presence – what they say, what they don’t say, how competent they are, how 
personable they are or how presentable they are – can determine whether the customer buys from 
the business again. If mistakes are made (as inevitably they will be), how these are followed up and 
dealt with is crucial in determining customer loyalty. 

The implications of inseparability for managers in THE sectors are that it places a great emphasis 
on the importance of front-line staff, who need to be carefully selected, well trained and have the 
appropriate skills and aptitude for customer service roles. 

2.3.4 Perishability 

Because production and consumption are simultaneous, THE services are instantly perishable if they 
have not been sold at the time they are offered. 

For example: An event that takes place and is not full to capacity, an empty train seat, an 
unoccupied hotel bedroom and an unsold holiday all represent lost opportunities. They are 
sales that have not taken place and that can never be recovered; that is, they are services 
offered on a certain date and they cannot be ‘stored’ for when demand increases. The 
income foregone cannot be recovered. 

If a scheduled flight leaves for its destination less than full, this is a suboptimal position for the 
airline, with the empty seats representing revenue that cannot be recovered at a later date. That is, 
the service provided (by the airline) is irrefutably perishable. 
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Unlike manufacturers of goods, service providers cannot just keep on producing services and store 
them for future sales. Striking the correct balance of capacity and sales (supply and demand) is 
extremely difficult and represents a key managerial challenge for those operating in THE sectors. 

KEY  CONCEPT  

Capacity, occupancy rate, load factors and attendance rate 

in THE, capacity refers to the number of people who can be accommodated at an event, 
in a hotel, on an aircraft or bus, at a resort, at a destination, etc. For example, a hotel may 
have a capacity of 300 and an aircraft might be able to seat 130. the important figure, 
however, is how much of the capacity is actually used at any time, and it is often referred to 
in different ways. this is normally the: 

z Occupancy rate for accommodation 

Load factor for transportation 

z	Attendance numbers (or attendance rate) for events and venues 

z	Carrying capacity for destinations and resorts 

For example: If a hotel is only full on a quarter of the nights in a year, then it is pay
ing the ‘fixed costs’ (building costs, mortgage payments, taxes, etc.) on the empty 
rooms without any income from them. The management of capacity is particularly 
important when considering seasonality and also explains why prices fall in the low 
season – to maintain as high an occupancy rate as possible to help to cover the 
hotel’s total costs. 

The problems of perishability can be made even more acute in THE by fluctuating demand for ser-
vices but a relatively fixed supply. Demand can vary during the day, during the week or from season 
to season of the year. 

For example: Many resort hotels are full for only a few months of the year. Capacity may 
therefore be insufficient to meet demand at peak times but in excess of what is required 
at slack times. Similarly, the demand for visits to an art exhibition may be greatest 
during holiday periods and when people are not generally working; that is, weekends and 
evenings. Consequently, during these busy periods, numbers attending may have to be 
restricted (because the exhibition has a given capacity level), whereas at other times there 
is excess capacity. 

Demand can fluctuate for all sorts of reasons, such as seasonal changes, changes due to the level of 
economic activity, changes due to climatic conditions, changes due to publicity or advertising and 
changes in trends and fashions. Changes in demand can also occur very suddenly and can have a 
dramatic impact on service suppliers. 

For example: Following the terrorist attack on the Twin Towers in New York in  
September 2001, the airline industry worldwide faced a major and immediate downturn  
in demand that could not have been foreseen and that continued to be felt for a number of 
years. Conversely, the rapid slide in the value of the Turkish lira in the summer of 2018 
led to a steep increase in demand for Turkish holidays among international tourists. More 
recently, the onset of the COVID-19 pandemic in early 2020 led to an immediate and 
dramatic fall in demand for all THE products around the world. 
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Supply, however, is often much more difficult to alter (than demand), at least in the short term. 

For example: A hotel has a fixed bed stock (number of beds) that it has to try and fill. 
A scheduled airline has an obligation to fly between advertised points regardless of the 
number of empty seats on the aircraft. The aircraft capacity cannot be altered. A tour 
operator or an event organizer enters a contractual obligation, often months in advance. 
In the case of a tour operator, there may be an agreement to fill a certain specified number 
of rooms or, in the case of an event organizer, agreements may be put in place with event 
locations and event participants as to the maximum permissible number of participants. 
All of the supply arrangements listed here can be very difficult to alter, at least in the 
short term. 

The management challenge, therefore, is to ensure that the organization is operating at full capacity 
for as much of the time as possible. To be successful, the organization will need carefully designed 
actions; for instance, to stimulate demand, lengthen seasons or offer appropriate pricing levels to 
manage and ‘smooth out’ occupancy levels, load factors and attendance figures. 

KEY  CONCEPT  

Breakeven point 

in THE, the breakeven point is often referred to as a crucial stage to reach in operating the 
particular service that the organization is involved in delivering. 

the breakeven point is the point at which costs or expenses and revenue are equal; that is, 
there is no net loss or gain, and the activity has ‘broken even’. beyond that point, all costs 
have been met by revenues, so the revenues received are profits or surplus. this can often 
be more easily understood in relation to what is being delivered. 

thus, a coach operator with a 54-seat coach may have a breakeven point of 30 seats; a 
concert venue might have a capacity of 1,200 seats at which a breakeven point is reached 
when 1,000 tickets have been sold. 

in reality, the situation is not always quite so clear, because seats on the coach or concert 
tickets might be sold at different price levels, but clearly it is helpful if managers have 
some knowledge of when the breakeven point is likely to be reached. analyzing the break-
even point through breakeven analysis (see Chapter 13) is an important task for many THE 
managers. 

	z 	explain the meaning of the terms intangibility, inseparability, perishability and heteroge
neity in THE contexts. 

	z Why might heterogeneity be valued by many THE customers, and what challenges might 
this present for THE managers? 

	z explain why perishability is affected by the difficulties of changing supply in the short to 
medium term in many THE settings. 

TH INK POINTS  



55 INTRODUCTION TO STRATEGY FOR THE

 
 
 
 
 

 

 

  
 

2.4 THE – seven specific characteristics 
The four IHIP characteristics of services (explained in the preceding section) change the emphasis of a 
manager’s task when compared to the task of dealing with physical products. The characteristics apply 
to all ‘soft’ service products to some degree – which include banking, insurance and professional services 
(legal, accounting, etc.). Thus, the characteristics considered previously, though certainly applicable to 
THE sectors, are not unique to these sectors but applicable, to some extent, across all service sectors. 

Seven further characteristics can be identified that are particularly applicable to the THE sectors 
(though to varying degrees within the three sectors). Consequently, these characteristics have a 
particular influence on decision making for managers operating in these three sectors. 

The seven further factors that are relevant in THE contexts are: 

z Ownership 
z High cost 
z Seasonality 
z Ease of entry/exit 
z Interdependence 
z Impact on society 
z Effect of external shocks 

Though most of these characteristics are factors that are not unique to THE sectors, they are cer-
tainly very important to any consideration of strategic management in such contexts (Singal, 2015; 
Evans, 2016). This is highly significant to how organizations and destinations are managed. The 
seventh of these factors, however, the impact on society, is (arguably) unique to tourism, in that no 
other service sector can claim to have such a visible and profound impact on society. 

Each of the seven characteristics (which were discussed fully by Evans, 2016) will be considered in turn. 

2.4.1 Ownership 

When a customer buys a manufactured product, there will usually be a document, such as a receipt, 
that transfers ownership from seller to buyer. When a consumer buys a service, he or she does not 
usually receive ownership of anything tangible. 

For example: A car is hired but ownership is not transferred, a hotel room is reserved for 
a period of time but nothing in it is ever owned by the customer, a concert ticket provides 
access to the concert venue only for the time that the concert is taking place. Even a credit 
card actually remains the property of the issuing company. 

Service buyers are therefore buying only access to or use of something, which has important man-
agement implications. Because transfer of ownership is not involved, the tasks of building a rela-
tionship with customers, retaining their custom and building brand loyalty become more difficult. 

Loyalty schemes such as the frequent flyer programs operated by many airlines and frequent guest 
programs operated by hotel groups are examples (as illustrated in the Short Case Illustration below) 
of managerial responses to the problems of building brand loyalty in THE organizations. 

Quite a large academic literature has emerged that explores the building of relationships with custom-
ers and loyalty programs in a THE context. See, for example, McKercher et al. (2012), Rahimi et al. 
(2017) and Almeida-Santana and Moreno-Gil (2018) for a critique and literature review in a tourism 
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context; Gartner and Ruzzier (2011) in relation to tourist destinations; Gallarza et al. (2012) in rela-
tion to tourism services; Kayaman and Arasli (2007), Hsu et al. (2012), Xie and Chen (2014) and 
Rahimi et al. (2017) in relation to hospitality; and Lu and Cai (2011) in relation to exhibition events. 

Airline and hotel loyalty programs 

When american airlines launched the first major frequent flyer program in 1981, few imag
ined how successful airline loyalty (frequent flyer) programs would become (DeKay et al., 
2009). the reasons for the success among consumers was investigated by Dolnicar et al. 
(2011). american airlines’ AAdvantage Program (the largest) has about 70 million members. 
the increasingly sophisticated frequent flyer programs not only engendered loyalty but 
the ‘big data’ sets provided by the programs permitted airlines to gather vast amounts of 
marketing data. indeed, as Knorr (2019) pointed out, the larger international airlines were 
big data pioneers (predating hospitality, for instance), which provided more precise data 
to create individual traveler profiles. this allowed for tailored customer offerings, including 
pricing and customized offers for ancillary services. 

Following american’s example, 2 years later, interContinental hotels developed the first 
hotel frequent guest program, Priority Club Rewards, which now numbers over 37 million 
members. loyal customers are highly attractive to businesses because they are less price 
sensitive and require a lower effort to communicate with (gomez et al., 2006). 

numerous loyalty schemes have subsequently developed. DeKay et al. (2009), in comparing 
hotel loyalty programs and airline frequent flyer programs, pointed out that some observers 
have considered the hotel programs costly, financially unprofitable and poor investments 
(see, for example, skogland and siguaw, 2004; Mattila, 2006), whereas, on the other hand, 
several major airlines have been kept flying by creditors mainly to retain their highly profit
able frequent flyer programs. 

in response, hotel loyalty programs are increasingly offering more attractive rewards that 
are starting to be interchangeable and less restricted (toh et al., 2008) and with fewer rules 
and restrictions. the entire Marriott family of hotels, for example, which includes some 30 
brands including ritz-Carlton, sheraton, W and le Meridien, as well as Marriott, share the 
same Marriott bonvoy loyalty program (www.marriott.com). 

Questions 

1. explain the characteristic of THE contexts to which loyalty programs represent one response. 

2. Consider what problems might arise for managers in a THE company because of the 
spread of loyalty programs throughout the industry. 

2 .3  SHORT  CASE  I LLUSTRAT ION 

2.4.2 High cost 

THE products often represent a relatively high-cost purchase for the consumer. Taking a holiday, 
buying an airline ticket and staying at a hotel are expensive. Attending events and festivals can also 
be very expensive when all costs are considered. Indeed, in some cases such purchases will represent 
the largest single item of expenditure for a consumer in a given year, and in all THE sectors there is 
often a great deal of choice, and that potential customers are very discerning. 

https://www.marriott.com
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Consequently, making such a purchase decision does not usually occur without a great deal of 
thought and a comparison of alternative offerings. It is not like buying a fast-moving consumer good, 
such as a bar of chocolate or a pencil, which may be bought on impulse. There may, of course, be 
some exceptions in THE where supply is limited and impulsive purchases are made, such as highly 
sought-after concert or sport event tickets. 

For example: With regard to some events, demand far exceeds supply. In such cases there is 
little chance for reflection and comparison and a speedy impulse decision is necessary. When 
a popular band announces they are to give a series of concerts or a popular sporting event 
is scheduled, often potential buyers have to react quickly to ensure success in purchasing 
tickets. There is thus little chance for reflection, comparison or negotiation in such cases. 

The high cost of many THE products has important managerial implications when formulating strat-
egy, especially with regard to marketing aspects. 

Potential customers will want reassurance about the reliability of the product, the value for money 
the purchase represents and the quality provided. With myriad internet search sites and apps freely 
available, consumers have ever more accurate pricing information at their disposal, which in most 
cases enables price comparisons to be easily made. This places an onus on the organization to pro-
vide product features of a consistent quality and build brand values that consumers trust. It also 
suggests that relationship marketing is important, because products are less likely to be bought on 
impulse. Consequently, companies have to build up a relationship with customers over a period of 
time to provide reassurance before the purchase decision is made. 

2.4.3 Seasonality 

THE products often have some of the most seasonal patterns of demand for any category of prod-
uct or service. Writing in a tourism context (though it also often equally applies to hospitality and 
events), Bull (1995:44) argued that tourism has ‘less variation than the demand for Christmas cards 
or air conditioners, but more than nearly all high value individual purchases’. 

This seasonality of demand for the product is largely related to climate but is also related to factors 
such as school holidays, religious festivals and historic travel patterns. Issues relating to seasonality 
and the appropriate managerial responses have attracted quite a lot of attention in the THE litera-
ture. See, for example, Baum and Lundtorp (2001), who brought together a collection of studies 
that draw lessons from various parts of the world that experience the effects of seasonality; Evans 
(2002), who discussed the financial implications; and Rosselló and Sansó (2017), who discussed 
tourism demand. Ferrante et al. (2018) and Dogru et al. (2019) produced seasonality comparisons 
for tourist destinations. Parilla et al (2007) considered the implications for accommodation, and 
Saito and Romão (2018) and Lozano et al. (2021) focused on seasonality in relation to Spanish 
accommodation. Tum and Norton (2006) discussed the effects of seasonality on the implementation 
and delivery of events, and Connell et al. (2015) and Sainaghi et al. (2019) considered seasonality 
in the context of visitor attractions and ‘mega’ events, respectively. 

Skiing holidays, outdoor festivals and children’s summer camps (which are particularly popular in 
North America) are three examples of THE provision that, for obvious reasons, have highly seasonal 
demand patterns. This seasonality has important managerial implications in terms of aspects of 
management such as managing cash flow, product pricing, managing the quantity of products sup-
plied and dealing with labor (and wider societal) issues relating to the need to employ, motivate and 
retain seasonal employees (discussed in Chapter 4). 

For example: The seasonality of demand often leads to a highly seasonal pattern of cash flows 
(which is discussed in greater detail in Chapter 6) for organizations in these sectors. The cash 
flow has to be carefully managed if staff and suppliers are to be paid promptly at low points in 
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the cycle. Consequently, at some times of the year, companies in these sectors may have relatively 
large surplus cash balances to invest, whereas at other times only small amounts of cash may 
be available or it may even be necessary to borrow to meet cash requirements (Evans, 2002). 

There are a number of managerial implications of seasonality. One way in which management can 
respond is to develop or acquire counterseasonal businesses; that is, to develop businesses that 
operate primarily at other times of the year. 

For example: Many tour operators selling mainly to Northern European markets have 
attempted over the years to reduce the effects of seasonality by introducing ‘winter sun’ 
and skiing products to provide cash flows for these companies when cash flow from the 
sales of their summer products is low. 

Another approach in parts of THE is to plan particular events to attract visitors at times of the year 
when demand is relatively low. 

For example: In the attractions sector, managing the demand and supply due to seasonality 
at an individual business level poses many challenges for attraction infrastructure, in that 
it is fixed in time and space and has a finite capacity. To address this issue in a study of 
Scottish visitor attractions, Connell et al. (2015) found that 70% of businesses remained 
open throughout the year (albeit with reduced opening hours to attract more visitors) and 
that 39% of attractions that stay open host special events, with the local community being 
a key driver of these events to supplement tourist income. 

Figure 2.1 shows the seasonal patterns for air travel on one of the world’s busiest air routes between 
London’s Heathrow Airport and New York during 2022–23. 
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Figure 2.1 seasonality of air fares between london and new york 

Source: adapted from www.expedia.com/ and www.opodo.com, accessed Feb. 2022 

https://www.expedia.com/
https://www.opodo.com
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Figure 2.1 shows the seasonal fluctuation of air fares. Though numerous factors affect air fares (such 
as how close to the departure the booking is made), economy fares, purchased by a high proportion 
of leisure travelers, have a peak season in July and August (during the summer when schools are on 
holiday) and over the Christmas period. What is often termed the ‘shoulder’ seasons occur, in this 
case, during June, September and October, with a low season for the remaining months. Leisure 
travelers tend to travel during school holidays and when weather conditions are favorable, whereas 
business travelers (although sometimes showing some seasonal variations) often have to travel 
throughout the year. However, demand is slightly lower during peak summer months (in contrast 
to leisure travelers) and during the middle of winter when weather is poor. 

Managing variations in seasonal demand: Jet2 plc 

Jet2 plc is a leading leisure travel group based in leeds, uK, specializing in low fares pro
vided by its airline, Jet2.com, which has a fleet of over 80 aircraft and provides package 
holidays from various uK regional airports. Jet2holidays is the uK’s second-largest package 
holiday provider. the airline flies to over 65 sun, city and ski destinations across europe and 
beyond, and Jet2holidays offers over 4,000 directly contracted hotels in leisure destinations 
in the Mediterranean, the Canary islands and european cities. 

Jet2, as with many european travel companies (depending heavily on northern european 
markets), experiences a high degree of seasonality of demand. such seasonality of demand 
causes some managerial problems for european-based tour operators: 

 z profits are concentrated in the summer months, and losses or small profits are often incurred 
over the winter period. such uneven performances experienced by many travel companies 
can make the financial markets uneasy and this, in turn, can lead to share price volatility. 

 z large fluctuations in cash flow often occur. typically, cash flows during the early part of 
the calendar year as bookings are made and paid for, but then cash is drained over the 
course of the summer months as the companies have to pay accommodation, airline 
and other expenses. net cash levels are usually at their lowest levels during the autumn 
and early winter months. Many travel companies have failed owing to banks’ refusal to 
support them through their cash-deficit months. 

 z ‘integrated’ travel companies such as tui and Jet2 own charter airlines. though it is 
usually possible to keep the airlines flying with very high load factors over the summer 
season, capacity has to be carefully managed so that aircraft capacity is not underutilized 
during the winter. european-based companies may respond by having aircraft leased on 
flexible contracts; developing countercyclical business opportunities, such as skiing and 
winter sun holidays; or sending the aircraft to other markets, such as Canada, where there 
is strong winter demand. 

Source: www.jet2plc.com 

Questions 

1. explain the nature of the seasonality issues faced by Jet2. 

2. explain the actions managers in a company such as Jet2 might take to deal with the sea
sonality issues. 

2 .4  SHORT  CASE  I LLUSTRAT ION 

https://www.jet2plc.com
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2.4.4 Ease of entry/exit 

Barriers to entry have been a popular field of research since the seminal work of Bain (1956), and 
a large literature on this particular aspect of economics has developed (see, for example, Pehrsson, 
2009). Barriers, which are obstacles preventing entrant firms from being established in a particular 
market (Porter, 1980), vary from industry to industry and from one country or trading block (such 
as the European Union) to another. Pehrsson (2009) categorized and summarized a number of such 
barriers to entry, including: 

z The capital required to establish a business 
z The cost incurred by customers in switching between suppliers 
z Access to distribution channels 

KEY  CONCEPT  

Barriers to entry and contestability 

barriers to entry describe the barriers preventing potential suppliers coming into the mar
ket from competing for sales. economists talk about the relative size of the barriers and the 
contestability of markets. in recent years, the theory of the contestable market has become 
prominent, associated primarily with its proponent William J. baumol (1982). 

the theory is that what is crucial in determining prices and setting levels of supply is not 
whether an industry is actually a monopoly or highly competitive but whether there is a 
real threat of competition. a contestable market is characterized by insignificant entry and 
exit barriers, so there are negligible entry and exit costs (sinclair and stabler, 1997). the 
deregulation of the us airline market from the late 1970s, for example, was very much influ
enced by this theory in removing barriers to entry to make the airline market contestable. 

in some cases, the barriers are virtually impossible to overcome – for example, where the 
government grants one company a monopoly to provide flights or rail services on certain 
routes – but in most cases barriers to entry are not insurmountable, though they vary con
siderably in different parts of THE and between different national markets. 

significant barriers to entry include: 

z government requirements for companies to hold financial bonds or licenses to operate 

z	significant start-up capital requirements 

z	planning restrictions 

z	the pricing actions and tactics of established companies 

In many areas of THE, it is relatively easy to set up in business or, indeed, to exit from the industry; 
that is, entry and exit costs are relatively low (compared to some other industries). To establish an 
oil refinery or a vehicle manufacturing plant would require a large initial capital outlay (i.e., they are 
capital-intensive industries), but this is not the case in many parts of THE. 

For example: The capital outlay to set up a tour operator, a travel agent or an event 
organizer is generally quite low (when compared to other industrial sectors). Many of 
the services included in the product are leased or are purchased as and when required. 
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The greatest (up-front) cost involved is often in producing brochures, creating websites 
and other promotional materials and marketing the products to agents and the public. 
Similarly, travel agents do not generally purchase products from tour operators until the 
customer pays for them and so do not incur the risk of unsold stock or stock-holding costs. 
In recent years, the growth of internet marketing has reduced entry barriers further. Its 
growth has allowed many organizations in THE (and other industries) to communicate 
with many customers relatively cheaply rather than print and produce expensive 
promotional materials. 

Mainly as a result of the relatively low barriers to entry, in most areas of the world THE is domi-
nated by SMEs. The sectors of THE are generally highly fragmented, as documented by a number 
of authors (see, for example, Thomas et al., 1999; Pechlaner et al., 2004; McCamley and Gilmore, 
2017). THE sectors with relatively low market entry barriers are comparatively attractive for SMEs, 
because various types of firms require only minor capital investments, few staff and low operating 
costs (Stickdorn and Zehrer, 2009). 

Therefore, in many parts of THE, entry to the industry might be considered relatively straightfor-
ward, and this means that if one company is seen to be successful in a particular segment of the 
market, it is not difficult for a competitor to offer a similar product. In other parts of THE, however, 
barriers to entry may be greater. 

For example: Setting up an airline or a cruise line or building a hotel normally requires 
hefty capital outlays and in the case of an airline has traditionally been subject to stringent 
regulatory pressures. Even in these parts of THE, though, entry barriers are becoming 
lower as initial capital costs are avoided by such means as leasing equipment in cruising 
and airline operations and franchising and management contracts in hotel developments. 
Furthermore, the gradual removal of international regulatory barriers in the international 
airline industry has further lowered barriers in that sector. 

For managers, the implications of relatively low barriers to entry (or barriers which are lower that 
they were previously) include the need to: 

z Find ways of differentiating the product, possibly on the basis of price or by adding additional features 
to the product that are valued by customers and that they will consequently be willing to pay for 

z Establish and build a brand that is recognized and reassures customers 
z Consider working cooperatively with other organizations through alliances and other 

arrangements 

2.4.5 Interdependence 

In the introduction to Part 1, the difficulties of defining and delineating the component parts of 
tourism, hospitality and events were considered. It was concluded that there is a great deal of over-
lap between the constituent parts and that at the strategic level they could usefully be considered 
together. Exactly where the boundaries lie is not material, but clearly there are linkages between the 
component parts. 

Hence, the industry we are considering, THE, can be viewed as comprising six component sectors: 

z Hospitality 
z Events management 
z Attractions 
z Transport 
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z Travel organizers 
z Destination organizations 

Each of these sectors can be further broken down into several subsectors (as shown in Figure 2.2). 
Some of the subsectors, such as tour operators, are operated for profit (on a commercial basis), 
whereas others, such as museums and national parks, are often operated on a noncommercial basis. 

The important point to note in this context, however, is that the sectors are all linked and depend 
upon one another; that is, there is interdependence between them. 

For example: The hospitality sector relies on the transport sector to transport guests to 
and from accommodation. Similarly, the transport and hospitality sectors both rely on 
travel organizers and event managers to provide them with customers. 

If one subsector fails to deliver a service, it has an impact on other subsectors. 

For example: The success of a music festival organized by an event management company 
may be judged on the arrangements for catering and accommodation provided by hospitality 
suppliers. Similarly, if a tour operator organizes a holiday including seats on an aircraft, 
the quality of the holiday will be judged partly on the quality of the airline regardless of 
whether the tour operator has any direct control over that airline’s activities. 

	z explain the effects of seasonality on how management is carried out in THE organiza
tions. 

	z explain the interdependence of travel and tourism organizations. 

	z provide a brief explanation of the structure of the tourism, hospitality and events sectors 
and explain the linkages between them. 

TH INK POINTS  

Thus, the success of a product often depends on a supply chain in which there are many interdepen-
dent links. Managers need to be aware of the linkages that exist and where particular problems 
might occur if, for instance, demand increased suddenly. In response to the interdependence that 
exists, managers might try to gain greater control of the supply chain by: 

z Buying suppliers, distributors or competitors 
z Encouraging greater cooperation between suppliers, distributors or competitors 
z Establishing rigorous quality standards for suppliers and competitors 

Figure 2.2 illustrates how the various sectors in the industry ‘fit’ together and how the sectors inter-
act with the transport sector at the center, implying that all sectors of THE rely on transport to some 
extent in moving customers to the place where the service is delivered. In reality, the world is not as 
simple as the diagram implies. Individual companies will often straddle two or more of the sectors. 

One of the difficulties involved in managing such a supply chain, which is frequently owned and 
managed by different organizations, is that developing in an ethical and sustainable manner may 
be difficult to achieve. In such circumstances, it can be difficult to coordinate between the differ-
ent organizations and to allocate responsibility between them to achieve sustainable and ethical 
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TRANSPORT 
Airlines 

Shipping lines 
Railways 

Bus operators 
Airports 
Car hire 

Ground handlers etc. 

HOSPITALITY 
Hotels & guest houses 

Villas & apartments 
Timeshare 
Camping 
Marinas 

Full-service restauarants 
Fast food 

Cafes & bars 

ATTRACTIONS 
Theme parks 

Museums 
Wildlife parks 

Zoos 
Gardens 

Heritage sites 
Art galleries 
Theaters etc. 

TRAVEL ORGANIZERS 
Tour operators 

Tour 
wholesalers/brokers 

Retail & business travel 
agents 

Incentive travel 
organizers 

Internet comparison
sites 

EVENTS 
Event management

companies 
Sports events 

Concerts & 
performances 

Festivals 
Exhibitions 

Conferences 

DESTINATION 
ORGANIZATIONS 
National, regional

& local tourist 
offices 

Tourism 
associations 

Public–private
partnerships 

Figure 2.2 the sectors and subsectors of tourism, hospitality and events 

development, as discussed by several authors (see, for example, Font et al., 2008; Sigala, 2008; 
Adriana, 2009; Keating, 2009). Writing in the context of heritage tourism in Northern Ireland, 
McCamley and Gilmore (2017) identified dissatisfaction among tourism SMEs with the supply 
chain. To overcome these inadequacies, SMEs engage in entrepreneurial behavior by attempting to 
deliver specific products and services to meet the need of tourists. 

DEF IN IT ION/QUOTAT ION 

Tourism supply chain 

a tourism supply chain is defined as: 

a network of tourism organizations engaged in different activities ranging from the 
supply of different components of tourism products/services such as flights and accom
modation to the distribution and marketing of the final tourism product at a specific 
tourism destination and involves wide range of participants in both the private and 
public sectors. 

(Zhang et al., 2009:347) 
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the tourism supply chain clearly illustrates the interdependence of the component parts 
of THE (and, indeed, other suppliers), because tourism supply chains involve many compo
nents – not just accommodation, transport and excursions but also bars and restaurants, 
handicrafts, food production, waste disposal and the infrastructure that supports tourism 
in destinations. this infrastructure can include the various events, festivals, exhibitions and 
conferences, which both create a demand for tourism in the first place and support tourists 
when they arrive at a destination. 

For example: Some hotel companies organize inclusive tour packages and organize 
and manage events, thereby also operating in the travel organizers and events sectors. 
Similarly, from the 1990s, consolidation of European-based travel companies led to a 
small number of large pan-European travel groups being formed, operating worldwide from 
their European head offices under a number of different brand names (see, for example, 
Evans, 2001; Holloway and Humphreys, 2019). Thus, TUI AG, based in the German city 
of Hannover, and the Swiss-based Kuoni and Globus group of companies all became large 
diversified internationally diversified travel companies during the 1990s. 

These companies (to varying degrees) undertook strategies of vertical integration whereby a single 
group of companies formed to: 

z Sell travel arrangements to customers through shops and online (retail distribution)  
z Provide travel and accommodation arrangements (tour operations)  
z Transport customers (airline and coach operations)  
z Own or manage accommodation and cruising operations (in some cases)  

Horizontal integration also took place whereby acquisitions, mergers and internal development 
occurred so that the group of companies was able to sell its products in different markets around 
the world. 

This vertically and horizontally integrated structure (discussed in Chapter 10) can be illustrated 
by looking at the structure of the TUI group of companies shown in Table 2.2. TUI group, together 
with British-based Thomas Cook plc, came to dominate the European Tour operator sector. The 
position of the leading tour operators had been threatened in recent years by the growth of low-
cost airline networks, internet-based providers, consumers assembling their own packages and the 
demand collapse associated with COVID-19. 

For example: This is illustrated by the demise of Thomas Cook. Thomas Cook plc 
was a British global online/offline travel company created in June 2007 by the merger 
of the German company Thomas Cook AG and the UK’s MyTravel Group plc, when 
the business was floated on the UK stock market. Thomas Cook was one of the most 
recognized brands in the international travel industry, with a protracted history dating 
back to 1841 (documented by Withey, 1998; Hamilton, 2006). Thomas Cook, however, 
encountered long-term financial difficulties, which eventually led to its collapse in 
September 2019. 

TUI Group is a German/British tourism company headquartered in Hannover, Germany that claims 
to be the largest tourism company in the world. The company owns and manages tour operators, 
hotels, airlines, cruise ships and retail stores. The company is listed on the London and Frankfurt 
stock exchanges. 
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Table 2.2 vertically and horizontally integrated structure of tui group 

tui gr oup structure 

holidays and experiences airlines and markets* other segments 

hotels and 359 hotels northern region tour operator and business activi
resorts airline activity in ties for new 276,000 rooms 

uK, ireland and markets 
in spain, the nordic countries Corporate center Caribbean, 

sunwing joint ven functions greece, turkey, 
ture tour operator Mexico, egypt, group real estate 
in Canada austria, Morocco companies 

and portugal 

Cruises 16 cruise ships, of Central region tour operator and 
which 12 are part airline activity in 
of a joint venture germany 

tour operators and 
in poland, austria 
and switzerland 

tui Musement Delivers local Western region tour operator and 
services at world- airline activity in 
wide destinations belgium, nether-

lands and France employees in 49 
countries 

*tour operators include retail activities.
 

Source: tui group annual report 2021 (www.tuigroup.com)
 

2.4.6 Impacts of tourism 

Perhaps the one area where tourism (and, importantly, the hospitality and event management sec-
tors that support it) is unique is in its impact on society. It is probably fair to say that no other 
industrial service sector comes close, because tourism by definition involves the transport of people 
(often in large numbers) to a destination area away from home. But the impacts that tourism has 
are both wide-ranging and controversial. 

The focus of attention is usually on the impact tourism has on host destinations. Figure 2.3 sum-
marizes some of the impacts tourism has on host destinations. The impacts can be classified as 
economic, social and environmental and classified into positive and negative impacts. However, it is 
important to point out that the issues involved are often complex and interrelated and involve tour-
ism together with other industrial sectors including hospitality and events. 

Many destination areas have been profoundly changed by the influx of tourists. The Spanish Balearic 
Islands (Majorca, Ibiza, Menorca), Australia’s Gold Coast, the Thai Island of Phuket, Boracay island 
in the Philippines and Dubai are merely examples of the way in which tourism has profoundly and 
visibly affected the host destinations in recent years: economically, socially and environmentally. 

The impacts may rather simplistically be labeled as ‘positive’ or ‘negative’, but often whether the 
impacts can be viewed as positive or negative depends on whose view you take or on achieving an 
appropriate balance between the differing types of impact. 

https://www.tuigroup.com
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Tourist Needs 
Travel, accommodation, attractions, shopping, festivals, events, recreational activities 

Tourism Industry Providers 
Cars, buses and coaches, road & rail networks, airlines & airports, hotel buildings, shopping

centers, leisure facilities, event & excursion organizers 

Types of Impact 

Positive Impacts 

Negative
Impacts 

Economic 

Visitor spending 
Tourism-related 
employment 
Investment in 
infrastructure 

Leakages of
income from local 
economies 
Increased 
inequalities 

Social 

Understanding
different cultures 
Supporting local
services 

Disturbance of 
traditional ways of
life 

Environmental 

Regeneration of
urban & rural areas 
Preservation of old 
buildings 
Protection of 
countryside 

Air, sea and noise 
pollution 
Erosion of 
landscape 
Damage to historic 
buildings 
Climate change 

Figure 2.3 examples of the impacts of tourism on destination areas 

For example: If a piece of land is cleared to make way for a new hotel development next 
to a beach, the overall economic effect may be highly positive for the region in which it is 
built. However, those residents who have been displaced may not feel so positively disposed 
toward the development. 

Tourism can also have an impact on tourist-generating areas and on the territories affected by the 
travel between destinations and tourist-generating areas (Mason, 2015). The changed perceptions 
toward food and culture in Northern Europe and the impact of returning international students 
to China and India are evidence of this. Tourists (albeit long-term tourists in the case of returning 
students) have gained an insight into other cultures (as a result of travel) and brought back their 
changed perceptions, needs and wants to the tourist-generating areas. 

A large tourism literature has emerged that explores the range of issues relating to the impacts 
resulting from development of tourism and the related, often used terms of sustainable development 
and responsible tourism (see, for example, Farrell and Twining-Ward, 2005; Wall and Mathieson, 
2006; Buckley, 2012; Mowforth and Munt, 2015; Sharpley and Telfer, 2015; Koens et al., 2018). 
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Many case studies of tourism development have been published, as well as various policy responses 
such as the international case studies presented in Laws et al. (1998) and Mason (2015). Mbaiwa 
and Stronza (2010), for instance, traced the effects of tourism in the environmentally sensitive 
Okavango Delta of Botswana and reported that tourism development is achieving its goal of 
improved livelihoods for rural communities. Zhuang et al. (2019) traced the sociocultural impacts 
of tourism development on residents of World Heritage sites in the Guandong Province of China. 

KEY  CONCEPT  

Understanding tourism impacts 

it can be argued that tourism is different from other services in at least one important 
respect – its impact on society. evans (2012:221) argued that: 

tourism is highly visible as well as invisible in its impact and is capable of making pro
found societal and cultural changes, not only to host destinations, but also to tourist 
‘exporting’ areas. though it is clear that the impacts are wide-ranging, and that some 
of the impacts are both easy to identify and measure while others are not, the topic is 
often controversial in practice and subject to much debate in the academic literature. 

this controversy has been illustrated by Krippendorf (and many others subsequently). 

the swiss academic Jost Krippendorf was one of the founding fathers of the concept of 
‘sustainable tourism’ (Müller and lane, 2003). in his influential work The Holiday Makers – 
Understanding the Impacts of Leisure and Travel (Krippendorf, 1999), he discussed aspects 
of the impact that tourists have on their destination. 

Krippendorf cited a leading swiss researcher writing in the early 1960s who argued that 
because its focal point is people, tourism can be one of the most important means, espe
cially in developing countries, of bringing nations closer together and of maintaining good 
international relations (evans, 2012). 

Krippendorf took a contrary view when he argued that this was the theory 20 years ago. 
today, when traveling has become a mass phenomenon, the tale of understanding among 
peoples is nothing more than wishful thinking. 

i do not share this faith, nor do i know many positive experiences and examples. on the 
contrary, i believe that the chances for real human contact between holidaymakers and 
locals could hardly be less hopeful. the contact is usually only skin deep, the relation
ship a mere illusion. Where the main reason for traveling is to get away from things, 
where the tourist ignores the existence of other people, where assembly line techniques 
are the only way of dealing with huge numbers, where profit making rules supreme, 
where there are feelings of superiority and inferiority, no communication can develop. 

Source: adapted from Krippendorf (1999) 

The impact of tourism is also relevant in the context of perhaps the biggest issue of our times: cli-
mate change. The tourism sector is both highly vulnerable to climate change and at the same time 
contributes to the emission of GHG, which cause global warming (UNWTO, 2021). Accelerating 
climate action – that is, efforts to measure and reduce GHG emissions in tourism – is therefore 
of utmost importance for the resilience of the sector. In an important study, Lenzen et al. (2018) 
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found that between 2009 and 2013, tourism’s global carbon footprint had increased and accounted 
for about 8% of GHG emissions. Transport, shopping and food are significant contributors, and the 
authors projected that, due to its high carbon intensity and continuing growth, tourism will consti-
tute a growing part of the world’s greenhouse gas emissions. 

The Glasgow Declaration on Climate Action in Tourism was officially launched at the COP26 UN 
Climate Change Conference held in Glasgow, Scotland, in November 2021. It proposed a coordi-
nated plan for tourism to support the global commitment to halve emissions by 2030 and achieve 
net zero by 2050. The actions of the signatories are aligned with five pathways defined in the decla-
ration: measure, decarbonize, regenerate, collaborate, finance (UNWTO, 2021). 

The commitment to achieving the stated aims of the declaration has been questioned. Scott and 
Gössling (2022:199), for example, conceded that the declaration could prove a ‘milestone’ event and 
that it includes some positive advances. However, as the third such declaration over 20years, the 
authors questioned ‘whether it brings the sector closer to an action agenda commensurate with the 
climate emergency the sector has declared’. 

In addition to the wide-ranging discussion of tourism’s impact on climate change at a global scale 
(see, for example, Scott et al., 2012, 2019; Jones and Phillips, 2017; Dogru et al., 2019), there have 
been a large number of studies considering the impacts on specific destinations or THE sectors. 
See, for example, Dube et al. (2018), Hoogendoorn and Fitchett (2018) and Moyle et al. (2018) for 
studies focusing on Botswana, Africa and Australia, respectively. Legrand et al. (2022), in consider-
ing climate change and sustainability in relation to the hospitality sector, argued that, given their 
importance, an understanding of these issues is essential for all future managers in the sector. 

Increasingly, these matters are also considered in the strategies of organizations in THE that will be 
considered in Chapter 16. The case of the Maldives illustrates some of the challenges tourism faces 
in relation to climate change. 

Tourism in the Maldives: living with climate change 

the republic of Maldives is a country with a population of about 550,000 occupying an archi
pelago in the indian ocean. the key industries are tourism and fishing. tourism accounts for 
almost 28% of the gross domestic product, and over 90% of government tax revenue comes 
from import duties and tourism-related taxes. 

the nation stands at an average height of just 1 m above sea level, making unpredictable 
weather patterns resulting from climate change an imminent threat to life on the 200 inhab
ited coral islands, a point emphasized by the country’s Minister of environment aminath 
shauna. ‘Climate change is real and we are the most vulnerable country in the world. there’s 
no higher ground for us. it’s just us, our islands and the sea’ (horton, 2022). the 2004 indian 
ocean tsunami demonstrated the vulnerability of Maldives to natural disasters affecting 
nearly one-third of the population directly by the loss or damage to homes, livelihoods and 
infrastructure (www.gcca.eu/). 

at the heart of the matter lies a paradox facing the islanders: a battle to survive the climate 
crisis while simultaneously relying on an industry that is contributing to it (horton, 2022). 
viable alternative sources of income are not readily available if the tourism industry were 
to collapse. 

2 .5  SHORT  CASE  I LLUSTRAT ION 

https://www.gcca.eu
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in the face of a changing climate, countries must put in place adaptation policies. even 
assuming full global coordination on mitigation polices, global warming will not be reversed, 
and countries need to take steps to protect their citizens and ready their economies for 
a changing climate. there are numerous types of adaptation measures (e.g., educating 
the public, investing in climate-resilient infrastructure, better preparing for natural disas
ters, protecting biodiversity, sustainability measures by industry, etc.) that would result in 
increased resilience to climate change (agarwal et al., 2021). 

adaptation to climate change is a priority for the government of Maldives. the national 
adaptation plan of action identifies several foci of intervention such as critical infrastruc
tures, tourism, fisheries, health, water resources, agriculture and coral reef biodiversity. 
Many of the hotels have gradually altered their practices and promote their sustainable 
credentials through initiatives such as marine conservation, avoiding plastic waste, recycling 
water, sourcing restaurant produce locally and utilizing renewable energy. 

A full exploration of these topics (sustainable development and climate change) related to the 
impacts of tourism is beyond the scope of this book. However, for managers operating in THE, an 
understanding of the impacts of these sectors is important in considering how those impacts can 
be managed satisfactorily. The needs of the various stakeholders require consideration and need to 
be dealt with in an appropriately balanced way as part of any strategic plan (which is considered in 
Chapter 16). 

Any discussion of the impacts of tourism usually centers on the effects of so-called mass tourism. 
However, in recent years, far more is being done to address the issues associated with such mass 
tourism through smaller-scale alternatives such as ecotourism and other forms of low-impact and 
responsible travel (Getz and Page, 1997). Several authors have considered whether sustainable tour-
ism development is an achievable objective, given the impact of tourism (see, for example, Sharpley, 
2020; Higgins-Desbiolles, 2021). 

Mass tourism 

Mass tourism has been defined as: 

a phenomenon of large-scale packaging of standardized leisure services at fixed prices 
for sale to a mass clientele. 

(poon, 1993:32) 

DEF IN IT ION/QUOTAT ION 

Poon (1993) identified five key forces as having been responsible for the spread of this mass, stan-
dardized and rigidly packaged tourism: 

z Consumers: sun lust and inexperienced mass consumers 
z Technology: jet aircraft, automobiles, computer reservations and accounting systems, credit cards 
z Production: cheap oil, charter flights, packaged tours, hotel overbuilding, mass production 
z Management: economies of scale, hotel and holiday branding, promotional airfares, mass marketing 
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z Frame conditions: postwar peace and prosperity, paid holidays, regulation of air transportation, 
incentives to attract hotel chains to establish operations 

In North America and Europe, different drivers facilitated the development and spread of mass tour-
ism. In the USA, multinational hotel chains, airlines and the growth in car usage were prevalent. 
In Europe, by comparison, powerful tour operators, charter flights and packaged tours to Mediter-
ranean ‘sun’ destinations were the key factors in the rapid growth of mass tourism. In Southeast 
Asia, international tourism development has been more recent, driven at first by long-haul tourists 
mainly from Europe and Australasia but more recently by intraregional flows of tourists particularly 
from China, India and Japan. 

One of the key questions facing managers in THE contexts today is to what extent mass tourism 
will continue with what some regard as its socially, culturally and environmentally harmful patterns 
of growth. To managers of tourism destinations, events and hospitality the question always has 
to be asked as to what level of visitors can be sustained without the attraction that brings visitors 
being irretrievably damaged; that is, what is the carrying capacity. The issues associated with carrying 
capacity and the linked issue of potential overtourism have been explored extensively in the literature. 
See, for example, Coccossis and Mexa (2017), Koens et al. (2018), Butler (2020), Tokarchuk et al. 
(2020) and Wall (2020). 

Boracay, Philippines 

Countries in southeast asia are looking at ways to stem the threats of mass tourism without 
cutting off the cash flow of a regional tourism boom, led by China, the top source market 
for travelers to the region. thailand received 35 million tourists last year, of whom nearly 
10 million hailed from China. however, what is good for business can be bad for beaches. 
across the region, southeast asia’s once pristine beaches are reeling from decades of mass 
tourism as governments scramble to alleviate environmental degradation without curtailing 
a key economic driver. 

hotels and other tourist facilities have been rapidly constructed. however, all too often the 
commercial facilities have been poorly planned and necessary infrastructure works (such 
as transport links, waste disposal, provision and maintenance of public spaces) to support 
them have lagged behind. Development has thus reflected a desire to achieve short-term 
financial gain rather than a strategic approach aiming to establish a sustainable industry in 
the long term. 

though only 7 km long, boracay island, situated some 300 km south of Manila, is among 
the philippines’ top tourism destinations. since the early 1970s the island’s white sandy 
beaches have led to the exponential growth of tourism numbers, with about 2 million arriv
ing during 2017, mainly from asian countries, including China. the island generates us$1bn 
from tourism and has over 500 hotels. 

Drastic measures were carried out in boracay during april 2018 when a ban on Filipino and 
foreign tourism was established (for 6 months) to enable facilities to treat raw sewage to be 
set up and illegal structures to be torn down. the abrupt decision to close boracay forced 
hundreds of hotels, restaurants, tour operators and other businesses to cancel bookings and 
for most of the 17,000 hotel, restaurant and other tourism workers to be laid off. the move 
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followed growing concern over the island’s environmental health. officials had warned that 
businesses had been releasing wastewater into the waters surrounding the island. 

the threat of closure first emerged in February 2018, when Filipino president rodrigo 
Duterte accused boracay’s businesses of dumping sewage directly into the island’s tur
quoise waters. ‘i will close boracay. boracay, it is a cesspool’, he said in a speech in his 
home city of Davao. the rehabilitation period was used to improve the island’s environment 
and the island subsequently reopened after about 6 months, with a limit on tourist numbers. 

Source: www.itsmorefuninthephilippines.com 

Questions 

1. explain how boracay might have been developed in a more sustainable way. 

2. Consider ways other than complete closure that boracay could have adopted to deal with 
its issues. 

It has been argued (Poon, 1993) that a ‘new tourism’ has emerged, the signs of which include: 

z The growing demand for ‘independent’, nonpackaged holidays 
z The growing demand for choice and flexibility 
z Information technologies, such as global distribution systems (gds) and the internet, which allow 

customers to deal directly with companies and organizations as a means to flexibly make travel 
arrangements as an alternative to ‘package’ holidays 

z Increasing environmental planning and control of tourism in host countries 
z Increasing segmentation of travel markets to cater for differing lifestyle characteristics 
z Changes in tourists’ travel behavior and motivation, with more shorter breaks and activity-ori-

ented travel 
z The rapid growth of domestic, inbound and outbound tourism in many emerging markets such 

as China, India, Indonesia and Brazil 
z A greater awareness by tourists of the potential impacts of tourism on climate change 

The Short Case Illustration below illustrates some of the challenges raised by tourism and responses 
to these challenges at a local level. 

Grootbos, South Africa 

tourist destinations and companies are increasingly coming to realize that limits have to be 
placed on growth if the impacts of tourist development are not to destroy the attractions 
that tourists sought in the first place. in the tourism literature, the terms ‘tourist carrying 
capacity’ and ‘sustainable tourism’ have been used to describe the maximum desirable level 
of tourism development that could be sustained over a medium- to long-term period. 

2 .7  SHORT  CASE  I LLUSTRAT ION 
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there are many examples from around the world of destinations, hospitality providers and 
event managers that are adapting their business models so that they recognize the impor
tance of operating according to principles of sustainability. one such example is grootbos 
private nature reserve and lodge in south africa. grootbos is a luxury camp 2 hours north 
of Cape town. 

grootbos, which is operated as a charitable foundation, provides 5-star accommodation for 
guests, providing a crucial revenue stream. as a sustainability pioneer, grootbos has been 
certified as carbon negative since 2018. 

it is also an important nature reserve set in the Fynbos area. Fynbos is an area of natural 
heathland vegetation occurring in a small belt of the Western Cape with a Mediterranean 
climate that is known for its exceptional degree of biodiversity. the grootbos nature reserve 
was instrumental in setting up the Walker bay Fynbos Conservancy in 1999 and currently 
consists of 26 landowners who manage approximately 16,000 hectares of Fynbos. 

the grootbos private foundation also offers a number of different sustainability initiatives: 

 z siyakhula organic Farm – provides skills development in organic agriculture, sustain
able animal husbandry and beekeeping to members from the local community and is 
run as a commercial enterprise to provide an income for Foundation projects. beyond 
skills development and food production, the farm functions as research and experi
mentation space. 

 z ‘green Future’ – provides annual, practical-based training programs for unemployed local 
people in the fields of landscaping, horticulture and ecotourism. 

 z ‘spaces for sport’ – offers a multipurpose facility that is considered a community 
development project. 

the site was chosen because of its unique position in the center of three racially diverse 
communities. guests are given the opportunity to plant a tree in a patch that was in a fire in 
February 2006. approximately 1,000 trees have been planted to date. each guest receives 
a tree planting certificate with the coordinates where the trees were planted. 

Source: www.grootbos.com; www.fynbos.co.za 

Questions 

1. explain the issues raised by grootbos in relation to the impacts of tourism. 

2. explain the business model grootbos has developed and assess its effectiveness. 

The relevance of the preceding discussion on the impacts of tourism raises a number of issues for 
managers in THE sectors: 

z Modern consumers are becoming ever more sensitive to the impacts of what they consume, 
whether it is the effect that the detergents they use might have on the environment, the amount 
of water used in irrigating a golf course in hot climates or the impacts that tourism has on the 
culture of the host community. 

z An increasing number of tourism consumers are recognizing that many serious environmental 
deteriorations are rooted in tourism activities (Trang et al., 2019; Wang et al., 2020; Han, 2021). 

https://www.grootbos.com
https://www.fynbos.co.za
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Consequently, the issues of eco-friendly consumption and sustainable product development are 
becoming more important than ever in the contemporary THE sectors (Han, 2021). In success-
fully managing their THE products, managers must be sensitive to these issues in ways they often 
failed to be in the past. 

z Though mass tourism is obviously here to stay, changes are taking place in the marketplace. 
Consumers are becoming more knowledgeable, experienced and sophisticated in their tastes 
and rather more complicated to understand. Furthermore, additional consumers are being 
added as emerging markets such as Brazil, Russia, India and China (the BRIC countries) 
develop. 

z Managers have to research and attempt to understand these changes that are undoubtedly taking 
place. Furthermore, in the highly competitive sectors of the industry we are concerned with, they 
have to design their products to appeal to these changing tastes and then to promote, distribute 
and price the products appropriately. 

z Many new forms of tourism and associated events and hospitality products have emerged to suit 
the needs of this vastly more discriminating travel market, including wine tourism; culinary tour-
ism; ‘dark’ tourism; extreme adventures; sport, festival and event tourism; and various special-
ized forms of learning-based travel. 

z These new forms of tourism are creating additional opportunities and challenges that managers 
need to research, understand, design and deliver targeted products. 

2.4.7 The effect of external shocks 

The sectors of THE are particularly prone to external shocks beyond the control of its managers. 

Internal corporate shocks such as financial irregularities, by contrast, are also important to the 
industry, but these are not distinguishing characteristics of the industry. As events in other indus-
tries have demonstrated, they are prevalent in many industries where management has proved to be 
too ambitious, fraudulent or incompetent (Evans and Elphick, 2005). 

THE as service sectors are unique (among service industries) in their vulnerability, because the sec-
tors are highly exposed to risks and prone to crises as the result of external events. Unlike internal 
events, which can be assessed and controlled by managers, external events are beyond their control 
and therefore inherently provide a greater degree of risk and uncertainty. 

Furthermore, the inherent characteristics of these service sectors (such as the perishability of the 
product and the interdependence of elements of the product) make the risks potentially very difficult 
to manage, because supply often cannot quickly be matched to rapid declines in demand (Evans and 
Elphick, 2005). 

For example: A study of Indian upscale hotels (Israeli et al., 2011) found that they 
were not prepared to handle a crisis such as the terror attacks in Mumbai involving two 
luxury hotels in November 2008. The attacks reduced hotel occupancy levels to 30% 
for several weeks and charter tours were canceled in South India, some 2,000 km away. 
The result was the loss of millions of dollars of revenue for tourism, hotel and related 
industries. 

External shocks such as wars, pandemics, hurricanes, terrorist attacks, pollution, adverse public-
ity and accidents can have a dramatic and speedy effect on levels of business and disruption to 
planned activities and events. External shocks can quickly develop into crises and indeed can – 
and should – be viewed as a central concern of competent managers in the industry. The effect 
of COVID-19 on THE is difficult to underestimate and is considered in various parts of the book. 
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The topic has attracted quite a large THE literature and is considered briefly in the Short Case 
Illustration below. 

The effects of COVID-19 

though there are many examples of external shocks affecting THE, undoubtedly the CoviD-19 
pandemic has had the most powerful and varied impact on these sectors. CoviD-19 was 
first detected in Wuhan in the hubei province of China in December 2019; subsequently, on 
January 30, 2020, the World health organization declared CoviD-19 a global emergency. 

though crises are regular occurrences in tourism (Collins-Kreiner and ram, 2020; Dolnicar 
and Zare, 2020; gössling et al., 2020), the scope and scale of the impact of the CoviD-19 
pandemic and its impact on THE have been unprecedented. ultimately, the industry around 
the world was forced to shut down for months, in what aldao et al. (2021:930) termed a 
‘global disruptive event’, leaving such devastation in its wake that strategies for recovery 
are in many cases unclear. the unWto acknowledged that tourism was one of the hardest 
hit industries as all parts of the industry around the world were forced to cease trading or 
severely curtail their activities. 

the virus affected virtually all parts of the THE value chain. the impact of canceled events, 
closed accommodation, mothballed attractions and canceled flights and cruises was imme
diately felt in other parts of the supply chain, such as catering and laundry services. res
taurants also had to close, though in some countries a switch to takeaway/delivery sales 
allowed some to continue operations (gössling et al., 2020). in a study of hospitality and 
restaurants, Dube et al. (2021) found that guests dropped to zero in many countries as 
governments across the world instituted social distancing initiatives, movement restrictions 
and lockdowns. CoviD-19 also led to an unprecedented loss of employment and revenue, 
resulting in millions of jobs and billions of dollars in potential revenue lost. 

Many destinations and THE organizations have been affected by ‘natural’ crises, and over 
the years tactics and strategies have been developed to mitigate the risks and to acquire 
resilience (ritchie and Jiang, 2019). the crisis stemming from the CoviD-19 pandemic, 
however, has presented quite different and unique challenges. Collins-Kreiner and ram 
(2020) suggested that the pandemic is different in four respects: 

1. the decline in travel, hospitality and tourism has been worldwide. 

2. the economic collapse was more dramatic than in previous health emergencies. 

3. the ongoing crisis has the potential to cause fundamental modifications in many tourism 
segments (Dolnicar and Zare, 2020). 

4. though the worst effects appear to be over, it is unclear (at the time of writing) how and 
when the crisis will end. 

Questions 

1. assess the overall impact CoviD-19 had on THE. 

2. Consider how THE managers might prepare for a future similar external shock. 

2 .8  SHORT  CASE  I LLUSTRAT ION 
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A large and varied academic literature covers ‘crisis management’ in THE. See, for example, Glaesser 
(2011), Mair et al. (2016), Prayag (2018), Aldao et al. (2021), Berbekova et al. (2021), Leta and 
Chan (2021), Le and Phi (2021), Wut et al. (2021), Ziakas et al. (2021) and Ketter (2022). 

For example: Le and Phi (2021) modeled crisis management in the context of hotels in 
relation to COVID-19. Their model distinguishes between four phases of the crisis: ‘pre-
event and early symptom’, ‘emergency’, ‘crisis’ and ‘recovery’, with appropriate managerial 
responses suggested for each phase. 

By their nature these events are unpredictable in relation to their geographical location, their timing 
and their scale and hence provide difficulties for industry managers in a number of ways:  

z It is difficult to forecast such events and to foresee the full implications.  
z The management steps that need to be taken can be complex at a strategic level.  
z The effective implementation of management actions at an operational level is also complex and  

needs careful coordination of resources and communications. 
z A brand that may have been assiduously developed over many years can be severely damaged or 

even destroyed by sudden events. 
z Recovery from crises has to be planned and should stress the importance of a strategy that is flex-

ible so that rapid unforeseen changes can be incorporated. 

The terrorist attacks in New York and Washington on 11 September 2001 had an immediate effect 
on the industry, as illustrated by the case of Accor Hotels. 

The effects of 11 September 2001: Accor Hotel Group 

accor is a paris-based multibrand network that, in 2001, had 3,600 hotels in 90 countries 
that were fully integrated in terms of sales and technology. hotel development is based 
on well-known international brands (such as sofitel, novotel, Mercure, ibis, Formule 1, as 
well as Motel 6 and red roof inns in the usa) that cover the full range of hotel segments, 
from budget to luxury class. accor properties are now well represented around the globe, 
particularly in america, europe and asia. 

the travel industry, faced with a slowdown that was already perceptible in spring 2001, had 
to cope with one of the worst crises in its history after the events of 11 september 2001. 
the tragic events had two consequences. the first was immediate and of an unprecedented 
magnitude – a psychological shock. the second was the aggravation of the global economic 
slowdown affecting america, europe and asia simultaneously. 

as a result of the events, some hotel investments were postponed but very few were can
celed, and the group still planned 250 new hotel openings over the subsequent few years. 
the group was protected to some extent from the worst effects of the downturn by the 
diversity of its hotel portfolio both geographically and in terms of quality. however, some 
effects on hotel bookings were inevitable. For example, the luxury hotel industry in paris 
was severely affected, whereas the economy hotel segment in europe held up well. thus, 
sofitel’s bookings dropped by 33% in october and 18% in november 2001, whereas For-
mule 1 and ibis budget brands in europe recorded an increase of 3.5% in their october 
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bookings and 4.6% in november. in the usa, sofitel’s bookings declined by 25% to 30%, 
whereas red roof inns and Motel 6 (budget brands) registered a limited drop of 8.2% in 
october and 6% in november 2001. 

Source: adapted from www.accor.com 

Questions 

1. explain how accor was affected by the 9/11 terrorist attacks. 

2. explain the managerial responses of accor after the attacks. 

Other examples include: 

z The devastating Indian Ocean tsunami that occurred on 26 December 2004 was among the dead-
liest natural disasters in human history, with over 230,000 people killed in 14 countries border-
ing the Indian Ocean. In addition to the devastation in terms of the tragic loss of life, long-term 
effects included long-lasting impacts on tourism in Indonesia, Thailand and Sri Lanka. 

z The West Africa Ebola epidemic (a rare viral disease) lasted 2½ years from late 2013, affecting 
almost 30,000 people, with 99% of cases in Guinea, Sierra Leone and Liberia. The majority of 
airlines froze flight routes, and a number of neighboring countries closed their borders with 
the affected countries, including adjacent countries such as Senegal and Côte D’Ivoire (WTTC, 
2018). Despite no reported cases and not being directly adjacent to affected countries, tourism 
receipts in Gambia (a small West African country that is highly reliant on international tourism) 
more than halved for the 2014–15 season (Novelli et al., 2018). 

Though not able to plan directly for such events, managers need to be able to: 

z Identify the risks to which the organization (destination or event) may be susceptible 
z Assess the possible impact of those risks 
z Have contingency plans in place so that the organization is able to react quickly and effectively 

	z Why is THE different from other service-based sectors in relation to its impacts? 

	z explain why THE is so susceptible to external shocks. 

	z Discuss why an understanding of the characteristic features of THE is important to man
agers operating in these sectors. 

TH INK POINTS  

The contingency plans that a THE organization puts in place need to include detailed operating pro-
cedures for which key staff might be involved; how communications with customers, relatives and 
the media might be organized; and how operations can be recognized to minimize the disruption. 

One approach is to spread the risks so that one crisis does not destroy the business entirely. 

For example: A tour operator, event manager or hotel owner operating in only one country 
would be at risk if a war or environmental catastrophe were to occur, but by operating in 
several countries, the risks are spread and the overall risk is reduced. 

https://www.accor.com
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Crisis management: Ryanair and Icelandic volcanic ash 

in 2010, a volcano on iceland‘s eyjafjallajökull glacier caused travel chaos for europe’s air
lines during april and May as vast swathes of european airspace were closed. the ash cloud 
moved unpredictably across much of northern europe, potentially threatening air safety. 

the budget airline ryanair, for example (despite protests from the airline itself that it was 
unnecessary), was forced to cancel 9,400 flights, which disrupted the travel plans of 1.5 million 
passengers. it was reported that the incident cost the irish-based airline £42mn (€65mn). 

in such unpredictable circumstances, it is important that a company: 

 z Communicate accurately and at an early stage with customers with regular updated 
information 

 z provide as much operational flexibility as possible 

 z be sufficiently diversified so that one serious and unpredictable incident does not lead to 
the organization’s demise 

 z in the case of ryanair, its full-year profits increased despite the severe impacts of the ash 
clouds. 

Source: www.ryanair.com 

Questions 

1. explain what the lessons of this case might be for dealing with crisis situations for THE 
companies. 

2. Consider other examples of crisis situations that have occurred for THE organizations. 

2 .10  SHORT  CASE  I LLUSTRAT ION 

Small business focus 
THE sectors can often be regarded as highly fragmented. A fragmented industry is characterized 
by its large numbers of small and medium-sized businesses and its lack of market leaders with 
a significant share of the market. The sectors do have some strong international companies, and 
undoubtedly both the power and the market share of these players are increasing yearly. The con-
text varies across the sectors in that large international brands are established with regard to hotel 
chains, travel intermediaries, cruise lines, tour operators and airlines, whereas there are few such 
large internationally diversified companies currently operating in the events management sector. 

However, alongside these large organizations there is a proliferation of smaller businesses, such as 
owner-operated guest houses and restaurants, transport operators, visitor attractions, travel agents, 
tour guides and resorts. 

A number of the aspects discussed in this chapter are relevant to smaller businesses operating in THE 
sectors. In some cases, the characteristics that have been outlined can work against smaller businesses. 

For example: In some subsectors there are high barriers to entry such as capital 
requirements, regulatory restrictions or well-established brand names. These barriers vary 
considerably between different markets, but where they exist in airlines, cruising and some 
hotel markets, it is difficult for smaller companies to compete. 

https://www.ryanair.com
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In other subsectors such as tour operating, acting as a travel agent or event organizer, 
barriers to entry are usually quite low, thereby allowing smaller companies to compete 
successfully. 

Some of the other characteristics can at times work in favor of smaller companies in some 
circumstances: 

z Heterogeneity – the desire many customers have for something that is different often means that 
smaller companies can provide niche products that are attractive to customers. 

z Inseparability – the simultaneous consumption and production of THE products implies that there 
is a great emphasis on customer service. Though larger companies make great efforts to achieve 
high levels of service, it is difficult given their diversity and size to ensure that it is always deliv-
ered successfully. Smaller organizations with fewer staff and less complexity may be more agile 
and be able to more easily ensure that standards are maintained. 

z Ownership – because customers have use of THE products rather than own them, the need to suc-
cessfully build up a relationship with potential customers is implied. Many smaller companies 
successfully target particular types of customers or a particular market niche and build up loyalty 
and repeat customers through more personal communications and promotional activities. 

z Impacts of THE – many smaller THE companies are able to present themselves successfully as being 
more sustainable in the way they operate; that is, minimizing the negative impacts of tourism 
that have been identified. 

The Short Case Illustration below illustrates how smaller tour operators have acted collaboratively 
to form a trade association that stresses the particular benefits (based on the underlying character-
istics we have discussed) that these SMEs are able to offer. 

Association of Independent Tour Operators 

in the uK, the association of independent tour operators (aito), founded in 1976, rep
resents over 120 smaller tour operators that are able to successfully challenge larger tour 
operators through offering niche products. 

the products relate to types of tourism such as adventure, battlefield, wine and gastronomy 
or cycling or tourism in particular parts of the world. the products offered are highly diverse, 
as are the companies that provide them. in some cases the particular niche segments identi
fied are too small or new for the larger operators to have targeted them. in other cases the 
companies involved are competing directly with the larger operators, so they concentrate 
on higher and consistent levels of customer service, building up a relationship with clients 
and offering products that are differentiated from ‘mainstream’ products. 

aito stresses its sustainable tourism credentials, and potential members are scrutinized 
before they join to ensure that sustainable principles are adhered to. sustainable travel 
guidelines for its members are based on five key objectives: 

 z to protect the environment – its flora, fauna and landscapes 

 z to respect local cultures – traditions, religions and built heritage 
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 z to benefit local communities – both economically and socially 

 z to conserve natural resources – from office to destination 

 z to minimize pollution – through noise, waste disposal and congestion 

Source: www.aito.co.uk 

Questions 

1. explain which characteristics of THE aito helps sMes in competing with larger competitors. 

2. explain how belonging to aito helps sMes compete effectively. 

CHAPTER SUMMARY 

In this chapter, we introduced some of the key themes in THE that are relevant to strategy. These 
include understanding the nature of THE products; in this context, we looked at some of the proper-
ties of service products. These four characteristics (or properties) apply to THE products as they also 
apply to other ‘soft’ service sectors. 

We also identified seven further factors that apply particularly to these sectors: ownership, high 
cost, seasonality, ease of entry/exit, interdependence, impact on society and the effects of external 
shocks. Understanding these characteristics and their implications for managers is key in determin-
ing the success of strategy in THE contexts. We will return to them, and reemphasize their impor-
tance, at several points in this book. 
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Internal analysis 
Internal analysis overview 

The previous part of this book was concerned with considering the context of THE organizations 
that make managing in THE distinctive. Strategic management as a subject of study was also intro-
duced and, specifically, objectives, mission, vision and values were considered. 

In Part 2 we turn toward the internal analysis of organizations and consider in turn compe-
tences, resources and competitive advantage, followed by the human, financial and product/ 
market aspects of internal strategic analysis. Part 2 goes on to consider the external aspects of 
strategic analysis. 

Study progress 
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Purposes of internal analysis 

Internal analysis is concerned with providing the management of THE organizations with a detailed 
understanding of their organizations with respect to: 

z How effective current strategies are 
z How effectively resources have been deployed in support of chosen strategies 

In carrying out internal analysis, managers may gain insights and understanding of how competitive 
advantage might be achieved and also an appreciation of where remedial action must be taken in 
order to ensure survival. 
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This section of the book introduces and evaluates the main techniques and frameworks that 
can be employed to enable THE managers to produce a comprehensive internal analysis of their 
organization. 

THE organizations should carry out an internal analysis for a number of reasons, including to: 

z Identify resources, competences and core competences to be developed and exploited 
z Evaluate how effectively value-added activities are organized 
z Identify areas of weaknesses to be addressed by the formulation of future strategies and their 

successful implementation 
z Evaluate the performance of products 
z Evaluate financial performance 
z Evaluate investment potential if finance is being sought from external sources 
z Assess the performance and future requirements for human resources 
z Provide the analytical underpinning for the ‘strengths’ and ‘weaknesses’ sections of the 

SWOT 

The components of internal analysis 

An internal analysis will usually cover some or all of the following aspects: 

z Resource analysis 
z Competence identification and analysis 
z Internal activities analysis using Porter’s value chain analysis 
z Financial resources and financial performance 
z Human resources 
z Products and their position in the market 

These aspects of internal analysis are covered in Chapters 3 to 6, which form Part 2 of this book. 
A number of tools, techniques and frameworks are introduced to help THE managers in carrying out 
the analysis and in organizing the information. 

Strategy has to take a holistic view of an organization covering key aspects of activity. Sometimes 
modules covering strategic management in universities are referred to as ‘capstone’ modules, rec-
ognizing that the modules draw together detailed study of individual functional areas in a holistic 
manner. In studying strategy, we are concerned with studying not only the key issues of the func-
tional areas themselves but also the interaction between them. 

In some situations, it is the interaction between the functions that gives the organization a core 
competence or, conversely, makes the organization less competitive, rather than the way in which 
the functional area itself is managed. 

The strategic process 

Part 1 of the book introduced strategy as being a three-part process involving strategic analysis; stra-
tegic choice and strategic implementation. Figure P2.1 develops this model further and indicates the 
way in which internal analysis provides a firm evidence base that enables the strengths and weak-
nesses of the organization to be identified as part of the SWOT analysis. 
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Strategic analysis Strategic selection Strategic 
implementation 

Internal 
analysis
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Figure P2.1 the strategic process 
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Tourism, hospitality and 
event organizations – 
the operational context 
Sources of competitive advantage 

Introduction and chapter overview 
In Chapter 1 we encountered the concept of competitive advantage as one of the key objectives of 
business strategy. There has been considerable debate in the academic literature as to the causes 
of competitive advantage. Essentially, the debate asks the question, ‘How do organizations achieve 
superior performance?’ 

Two positions have emerged as the most prominent: the competitive positioning school of thought, 
based primarily on the work of Michael Porter, and the resource or competence school. The analysis of 
competitive advantage based on these two approaches forms the basis of this chapter. 

This is the first of four chapters that cover the internal analysis of THE organizations. This is a 
crucial building block in the strategy process because how can you move the organization forward 
successfully in the future (which is what strategic management is concerned with) unless you have 
a good understanding of its current position? 

Subsequent chapters consider what are sometimes termed the functional areas of organizations, 
namely, the human resources, financial, and product and market contexts. The other key area of 
organizations relates to their operations. 

The nature of operations is such that they are very specific to each organization. No two organiza-
tions are identical. However, they are similar in that they are trying to configure and coordinate their 
operational resources and processes in such a way that they add value and, in so doing, achieve an 
advantage over competitors – competitive advantage. 

Doi: 10.4324/9781003318613-5 

https://doi.org/10.4324/9781003318613-5
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This chapter concentrates on developing an understanding of the major factors governing the level 
of performance of the business, namely, its resources, competences (particularly its core compe-
tences), and its so-called value-adding activities. 

Much of the writing and case study examples to be found in strategy texts and academic papers 
relate mainly to manufacturing and the production of physical goods. Some writers have argued that 
different factors have to be considered in the context of services such as those considered in THE 
sectors. This has led to the development of specific conceptual models being developed such as the 
service profit chain and to the development of an academic framework, so-called service-dominant 
logic. These services-oriented topics are covered toward the end of the chapter. 

LEARNING OBJECTIVES 

After studying this you should be able to: 

z Explain the concepts of competences, core competences and resources and the relationships between them 
z Apply core competences and resources relevant to THE contexts 
z Explain the concept of the value chain and the value chain framework 
z Explain the relationships between core competences and core activities 
z Apply the value chain framework to relevant THE settings 
z Explain how the configuration of value-adding activities can improve business performance 
z Explain the potential benefits of collaboration with suppliers, distributors and customers for THE 

organizations 
z Explain why established frameworks and analytical tools may be less relevant in a service indus-

try context 
z Explain the concept of the service profit chain and how it relates to THE organizations 
z Explain the service-dominant logic framework and co-creation of value 

3.1 The sources of competitive advantage 
How an organization operates is highly context specific, depending on many factors such as the size of 
the organization, where it is located and what sort of businesses it is operating. Managing the operations 
at a tourism destination will be very different from managing an annual festival or operating an airline, 
for instance. This chapter is concerned primarily not with the details of individual operational circum-
stances but with the underlying principles involved in how organizations arrange their operations. In 
particular, in arranging these activities, we are concerned with striving to achieve competitive advantage. 

In all industries, including THE, some organizations are more successful than others. The supe-
rior performers conceivably possess something special that competitors do not have access to that 
allows them to outperform their rivals. Two positions have emerged as the most prominent in 
explaining this competitive advantage. 

The competitive positioning school of thought, based primarily on the work of Professor Michael Por-
ter of Harvard Business School (1985), stresses the importance of how the organization adds value 
(which is considered later in this chapter) and how the organization is positioned in respect to its 
competitive environment or industry (which we discuss in Chapter 8). 

The alternative explanation is offered by the resource or competence school (Prahalad and Hamel, 1990; 
Heene and Sanchez, 1997; Barney, 2001, 2002) and is often referred to as the resource-based view 
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(RBV). The concepts we consider here (competences, core competences and competitive advantage) 
underpin the so-called RBV of strategy. From this perspective, it is the competences (abilities) of the 
business and the distinctive way in which it is able to deploy superior resources that determine the 
ability to outperform competitors. 

Thus, in this view of strategy, the sources of competitive advantage lie in combining: 

z The superior application of competences (skills) 
z The deployment of superior resources (assets) 
z Value creation for consumers 

As with most controversies, it is suggested that both schools of thought have their merits. Both are 
partial explanations of the source of competitive advantage, and they can be viewed as complemen-
tary; that is, both types of analysis are useful in determining which organizations achieve competi-
tive advantage. 

KEY  CONCEPT  

Competitive advantage 

achieving competitive advantage is often seen as the overall purpose of strategy. essen
tially, a business (in the commercial sector) can be said to possess competitive advantage if 
it is able to return higher profits than its competitors. the higher profits mean that it will be 
able to commit more retained profit to reinvestment in its strategy, thus maintaining its lead 
over its competitors in an industry. When this superiority is maintained successfully over 
time, sustainable competitive advantage is achieved. Competitive advantage can be lost 
when management fails to reinvest the superior profits in such a way that the advantage is 
not maintained. 

In this text (as with other strategy texts), we tend to focus on for-profit, commercial organizations. 

It is sometimes assumed that only organizations in the commercial sector have to compete – here 
the main driving force is the pursuit of profitability. However, this is not the case, because competi-
tion also exists among public sector and third sector (charities etc.) organizations, which are impor-
tant contributors in many parts of THE. In these types of organizations (in which the main driver 
is not normally the pursuit of profit), competition takes different forms. It is demonstrated by the: 

z Competition for scarce resources allocated by governments and other funding bodies 
z Competition for how the service is delivered, because these bodies might have to compete with 

private sector organizations or PPPs 
z Competition between different providers, because different organizations within the public and 

third sectors have to convince stakeholders that they provide value for money 

Note: Strategy and THE texts often use the term sustainable (or sustainability) in connection with the 
notion of competitive advantage. However, it is also acknowledged that in THE texts in particular, 
the term is often used in different contexts to denote sustainability in relation to the physical envi-
ronment. In this chapter, we use the term in relation to competitive advantage. Chapter 16 considers 
sustainability in relation to the natural environment. 
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Sustainability is achieved when the advantage resists erosion by competitive behavior (Porter, 
1985), in that it cannot be copied, substituted or eroded by the actions of rivals and it is not made 
redundant by developments in the environment. In other words, to achieve the goal of reaching a 
position of sustainable competitive advantage, a business’s competitive advantage must be capable 
of resisting duplication by other organizations (Barney, 2002). 

3.2 Resources 
3.2.1 Categorization of resources 

In employing resources, success rests in large part on the efficiency by which the business converts  
its resources (inputs) into outputs. Resources fall into five broad categories:  

z Human  
z Financial  
z Physical (e.g., buildings, equipment, stock, etc.)  
z Operational (e.g., airplanes, ships, coaches, computers, etc.)  
z Intangible (e.g., ‘know how’, patents, legal rights, brand names, registered designs, licenses, etc.)  

	z What are the major purposes of internal analysis? 

	z Define and explain the relationships between resources, competences and core 
competences. 

	z provide an example of a core competence in a THE organization you are familiar with. 

	z Describe and distinguish between the three conceptual approaches to strategic 
management that have been introduced in this text. 

TH INK POINTS  

Resources can be either tangible or intangible. They are the inputs or assets that enable an organi-
zation to carry out its activities. Tangible assets include stocks, materials, machinery, buildings, 
human resources, finance and so on. Intangible resources include skills, knowledge, brand names 
and goodwill, patent rights, operating licenses, etc. A number of writers have studied the nature and 
significance of intangible resources (see, for example, Fernandez et al., 2000; Galbreath, 2005; Hall 
2006), and Choi and Parsa (2012) and FitzPatrick et al. (2013) considered such resources applied 
in relation to hotels specifically. 

For example: Taking a resource-based view of the firm, Pearson et al. (2015) considered 
36 intangible resources relating to 49 Asian airlines in relation to achieving competitive 
advantage. The research applied the ‘VRIN framework’ (discussed later in this chapter), 
which examines whether resources are valuable, rare, inimitable and nonsubstitutable. 
Resources that meet all four requirements of VRIN are considered core competences and 
sources of sustained advantage. The three most important resources were found to be slots, 
brand and product/service reputation. 

Tangible resources are obtained from outside organizations. Such resources are obtained in resource 
markets in competition with organizations from within and outside the industry. Intangible resources 
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can often be developed within an organization but, as with tangible resources, they have a value 
attached to them that, although sometimes difficult to quantify (or even identify), can be bought 
and sold in markets. Relationships with the suppliers of resources can form an important part of 
the organization’s core competence as, for example, with its ability to attract the most appropriately 
skilled human resources in the job market. 

THE is different from most other industries because what economists typically refer to as free resources 
are a vital part of the product. Free resources are those resources available freely that do not require 
a market mechanism to allocate them. 

KEY  CONCEPT  

Free resources 

‘Free’ resources are those resources available in such abundance naturally, such as air, the 
sea, climate and culture that there is no need for an allocative mechanism (a market) to 
allocate them to users or consumers. however, it can be argued that free resources are also 
limited in supply and subject to degradation and therefore they have to be utilized carefully 
in ‘sustainable’ way. 

scarce resources, on the other hand, are the tangible and intangible resources that are 
limited in their supply, relative to the demand of consumers, and are therefore allocated 
in a market. 

Bull (1995) argued that the basis for tourism lies in building on free resources (or ‘renewable 
resources’ as they are sometimes termed), with a mixture of public sector and private sector 
resources. Free resources together with the scarce resources are combined to form what most tour-
ists perceive as the tourist ‘product’ they consume and that suppliers produce. It may be argued, as 
Bull (1995) pointed out, that in today’s world there are few truly free resources because any human 
activity makes demands on the world’s resources and, as a consequence, ultimately someone will 
have to pay a price. Indeed, the concept of sustainable tourism largely rests on the recognition of such 
a line of argument. 

All resources have competing demands made on them so that if they are used for one form of activ-
ity, they cannot be used in other ways. 

For example: a large, flat coastal area might be suitable for the development of a resort 
area for tourism including hotels and event venues or, alternatively, as a site for heavy 
industry such as steel and chemicals production. If tourism is chosen ahead of heavy 
industry, an opportunity to develop heavy industry on this site has been lost. The cost 
of this choice is known as the opportunity cost, which represents the potential economic 
returns that are being given up in favor of developing tourism. 

3.2.2 Resource challenges for THE managers 

There are a number of challenges presented to THE managers in particular in the use of resources. 
These challenges, which will be considered in turn, relate to: 

z Resource immobility 
z Resource substitution 
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z Resource ownership and control 
z Seasonality 
z Low rewards 
z Capacity constraints 
z Time 

resource immobility 

Many resources that are used cannot be moved in terms of either place or time. 

For example: A particular beach or mountain, the Empire State Building, the culture 
of Spain and The Great Wall of China are geographically fixed. The alpine snows of 
February cannot be replicated in May, and the ‘midnight sun’, a tourist attraction in far 
northern latitudes, can be observed only during mid-summer. The Vienna Philharmonic 
Orchestra and the New York Marathon have their homes in those cities and represent 
important and prestigious parts of their cultural and sporting offerings that cannot 
be moved. 

resource substitution 

It is often difficult to substitute one resource category with those of another. 

For example: In a car factory, efficiency gains may be possible by replacing employees 
with machines and robots; that is, the substitution of human resources with operational 
resources. In the case of a luxury hotel, a concert or conference venue, an airline or a cruise 
ship, for instance, the quality of service is often perceived as being fundamentally linked 
with the quality and number of staff. Consequently, it is often difficult to replace human 
resources with operational resources such as computers or robots. As a result, THE sectors 
are usually viewed as being ‘labor intensive’; that is, relying heavily on human resources in 
delivering products. 

resource conflict and comPetition 

THE frequently make extensive demands on the use of certain resources, which can be in serious 
conflict or competition with other uses. Such resource conflict or competition may be partially 
resolved through pricing mechanisms by which the activity that is able to pay the most is able to use 
the resources. Similarly, regulatory restrictions such as the geographical zoning of areas to permit 
specified activities only within a particular zone may resolve some conflicts. Some degree of conflict 
frequently remains. 

For example: In the UK, the competing demands of the British Army in using gunnery 
ranges in the Isle of Purbeck, Dorset (an area of outstanding natural beauty), and in the 
Northumberland National Park at Otterburn, Northumberland, are in conflict with tourist 
demands for unspoiled environments. 

Cultural and sporting events and tourism are often important contributors to local economies 
but have to compete for funding with other activities. In local settings, tourism and events 
often have to compete for public funding with other activities such as education, social services 
and health. These activities normally have far larger budgets than tourism and events, and it 
is difficult to argue that tourism and events should be favored in budget allocations over these 
crucial activities. 
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Recognizing this reality, government authorities throughout the world have attempted to form 
various types of PPPs to place promotional and organizational aspects in the private (commer-
cial) sector. In doing so, tourism and events can form the central focus of a particular dedicated 
organization, rather than remain as a fringe activity in a larger body always competing for scarce 
resources. 

resource ownershiP and control 

THE managers frequently have to utilize resources that are neither owned nor controlled by the 
companies operating within the sectors. The lack of ownership and control of resources that is 
evident is a demonstration of the interdependence that exists between organizations operating in 
these sectors. 

For example: Airlines depend on the physical resources provided by airports and the 
operating resources provided by air traffic control services. Although the airlines will have 
some influence over the way in which these resources are managed, they are rarely directly 
owned and managed. 

Projects aimed at regenerating decaying urban environments often have tourism, event 
venues, hotels and hospitality outlets at their heart. Such projects are often developed 
as PPPs. With such arrangements, the public sector (local and national government) 
manages and controls the overall redevelopment and provides limited funding, sometimes 
termed ‘pump priming’. In such cases, private sector companies provide the major part of 
the financial resources. Examples of such PPPs include the redevelopment of Cardiff Bay 
in the UK, the Baltimore Waterfront in Maryland, USA, and Sydney’s Darling Harbour 
in Australia. 

seasonality 

Demand for most THE resources, and hence the products that they contribute to, is highly seasonal 
(as noted in the previous chapter). This in turn is the result of factors such as climate, the distribu-
tion of holiday entitlements, the timing of events and festivals and historic travel patterns. Conse-
quently, the price organizations pay for their resource inputs and the prices consumers pay to those 
organizations vary according to season. 

For example: Many resort hotels situated in coastal areas close during the winter 
period and have lower rates in early spring and autumn to reflect differences in seasonal 
demand patterns. 

low rewards 

THE sectors are often viewed as relatively low margin sectors of business. Though this is not neces-
sarily the case, it is certainly true that the rewards from THE are often slow to materialize and sus-
ceptible to wide swings in cash flow and profitability. 

Rewards in THE may be low for several reasons. The industry is often perceived as being relatively 
clean and pleasant, both to invest in and to work in. Consequently, employees may be prepared to 
work for lower wages than in other industries, and investors may be more inclined to invest in an 
industry that is generally viewed as interesting and ‘clean’. Some destination areas are often situ-
ated in areas with few alternative land uses and employment opportunities. Thus, little competition 
is provided for the use of resources, thereby keeping rewards in terms of prices paid for land and 
development and wages paid to employees low. 
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For example: The development of tourism in the Yucatán Peninsula on the Caribbean 
coast of Mexico has taken place over recent years in an area that is economically poorly 
developed and remote from major markets for goods and services. Hence, the development 
of hospitality and tourism in this beautiful region does not face strong competition from 
other industries for the use of resources and the costs of rewarding resources (in terms of 
land costs and wages) have been relatively low. 

caPacity constraints 

The capacity of THE resources is frequently constrained in some way (as we noted in the previous 
chapter). 

Thus, the carrying capacity for a destination is often referred to in tourism. This refers to the ability of 
a site, resort or region to absorb tourism use without deteriorating. The notion of carrying capacity 
is central to the concept of sustainability. 

For example: The rapid development of Spain’s Costa del Sol from the 1950s onward 
demonstrates the need to constrain development. Extensive linear development along the 
coast to the west of Malaga led to overbuilding with poor planning controls. The relative 
popularity of the resort areas subsequently diminished as consumers opted for more recent 
and better-planned resorts elsewhere. Thus, the overuse of resources led to the carrying 
capacity being exceeded and deterioration in the environment that had attracted tourists 
in the first place. 

Similarly, the capacity of physical and operational resources in THE is often constrained, at least in 
the short to medium period. 

For example: If a hotel or a theater (physical resources) is full or an airline flight (operational 
resource) is fully booked, it is difficult to add capacity quickly, because the hotel, theater or 
aircraft accommodates a specified number of people. By contrast, if additional demand is 
apparent for a manufactured product, capacity can often be increased by working overtime 
or running production lines at a faster rate or for longer. 

Thus, in THE, supply is often relatively fixed (at least in the short to medium term), whereas demand 
can fluctuate quickly. In the longer term, capacity might be added by adding extra rooms, extending 
the theater or purchasing or leasing another aircraft (in the examples above). 

The managerial implication of this is that managers will often (in the short to medium term) try to 
influence demand rather than supply. Thus, pricing levels and promotional activities will be altered 
to increase or reduce demand so that it matches the supply available. 

For example: It has become common for European outbound tour operators to alter prices 
in a very active manner in the weeks immediately prior to the date of departure, and hotels 
often make late alterations to their accommodation rates. This active management of prices 
(which can be moved upwards or downwards to inhibit or encourage demand, respectively) 
is a way of managing the demand so that it matches the previously fixed supply. 

time 

Unlike the purchase of household goods or many services, THE consumers must also give up a 
scarce resource in addition to money: time. In a similar way to money, time has an opportunity 
cost attached to it; that is, other ways in which it might be spent to which a value can be attached. 
Though much time is spent on THE activities willingly, other time spent traveling to destinations 
or queuing at an event venue may be viewed by some consumers as a burden that, if at all possible, 
should be avoided or curtailed. 
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The managerial implication of this is that consumers may choose different products or may 
be willing to pay a premium for certain services. Conversely, they may take advantage of dis-
counted prices for travel or last-minute theater tickets, for instance, in return for some extra 
inconvenience. 

For example: Flights between Australia and Europe have become increasingly popular 
for leisure travelers in recent years as newer aircraft types have needed only one 
intermediate refueling stop, thereby reducing journey times. The more efficient use of 
time also explains why overnight long-haul flights and early morning trains are usually 
more expensive. The recent rapid growth in the popularity of low-cost airlines around 
the world is explained partly by the fact that passengers are willing to trade some degree 
of inconvenience for lower fares. The airlines often utilize ‘secondary airports’ (such 
as London Luton Airport in the UK or Dallas Love Field in the USA) that are further 
away from the main urban centers they serve or have fewer facilities and onward transit 
opportunities. 

3.3 Analyzing resources 
When we analyze a company’s resources as part of an internal analysis, several frameworks can be 
employed to provide a comprehensive review. 

3.3.1 Analysis by category 

Firstly, we might consider them by category – physical, operational, human, financial and intangible 
resources. These resources are then evaluated quantitatively (how much or how many) and qualita-
tively (how effectively they are being employed). 

z Physical resources (buildings, land, materials) and operational resources (computers, machines, air-
craft, systems, etc.) are typically audited for capacity, utilization, age, condition, contribution to 
output and value. 

z Financial resources (the amount and type of finance available to the organization) are considered in 
terms of the balance between different types of finance and the relative cost and risks of each of 
these types of finance. 

z Human resources (employees; junior, middle and senior management; board directors) are consid-
ered in terms of numbers, education, skills, training, experience, age, motivation, wage costs and 
productivity in relation to the needs of the organization. 

z Intangible resources (brand, reputation, goodwill, skills, licenses and free resources) are assessed in 
terms of their overall value to the organization. 

Resource analysis: Marriott International 

Marriott international is a leading worldwide hospitality company with its headquarters near 
Washington, DC, in Maryland, usa. it manages and franchises hotels under a number of 
recognized international brand names including Marriott, ritz-Carlton, sheraton, renais
sance and Courtyard. table 3.1 summarizes Marriott’s resources by category. 

3 .1  SHORT  CASE  I LLUSTRAT ION 
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Table 3.1 resource analysis: Marriott international 

resource category analysis of Marriott resources 

physical resources 8,000 properties with 1.4 million rooms and 30 brands in 134 
counties. properties range from luxurious (ritz-Carlton) to 
budget (Courtyard and Fairfield inn). 

operational resources a detailed set of operating procedures for each brand that is 
constantly updated and refined 

Worldwide reservations system with industry-leading costs per 
reservation 

Common reservations system for all brands allowing for cross-
selling opportunities 

large web sales volume 

one of the largest frequent guest programs, Marriott bonvoy, 
in the hospitality sector, linked to over 30 international airline 
programs 

Financial resources Most hotels financed by third parties, with less than 1% of 
properties company owned 

as a hotel manager and franchiser, significant and more stable 
cash flows generated than through real estate ownership 

strong balance sheet and profitability record 

human resources over 125,000 employees worldwide 

extensive staff training and advancement opportunities 

Consistently listed in Fortune magazine’s annual list of 100 
best companies to work for in usa 

intangible resources strong range of brand names, many of which are clear leaders 
within their market tiers 

Customer and owner loyalty achieved through strong rewards 
programs 

Distinct market positioning of each brand 

Many hotels situated at scenic locations 

Source: www.marriott.com 

Questions 

1. summarize the purpose of carrying out a resource analysis for a THE company such as 
Marriott. 

2. What conclusions would you draw from the resource analysis of Marriott? 

https://www.marriott.com
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3.3.2 Analysis by specificity 

Secondly, we can analyze resources according to their specificity. Resources can be specific or 
nonspecific. 

For example: Skilled workers tend to have specialized and industry-specific knowledge 
and skills. Some technology, such as computer software, is for general (not industry-
specific) business use, like word processing, database and spreadsheet software. Other 
computer software applications, like airline or hotel computer reservation systems or yield 
management programs, are written for highly specialized uses. 

Whereas nonspecific resources tend to be more flexible and form the basis of competences, indus-
try-specific resources are more likely to act as the foundations of core competences. 

For example: The specialized knowledge of procurement managers responsible for 
contracting accommodation in tour operators or the knowledge, expertise or training a 
hotel chain’s front of house staff may have that can be viewed as industry leading by their 
companies and thereby constitute a source of core competence. 

3.3.3 Analysis by performance 

Thirdly, resources can be evaluated on the basis of how they contribute to internal and external 
measures of performance. Internal measures include their contribution to: 

z Business objectives and targets – financial, performance and output measures 
z Historical comparisons – measures of performance over time (e.g., against previous years) 
z Business unit or divisional comparisons – comparisons with other parts of the same organization 

External measures can include: 

z Comparisons with industry norms – standards of performance accepted as exemplary across the 
sector 

z Comparisons with competitors – particularly those who are industry leaders and those who are 
the closest competitors and are in its strategic grouping (see Chapter 6) 

z Comparisons with companies – in other service-based industries such as banking or insurance 

By employing these techniques of analysis, an organization is able to internally and externally bench-
mark its performance as a stimulus to improving performance in the future. Performance, however, 
is based on more than resources, and competences must be similarly analyzed and evaluated. 

3.4 Competences and capabilities 
The terms competence and capability, core competence and distinctive capability are often used interchange-
ably in textbooks on strategy. 

The notion of core competences has had a major impact on management practice and thinking, and 
many authors have adopted and extended the ideas. The concept of core competence is based on 
the work of Prahalad and Hamel (1990), Stalk et al. (1992) and Kay (1995), who advanced the idea 
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that competitive advantage is based on distinctive capabilities. It should be noted that some authors 
change ‘competence’ to ‘capability’ (Stalk et al., 1992; Mooney, 2007), and Prahalad and Hamel 
(1990) also sometimes used the terms interchangeably in subsequent writings. Here the terms will 
be taken to mean broadly the same thing. 

DEF IN IT ION/QUOTAT ION 

Competence, core competence and resources 

z	a competence is 

an attribute or collection of attributes possessed by all or most of the organizations in a 
sector of industry 

z	a core competence is 

an attribute or collection of attributes, specific to a particular organization, that enables it 
to produce above industry-average performance 

z	a resource is 

an input employed in the activities of the business 

Without competences, a business cannot enter or survive in the industry. Competences develop 
from resources and embody skills, technology or ‘know how’. 

For example: To operate as an outbound tour operator involved in air-inclusive ‘package’ 
tours, a company must possess a range of competences in arranging: 

z A means of distributing, marketing and selling their product 
z Licenses to operate the required capacity to the specified destinations 
z Air transportation to and from the destination 
z Suitable accommodation at the destination 
z Ground handling activities to ensure that customers are checked in for their flights 

and that they are transported to and from their accommodation 
z Every successful survivor in the industry must possess these areas of competence. 

3.4.1 How core competences ‘work’ 

Core competences tend to be both complex and intangible, so it is necessary to explore the nature of 
resources and competences that underpin them before exploring the concept further. The purpose of 
such analysis is to allow managers to identify which resources and competences act as the founda-
tion of existing or potential core competences. It is important to note that not all competitors in an 
industry will possess core competences – only those organizations that are producing above-average 
performance can be considered to possess core competences. 

Those with only average or below-average performance possess competences and resources (with-
out which they could not compete in the industry at all) but not core competences. For further dis-
cussion of these concepts, see Prahalad and Hamel (1990), Kay (1995), Heene and Sanchez (1997), 
Petts (1997), Javidan (1998) and Barney (2001). The links between competences, resources and 
core competences are summarized in Figure 3.1. 



101 OPERATIONAL CONTEXT

 

 
 

 
 

 
 

 

Superior
deployment of 

resources 

Superior
application of

'general' 
competences 

Core 
competence
(distinctive 
capability) 

Core competence (distinctive capability) when applied in a market creates value for 
customers. This represents competitive advantage 

Figure 3.1 the links between resources, competences and core competences 

These terms will now be considered in greater detail. 

The RBV emphasizes that core competences arise from the way in which the organization has 
employed its competences and resources more effectively than its competitors. The result of a core 
competence (distinctive capability) is an output that customers value more highly than those of 
competitors, thereby achieving competitive advantage. 

Prahalad and Hamel (1990) specified three tests to be applied in the identification and development 
of a core competence. A core competence should: 

z Equip a business with the ability to enter and successfully compete in several markets 
z Add greater perceived customer value to the business’s products and services than that perceived 

in competitors’ products 
z Be difficult for competitors to imitate 

Core competence 

Core competences are the collective learning of the organization, especially how to 
co-ordinate diverse production skills and integrate multiple streams of technologies. 

(prahalad and hamel, 1990:81) 

DEF IN IT ION/QUOTAT ION 

Core competence arises from the unique and distinctive way in which the organization builds, 
develops, integrates and deploys its resources and competences. 

According to Prahalad and Hamel (1990), there are many examples of core competence resulting in 
competitive advantage. Ashfield Event Experiences (see Short Case Illustration below), by special-
izing in one industry and fully understanding its requirements, has been able to build and sustain a 
core competence as the basis for its competitive advantage. 
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Core competence: Ashfield Event Experiences 

the events management sector is extremely fragmented. low barriers to entry, few 
regulatory requirements and growing demand have meant that the sector has become 
extremely competitive, and many companies in the sector appear to offer the same range 
of services. Consequently, it is a competitive advantage if a company can identify its core 
competence and successfully promote this to build up a reputation and capability that 
can be sustained. 

one such company is ashfield event experiences (www.ashfieldeventex.com). ashfield is 
a full-service global event management company that has been delivering meetings and 
events since the 1970s. ashfield is a subsidiary of uK-based inizio (www.inizio.health.com), 
a group of health and life sciences companies. employees are located in offices in the uK 
and usa. 

the company plans, researches, delivers and evaluates every element of an event, from 
the destination, venue, program, method of message delivery, content of presentations, 
team building and social activities. Many events are also held virtually, and the company 
has developed expertise in such delivery technology. this combination of services is not 
unusual for event management organizations and does not represent the application of a 
core competence. unlike many events where public relations opportunities are maximized, 
ashfield event experiences has to work in a different way. 

the core competence of ashfield lies in its specialism and how this is applied through the 
company’s orientation. the company specializes in the health care sector, working with 
most of the leading pharmaceutical companies in the world, and claims to be the world’s 
largest specialist health care event manager. this is a complex and highly regulated envi
ronment where there is often a need for specialist medical or pharmaceutical knowledge. 
it is also an environment where discretion and the need for both commercial and patient 
confidentiality are vitally important. 

the experience, knowledge of the key market players, specialist health care knowledge and 
reassurance that there is an understanding of the sensitivity of the environment are clearly 
of great importance. however, as with most such companies, it is the employees who are 
vital in delivering the service to the required standards. hence, the company conducts staff 
compliance training for all operational staff and has a medical director to ensure full knowl
edge of all guidelines that need to be complied with on an international basis. 

Source: adapted from www.ashfieldeventex.com 

Questions 

1. explain the nature of the core competence that ashfield exhibits in this case. 

2. Consider how easy it would be for competitors to replicate the core competence of 
ashfield. 

3 .2  SHORT  CASE  I LLUSTRAT ION 

Prahalad and Hamel (1990) argued that, in practice, competitive advantage is likely to be based on 
a very limited number of competences. These competences will allow managers to produce new and 

https://www.ashfieldeventex.com
https://www.ashfieldeventex.com
https://www.inizio.health.com
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Figure 3.2 the links between resources, competences and competitive advantage

Source: adapted from harrison (2003)

unanticipated products and to be responsive to changing opportunities because of operational skills 
and the harnessing of technology.

Harrison (2003), writing in the context of hospitality, provided a model demonstrating the linkages 
between resources, competences and competitive advantages, as shown in Figure 3.2. The model 
demonstrates at a practical level some of the questions managers have to ask themselves about how 
resources are deployed and which competences should be sought.

Core competences can never be regarded as being permanent. The pace of change of technology and 
society is such that core competences must be constantly adapted and new ones cultivated. THE 
organizations normally operate in highly competitive environments and have to be responsive to 
changes and challenge competitors by utilizing their core competences to the full.

In a THE context, the core competences are sometimes the result of holding a particular market 
position, but they can also result from aspects of regulation or geography that are difficult for others 
to replicate. For a discussion of core competences in THE contexts, see, for example, Cetinski and 
Milohnic (2008), Denicolai et al. (2010), Dwyer et al. (2013), Pechlaner et al. (2014) and Marneros 
et al. (2021).

For example: Transport operators are often subject to regulatory restrictions that prevent 
new companies from entering the market to compete, and the beaches of Florida or the 
South by Southwest set of film, interactive and music festivals and conferences that 
have taken place every spring since 1987 in Austin, Texas, cannot be moved to different 
locations.

However, in some, albeit limited, cases, core competences can be maintained over a prolonged 
period of time. Given the turbulent business environment in many sectors of THE, such adaptabil-
ity is essential if competitive advantage is to be built and sustained. It is also argued that in some 
cases the true competitive advantage lies in the way in which core competences are combined rather 
than in the core competence itself. Competence leveraging and competence building are ways in which the 
identified core competences can be applied in new markets and new competences built, respectively 
(see, for example, Hamel and Prahalad, 1993; Y. Wang and Lo, 2003).
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Competence leveraging and competence building 

Competence leveraging 

refers to the ability of a business to exploit its core competences in new markets, thus 
meeting new customer needs. it can also refer to the ability of the business to modify and 
improve existing core competences. 

Competence building 

takes place when the business builds new core competences, based on its resources and 
competences. it is often necessary to build new competences alongside existing ones when 
entering new markets because it is unlikely that existing competences will fully meet new 
customer needs. 

KEY  CONCEPT  

3.4.2 Distinctive capabilities 

Kay (1995) has taken the concept of capability (initially identified by Stalk et al., 1992) to develop 
a framework that explains competitive advantage in terms of what he defines as distinctive capabil-
ity. This idea of distinctive capability has much in common with that of core competence in that it 
views competitive advantage as being dependent on unique attributes of a particular business and 
its products. 

According to Kay (1995), distinctive capability results from one or more of the following sources: 

z Architecture – The unique network of internal and external relationships of an organization that 
produces superior performance. These can be unique relationships with suppliers, distributors or 
customers that competitors do not possess. Equally, the unique relationships may be internal to 
the business and based on how it organizes its activities in the value chain. 

For example: The strategic alliances that have been built up by the major international 
airlines in recent years are examples of using networks to strengthen the competitive 
position of individual airlines through shared activities and extending geographical 
scope. Similarly, the various marketing alliances of hotel consortia such as Best Western 
are examples of how independent owners of hotels can reap the marketing, branding, 
technology and training benefits of being part of a network of hotels. 

z Reputation – This stems from several sources, including superior product quality, characteristics, 
design, service and so on. 

For example: Through disaster – a coach or airplane crash, a ferry sinking, a canceled 
concert or a hotel fire quickly erodes the reputation of the organization responsible. Though 
the reputation may have been built up carefully over several years, it can take only a short 
time for the reputation to be severely damaged. 

z Strategic assets – Businesses can also obtain competitive advantage from assets like natural monop-
oly, patents and copyrights that restrict competition. 

For example: The dominant position of major international airlines at their ‘hub’ airports 
(such as Lufthansa at Frankfurt, United at Chicago, Emirates at Dubai, American Airlines 
at Dallas–Fort Worth and Delta at Atlanta) is often the result of costs expended over many 
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years and local regulatory regimes that have allocated take-off and landing slots to these 
airlines over the years. 

z Innovation – The ability of the business to get ahead and stay ahead of competitors depends on its 
success in researching, designing, developing and marketing new products. Equally, it depends 
on the ability of the business to improve the design and organization of its value-adding activities. 

For example: British Airways was the world’s first airline to introduce flat beds for some 
of its business class passengers, but other airlines quickly followed its lead. However, the 
Short Case Illustration below suggests that the real core competences of the airline are 
long-standing. 

Core competences: British Airways 

in the airline sector, all airlines have the competences and resources required to operate 
flights between certain destinations. a company like british airways (Kay, 1995) possesses 
core competences relating to its: 

 z Dominance of take-off and landing slots at london’s heathrow airport 

 z licenses to operate certain routes to which access is denied for other airlines 

 z brand attributes that act as the basis of its reputation for high-quality service 

these core competences, initially identified by the author in the early 1990s, are still valid 
in the contemporary market. however, it could be argued that the web of cooperative part
nerships with other airlines through the ‘one World’ strategic alliance in allowing for greater 
destination choice and flexibility of arrangements provides a further area of core compe
tence for the airline. thus, british airways has core competences (or distinctive capabilities 
in Kay’s terminology) in terms of strategic assets (heathrow slots and licenses), its reputation 
(brand attributes) and architecture (strategic alliance). 

the possession of these core competences enables the airline to charge premium prices for 
its products by targeting business travelers in particular and by altering aircraft seat configu
rations to accommodate a greater proportion of business and first-class passengers. the 
airline has maintained a strong competitive position on the key transatlantic routes (partly 
built on its dominance at its london hub), which enjoy a strong level of premium traffic. 

in this way, core competences are applied to the marketplace and thus form the basis of an 
organization’s competitive advantage. 

Questions 

1. Consider what threats might emerge to challenge british airways’ core competences. 

2. What steps might british airways take to defend its core competences? 

3 .3  SHORT  CASE  I LLUSTRAT ION 

According to Kay (1995), distinctive capability (core competence) becomes a competitive advantage 
when it is applied in a relevant market. Each distinctive capability will have a market (or group of 
markets) in which the organization can achieve a competitive advantage. Competitive advantage is 
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a relative, rather than absolute, notion and can be viewed in several ways. Organizations can enjoy 
a competitive advantage relative to other: 

z Suppliers in the same market 
z Firms in the same industry 
z Competitors in the same strategic grouping 

In establishing competitive advantage, therefore, it is imperative that activities be correctly matched 
up to the organization’s capabilities. It is also important that organizations be able to fully under-
stand the inherent differences between ‘the market’, ‘the industry’ and the ‘strategic group’. 

z The market refers to the needs of customers and potential customers. 
z The industry an organization is in refers to a group of products linked by common technology, 

supply or distribution channels. 
z The strategic group refers to those organizations that are identified as primary competitors. 

KEY  CONCEPT  

Markets, industries and strategic groups 

the Market 

z Defined by demand conditions 

z	based on consumer needs 

z	Characterized by ‘the law of one price’ 

the industry 

z Determined by supply conditions 

z	based on production or operations technology 

z	Defined by the markets chosen by organizations 

the strategic group 

z Defined by the strategic choices of firms 

z	based on distinctive capabilities and market positioning 

z	subjective in determination 

Source: adapted from Kay (1995) 

3.5 Core competence, distinctive capability and 
competitive advantage 
So, what do the concepts of core competence and distinctive capability add to our understanding of com-
petitive advantage? 

1. They provide us with insight into how an organization can build attributes which can deliver 
superior performance. 



107 OPERATIONAL CONTEXT

 

 

 

 
 

 

 

2. They inform the process of determining where such competences and capabilities can be ex-
ploited. 

3. A core competence becomes competitive advantage when it is applied in a particular market or 
markets. 

Chapter 10 builds on the analysis of competences and capabilities discussed here to consider how 
new core competences can be developed and existing ones extended as part of an organization’s 
strategy for future development. 

The process of building new core competences or extending existing ones must take into account 
the following considerations: 

z Customer perceptions – Competences, capabilities and products must be perceived by customers as 
being better value for money that those of competitors. The organization’s reputation (although 
difficult to measure) can be particularly important in this regard. 

z Uniqueness – Core competences must be unique to the organization and must be difficult for com-
petitors to emulate. Similarly, there must be no close substitutes for these competences. 

z Continuous improvement – Core competences, products and services must be continuously 
upgraded to stay ahead of competitors. Product and process innovation are particularly 
important. 

z Collaboration – Competitive advantage can result from the organization’s unique network of rela-
tionships with suppliers, distributors, customers and even competitors. There is the potential 
for ‘multiplier effects’ resulting from separate organizations’ complementary core competences 
being combined together. 

z Organizational knowledge – Competences must be based on organizational knowledge and learning. 
Managers must improve the processes by which the organization learns, builds and manages its 
knowledge. 

	z explain what is meant by the term ‘competitive advantage’. 

	z explain porter’s generic strategy framework and consider its strengths and weaknesses 
as an analytical framework. 

	z explain what is meant by a hybrid strategy, and consider the circumstances in which it 
might be pursued. 

TH INK POINTS  

3.5.1 Sustainable competitive advantage 

THE organizations must strive to achieve a competitive advantage. However, if the position cannot 
be maintained over a period of time, it may not be worth the effort and investment necessary to 
achieve such a position in the first place. Sustainable competitive advantage will have been achieved: 

When an organization receives a return on investment that is greater than the norm 
for its competitors, and when this enhanced return persists for a period long enough to 
alter the relative standing of the organization among its rivals. 

(Finlay, 2000) 
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Sustainability depends on three factors: 

z Durability – No advantage is sustainable forever, because competitors will seek to imitate it. 
Reputation has the potential, however, for providing long-lasting advantage, as the standing 
of well-known market leaders such as British Airways, TUI, Hilton and American Express 
testifies. 

z Transparency – The harder it is for outsiders to understand how an organization does what it does, 
the harder it will be for imitators. 

For example: Walt Disney has long been admired for how the company successfully 
manages and operates its theme parks and builds value from the animated characters it 
has created. Competitors have found it difficult to exactly replicate the successful formula. 

z Replicability – Once a rival understands the competences needed to copy a rival, they will need to 
obtain the resources necessary to replicate the rival’s product. If the resources are freely available 
in markets, this might not pose a problem, but in some circumstances they may be limited. 

For example: Airport take-off and landing slots, hotel rooms in popular resorts, specialist 
staff such as pilots, access to airline routes and access to distribution channels are all 
examples of resources which might be restricted for some reason. 

3.5.2 The ‘VRIO’ framework 

The preceding sections considered some of the considerations for assessing core competences. 
However, perhaps what has been lacking so far is a mechanism for testing the competitive resources. 

Barney (2002) provided such a mechanism in his ‘VRIO’ framework, which evolved from the exist-
ing VRIN framework to VRIO in the early 1990s, providing a complete framework. The change to 
the last letter of the acronym refers to the ‘organization’, which is the ability to exploit the resource 
or capability. Barney realized that the business must also be ready and able to utilize the resource 
to capitalize on its value. The sequential decision-making approach advocated by Barney questions 
each resource or capability in terms of its: 

z Value – The resource or capability must have value if it is to allow the organization to choose a 
strategy that exploits opportunities available or responds to threats from competitors. 

z Rarity – If the resource or capability is widely available to others, it will not provide a basis for 
competitive advantage and superior returns on investment. 

z Imitability – If the resource or capability can be easily imitated or copied, competitors will do so, 
and so competitive advantage may be achieved temporarily but will not be sustainable. 

z Organizational capability – An organization needs to be able to organize itself in such a way that 
it is capable of exploiting the resource or capability that it has identified as valuable, rare and 
incapable of being imitated. 

A resource that meets each of these four criteria can bring about competitive advantage to the busi-
ness. The VRIO framework is summarized in Table 3.2. 

3.5.3 Dynamic capabilities 

In recent years there has been growing recognition that though RBV, the recognition of resources with 
VRIN attributes (Barney, 1991) and the core competences framework (Hamel and Prahalad, 1993) 



109 OPERATIONAL CONTEXT

 

 
 

 

 

  
 

 

 

 

 

 
 
 

Table 3.2 the vrio framework for testing competitive resources 

valuable? rare? Costly to 
imitate? 

Capable of 
being exploited 
by the 
organization? 

Competitive implications Comparative 
economic 
performance to 
be expected from 
the resource 

no – – no Competitive disadvantage below normal 

yes no – yes/no Competitive parity normal 

yes yes no yes/no temporary competitive above normal 
advantage 

yes yes yes yes	 sustained competitive above normal 
advantage 

Source: adapted from barney (2002) 

adequately explained competitive advantage, the sustainability of competitive advantage required 
further explanation (C. L. Wang and Ahmed, 2007). 

David Teece (2007:1319) argued that ‘sustainable advantage requires more than the ownership of dif-
ficult to-replicate (knowledge) assets’. The emergence of the so-called dynamic capabilities framework 
seeks to address the sustainability issue. 

DEF IN IT ION/QUOTAT ION 

Dynamic capabilities 

Dynamic capabilities can be viewed as: 

a firm’s behavioral orientation constantly to integrate, reconfigure, and recreate its 
resources and capabilities and, most importantly, upgrade and reconstruct its core capabil
ities in response to the changing environment to attain and sustain competitive advantage. 

(C. l. Wang and ahmed 2007:35) 

it is important to note that the definition above emphasizes that the dynamic capabilities 
framework is a ‘behavioral orientation’ for the organization. in this way, it becomes not 
just a process to be carried out but a way in which the organization and its employees and 
leadership are orientated and behave so that the organization can respond adequately to 
rapidly changing environments. 

The dynamic capabilities framework seeks to extend RBV to dynamic markets. The framework has 
achieved wide acceptance despite criticisms, and the framework has been selectively applied in THE 
contexts (Nieves and Haller, 2014; Haugland et al., 2011; Camisón Zornoza and Monfort-Mir, 2012; 
Evans, 2016). 

Capabilities, a term widely used in the literature, refers to a firm’s capacity to deploy resources, usually 
in combination, and encapsulates both explicit resources and tacit (or intangible) elements embedded, 
such as leadership and know-how (C. L. Wang and Ahmed, 2007). As such, capabilities are often firm-
specific, develop over time and result from complex interactions between the firm’s resources. 
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Dynamic Capabilities
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Figure 3.3 a simplified dynamic capabilities framework

Source: adapted from teece (2018)

The role of dynamic capabilities is to have an impact on the firm’s existing resource base in such a 
way that it is transformed so that a firm can enhance or maintain its competitive advantage. Over 
a period of time, how a firm’s resources are linked together internally or externally with partners, 
suppliers or customers can lead to a uniquely valuable combination of ‘co-specialization’ (Teece, 
2007). The complementarity of resources is difficult for competitors to imitate and, consequently, 
more sustainable competitive advantage is achieved.

3.5.4 How dynamic capabilities are developed

The development of dynamic capabilities relies on three organizational activities:

z Sensing – describes the assessment of the opportunities and consumer needs existing outside the 
organization

z Seizing – refers to an organization’s reaction to market needs to increase firm value. This involves 
designing innovative business models and securing access to capital and resources.

z Transforming – refers to renewing an organization’s processes and maintaining their relevance to 
consumers. This requires that managers constantly streamline, improve, and alter organizational 
practices. Transforming is key to creating sustainable, innovative growth.

A simplified version of Teece’s version of a dynamic capabilities framework is shown in Figure 3.3. 
In the model dynamic capabilities and strategy combine to create and refine a defensible business 
model, which guides the organization through sensing, seizing and transformation. Ideally, this leads 
to a level of profits adequate to allow the enterprise to sustain and enhance its capabilities and 
resources.
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3.6 Knowledge management as a source of competitive advantage 
Particularly in service organizations, knowledge has come to be regarded as the prime source of 
competitive advantage (Lynch, 2021), and a vast literature has developed on the subject and on the 
related concept of the learning organization (see, for example, Stonehouse and Pemberton, 1999; see 
also Korn et al. [2021], who applied the concept in the context of the Natural History Museum in 
Washington, DC). 

In THE contexts, studies in hospitality (Hallin and Marnburg, 2008) and tourism (Shaw and Wil-
liams, 2009) both acknowledge the importance of knowledge management, while claiming that THE 
has been slow in recognizing its importance and adopting it in practice. 

Nevertheless, Hallin and Marnburg (2008) recognized that many (somewhat anecdotal) examples 
exist of knowledge management practice particularly in relation to hotels and cited Accor Hotels in 
Germany and Hilton International as examples. 

In events management settings, it can be argued that it is frequently the way in which companies 
use and manage the knowledge available to them that is the source of their sustainable competitive 
advantage. Ashfield Meetings and Events (used as an illustrative example above) derives its com-
petitive advantage fundamentally from how it utilizes its knowledge of the health care sector and 
shares this knowledge through its dispersed global network employees. 

For example: Hilton is a diversified group of hotel brands operating in over 90 countries. 
Delivering high-quality training and education consistently across the group is a large and 
complex task that Hilton has addressed through the creation of its ‘university’. The Hilton 
Worldwide University (www.HWU.com/) is a well-established corporate university that 
supports all brands in the hotel group. HWU provides more than 5,000,000 hours of 
training each year through over 2,500 courses delivered in a wide variety of training 
formats, including classroom training, e-learning, webinars, e-books, live and taped 
programs, recommendations for on-the-job learning experiences and social learning. 

The university approach is developing a learning culture for Hilton Hotels by encouraging 
and offering a consistent approach to training for team members at all levels using e-learning 
technology in particular (Baldwin-Evans, 2006). Hilton International emphasizes 
knowledge sharing and on-the-job mentoring in respect to competence development among 
its members. In 2002 they introduced a new innovative e-learning system that is highly 
cost-effective and can advance generic skills in terms of communications and customer 
service (Hallin and Marnburg, 2007). 

KEY  CONCEPT  

Knowledge and organizational learning 

there has been an ever-increasing interest in knowledge as a strategic asset in recent years 
and, more specifically, the potential for an organization to generate competitive advantage 
on the basis of its knowledge assets. Knowledge can be defined as ‘a shared collection of 
principles, facts, skills, and rules’ (stonehouse and pemberton, 1999). 

Knowledge can be either explicit or implicit. the former is tangible, being clearly stated 
and consisting of details that can be recorded and stored. implicit or tacit knowledge, 
which can be equally important, is often unstated, based on individual experience, and 
therefore difficult to record and store (Demarest, 1997). 

https://www.HWU.com
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	z explain what is meant by free resources in THE contexts. 

	z explain what is meant by resource immobility and resource substitution and explain their 
relevance in THE contexts. 

	z explain the different ways in which resources might be analyzed, and explain the 
relationships between primary and secondary activities. 

	z provide an example of a core competence in a THE organization you are familiar with. 

	z Describe and distinguish between the three conceptual approaches to strategic 
management that have been introduced in this text. 

TH INK POINTS  

Knowledge is not static but dynamic and, consequently, much has been written on the abil
ity of organizations to successfully use information as it evolves and changes and to learn 
from it. the ‘learning organization’, as it is termed, is particularly associated with the work 
of argyris (1990) and senge (1997). stonehouse and pemberton (1999) maintained that 
in today’s highly competitive environment it is not only how organizations learn from the 
knowledge they have but also how certain organizations ‘learn about learning’ that makes 
them likely to be the most competitively successful. learning about learning creates an 
organizational context that both nurtures new knowledge and exploits existing knowledge 
assets (pemberton and stonehouse, 2000). 

3.7 Value-adding activities 
3.7.1 What is value adding? 

Value chain analysis (Porter, 1985) seeks to provide an understanding of how much value an 
organization’s activities add to its products and services compared to the costs of the resources 
used in their production. Although it has been applied widely in the manufacturing sector, sev-
eral writers have applied the model successfully to a service setting. Poon (1993), for example, 
adapted the model to the travel and tourism industry. Fleisher and Bensoussan (2003) and 
Bensoussan and Fleisher (2012) offered useful insights into the application and critique of value 
chain analysis. 

A given product can be produced by organizing activities in a number of different ways. Value chain 
analysis helps managers to understand how effectively and efficiently the activities of their organi-
zation are configured and coordinated. The ‘acid test’ is how much value is added in the process 
of turning inputs into the outputs, which are products in the form of goods and services. Value is 
measured in terms of the price that customers are willing to pay for the product. 

Value added can be increased in two ways: 

1. By changing customer perceptions of the product so that they are willing to pay a higher price for 
a product than for similar products produced by other businesses 

2. By reducing production costs below those of competitors 
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Value added 

in simple terms, the value added to a good or service is the difference in the financial value 
of the finished product compared to the financial value of the inputs. as a sheet of metal 
passes through the various stages in car production, value is added so that a ton of metal 
worth a few hundred pounds becomes a motor car worth several thousand pounds. the 
rate at which value is added is dependent on how well the operations process is managed. 
if the car manufacturer suffers a cost disadvantage by, say, holding a high level of stock 
or working with out-of-date machinery, the value added over the process will be lower. 

similarly, a tour operator, for instance, gathers various inputs in terms of transportation, 
accommodation, on-site services and ground handling arrangements and ‘packages’ them 
together and, in so doing, adds value to the customer. efficiencies in procurement, for 
instance, achieved through the use of buying in bulk can be passed on to the customer. 

KEY  CONCEPT  

There are clear linkages between value-adding activities, core competences, competences and 
resources: 

z Resources form the inputs to the organization’s value-adding activities. 
z Competences and core competences provide the skills and knowledge required to carry out the 

value-adding activities. 
z The more core competences can be integrated into value-adding activities, the greater the value 

added will be. 

3.7.2 The value-adding process 

Businesses can be regarded as systems that transform inputs (resources, materials, etc.) into out-
puts (goods and services). This is illustrated in Figure 3.4. 

The activities inside the organization add value to the inputs. The value of the products or services 
is equivalent to the price that a customer is willing to pay for them. The difference between the end 
value (payable by the customer) and the total costs is the margin (the quantity that accountants 
would refer to as the profit margin – before interest, taxation and extraordinary items). 

The rate at which value is added varies. If value is not being added as fast as it could be, waste is 
occurring and the organization is not operating as efficiently as it could be. 

For example: Poor quality, low utilization, underoccupancy and an underskilled workforce 
are all examples of waste. 

Increased added value can be achieved through reduction in costs or increasing the price the cus-
tomer pays for the output. 

3.7.3 The value chain 

Frameworks have increasingly been developed that purport to represent not merely a way of mea-
suring the success of an organization but go further in that they offer managers a ‘road map’ by 
which they can manage (Evans, 2012:223). One of the most widely used approaches – value chain 
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•Physical 
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•Skills and knowledge 

Outputs 
•Products and services 

Figure 3.4 a simplified schematic of the value-adding process 

analysis (Porter, 1985) – seeks to provide an understanding of how much value an organization’s 
activities add to its products and services compared to the costs of the resources used in their pro-
duction. In doing so, it seeks to help managers to understand how effectively and efficiently the 
activities of their organization are configured and coordinated. 

The activities of the organization can be broken down into a sequence of activities known as the 
value chain. Fleisher and Bensoussan (2003), in their useful book that describes various analytical 
frameworks, methods and techniques, devoted a whole chapter to a description and critique of value 
chain analysis. 

Although it has been applied widely in the manufacturing sector (and not so widely in a services 
context), several writers have discussed the model in THE settings, including Soteriades and Dimou 
(2011) and Rojas Bueno et al. (2020) in relation to the management of events; Sharma and Christie 
(2010) and Mitchell (2012) with regard to tourist destinations; and Ivanova and Ivanov (2015) with 
regard to the concept to hotels. Poon (1993) applied and adapted Porter’s value chain to the tourism 
industry (see Figure 3.5). 

The activities within the chain may be classified into primary activities and support activities: 

z Primary activities are those that directly add value to the final product.  
z Support activities do not directly add value themselves but indirectly add value by supporting the  

effective execution of primary activities. 

The nature of the primary activities and the way in which they can add value vary greatly between 
differing types of THE organization according to the organizational context. By contrast, the second-
ary activities are common in most organizational contexts. 
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Figure 3.5 the value chain
 

Source: poon (1993); adapted from porter (1985)
 

Tables 3.3 and 3.4 describe the primary and secondary activities respectively relating to THE and 
how they might add value. 

3.7.4 Analysis of the value chain 

An organization’s value chain links into the value chains of other organizations, particularly those of 
suppliers and distributors. Rarely does one organization alone control the whole of the value chain 
from product source to final customer, so how well the organization links with the value chain of 
other organizations is vitally important. This ‘chain’ of value chains is sometimes called the value  
system or total supply chain. Linkages with suppliers are known as upstream linkages, whereas those  
with distribution channels and customers are downstream linkages.  

The links in the value system are shown in Figure 3.6. Questions arise from examining the value  
system, such as:  

z Should activities be carried out within the organization or outsourced to others?  
z Which organizations might be the best to partner with?  
z Where do the risks lie if your organization is relying on value chains that it does not directly control?  

Different types of organization will have very different value chains. 

For example: The value chain of TUI group (a vertically integrated European tour 
operator) includes transportation of clients, arranging accommodation and retail, internet 
and mobile distribution. In a smaller tour operator such as the independent UK tour 
operator Sunvil (www.sunvil.co.uk), however, the position is somewhat different. In the 
case of Sunvil (which operates air holidays to Greece, Cyprus and other destinations), retail 
distribution and transportation are undertaken by other companies on a commercially 
agreed basis. Consequently, these aspects do not form a part of the company’s value chain 
but are important elements of the value system described above. Significantly, though, 
internet distribution allows both the large and smaller company described above to 
distribute directly to customers, thereby forming part of both companies’ value chains. 

https://www.sunvil.co.uk
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Table 3.3 primary activities 

activity Description examples of how value might be added 

transportation 
services 

services on site 

Wholesaling 
and packaging 

retail distribu
tion 

Marketing and 
sales 

transportation 
to and from the 
destination or 
event and at the 
destination or 
event 

services deliv
ered to visitors at 
their destination 
or event 

assembling 
or ‘packaging’ 
the product or 
service 

Distributing the 
product to the 
market 

Making the 
product available 
to the market 
and persuading 
people to buy 

• information provision 

• scheduling 

• gate operations 

• ticketing 

• baggage handling 

• passenger management 

• in flight/onboard services 

• reservations 

• route and yield management 

• equipment age and specification 

• timekeeping 

• repair and maintenance of accommodation and facilities 

• age and specification of accommodation and facilities 

• Quality of entertainment 

• added services provided; e.g., valet parking, excursions 

• accommodation and venue locations 

• Quality of company representatives 

• Commission and fee negotiations 

• product development 

• pricing 

• assembling, integrating and coordinating (‘packaging’) 
aspects of the product 

• retail locations 

• Choice of distribution channels 

• internet search optimization 

• Commission levels 

• Cost of sales 

• Client database management 

• Customer retention levels 

• brochure production and distribution 

• advertising 

• public relations 

• sales force management 

• Managing customer loyalty programs 

• point of sales materials 

• Developing the value of the brand 
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activity Description examples of how value might be added

Customer installation and • Customer complaint management
service after-sales sup- • Management and monitoring customer satisfaction

port
• speed of responsiveness

• Client advice

Source: adapted from poon (1993)

Table 3.4 secondary activities

activity Description examples of how value might be added

procurement purchasing, leasing • obtaining inputs at lower prices
or renting of services • better contract terms
and equipment

• obtaining bulk purchase discounts

• Working collaboratively with suppliers

technology and Developing and • Computer reservation systems
systems devel- implementing • internet applications
opment technology and sys-

• ‘real-time’ sales reportstems in support of 
primary activities • yield management applications

•  price discrimination between different customer 
segments

products and Developing new •  Developing new market segments
services devel- products, services •  Developing new products or enhancing existing 
opment and market oppor- products

tunities
•  Developing new destinations, new venues, new 

accommodation, etc.

•  Developing partnerships and alliances with suppliers 
and/or distributors

human resource recruitment, selec- •  Quality of employees and managers
management tion, training, reward •  employee empowerment

and motivation
•  teamwork

•  level of training

•  outsourcing selected activities

•  replacing human resources with technology

infrastructure general manage- •  speed and quality of decision making
ment, financial •  Costs of providing infrastructure
control and account-

•  Coherent and consistent standardsing, planning, legal 
affairs, quality •  efficient organizational structure
control •  Communicating effectively with workforce

 

 

Source: adapted from poon (1993)
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The Value System Distribution 
channel value BuyerSupplier Organization chains value chainsvalue chains value chain 

Figure 3.6 the value system 

Source: adapted from porter (1985) 

Similarly, not all of an organization’s activities are of equal importance in adding value to its prod-
ucts. Those that are of greatest importance can be considered as core activities and are often closely 
associated with core competences. 

For example: In an upscale hotel, clients are willing to pay premium prices because the 
level, type and consistency of customer service are of a high standard. Thus, this aspect may 
be of greatest importance in adding value, and the organization’s core competences could be 
concentrated in this area. Conversely, in a budget chain of hotels (such as the Holiday Inn 
Express and Ibis chains operating in many countries), offering value for money, consistent 
standards and many convenient locations are of greatest importance in delivering value. 

A further point to stress is the importance of linkages between the component parts of the model. 
In some cases, a key source of value-added activity might lie in how organizations link different 
aspects, as opposed to the aspects on their own. 

For example: For a tour operator, event manager or hotel operator, it is important that 
demand and supply be closely coordinated so that excess capacity that cannot be sold is 
avoided and so that there is enough supply to meet customer demand. This involves close 
linkages and coordination between the transportation, wholesaling and packaging, retail 
distribution and marketing and sales aspects. 

Analysis of value-adding activities helps to identify where the most value is added and where there 
is potential to add greater value by changing how activities are configured and by improving how 
they are coordinated. It is important to note that an organization’s value chain is not analyzed in 
isolation but that it is considered in conjunction with its external linkages to suppliers, distributors 
and customers. Table 3.5 Provides a classification of various internal and external linkages. 

A value chain analysis would be expected to include: 

z A breakdown of all activities of the organization 
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z Identification of core activities and their relationships to core competences and current organi-
zational strategies 

z Identification of the effectiveness and efficiency of the individual activities 
z Examination of linkages between activities for additional added value 
z Identification of blockages that reduce the organization’s competitive advantage 

A useful technique in value chain analysis involves comparison with the value chains of competitors 
to identify the benefits and drawbacks of alternative configurations. 

The aim of value chain analysis is to identify ways in which the performance of the individ-
ual activities and the linkages between them can be improved. This may involve identification 
of improved configurations for activities or improved coordination. It is particularly impor-
tant to consider the extent to which value chain activities support the current strategy of the 
organization. 

For example: If the current strategy is based on high quality, the activities must be 
configured to ensure high-quality products. On the other hand, if the organization competes 
largely on the basis of price, activities must be organized to minimize costs. 

3.7.5 Core activities, non-core activities and outsourcing 

An increasing trend in recent years has been for organizations to concentrate on core activities 
associated with core competences and to outsource activities that are not regarded as core to other 
organizations for which the activities are core. 

Table 3.5 Classification of internal and external linkages 

internal linkages external linkages 

type of activity example type of activity example 

primary – primary •  interdepartmen
tal coordination 

primary – support • Computer-based 
sales manage
ment systems 

support – support • training for new 
technologies 

links with suppliers – 
backward linkages 
(upstream) 

links with distributors – 
forward linkages 
(downstream) 

links with other com
panies at same stage 
of operations 

• tour operator linking 
with a hotel group 

• Festival organizer 
linking with transport 
and accommodation 
providers 

• tour operator securing 
‘racking agreement’ 
with a travel agency 
group for its brochures 

• hotel group working 
with destination man
agement organizations 

• airlines collaborating in 
some of their activities 
through the formation 
of strategic alliances 
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Outsourcing (which is also discussed in Chapter 14 in the context of internationalization) 
refers to the practice of a firm entrusting to an external entity the performance of an activity 
that was performed previously internally (Varadarajan, 2009) or is capable of being performed 
internally. 

The basic premise of the concept rests on a specialist organization being able to perform a particular 
service more efficiently than can be achieved internally by an organization ( Jennings, 1997; Quinn, 
2000). This may be because a specialist organization has inherent advantages in delivering a service 
such as larger-scale operations leading to economies of scale, superior technology, superior manage-
ment skills or operating in a country with lower labor costs. 

Outsourcing has become a popular strategic option in parts of THE. It has become particularly 
prevalent among airline and hotel operators. See, for example, Lam and Han (2005), Bolat and 
Yılmaz (2009), Gonzalez et al. (2011), Espino-Rodríguez and Ramírez-Fierro (2018) and Elhoushy 
et al. (2020) in relation to hotels; Rieple and Helm (2008) and M. A. Abdullah and Satar (2018) in 
relation to aviation; and, in relation to outsourcing festivals and event management from the public 
to private or PPPs, see Andersson and Getz (2009) and Getz (2009). 

For example: British Airways has outsourced some of its accounting and information 
technology functions to external suppliers, and several airlines, such as American Airlines, 
United Airlines and Cathay Pacific, have sold what they regarded as non-core divisions 
such as their repair shops and subcontract maintenance, in some cases to a joint venture. 
By contrast, some airlines, such as Delta and Lufthansa, are increasingly building on their 
existing capabilities in the maintenance function and offering this facility to other carriers 
(Rieple and Helm, 2008). 

Outsourcing has become common in many types of organizations in recent years, but the nature 
of hotel operations means that hotels are particularly suited to outsourcing activities. Indeed, 
outsourcing can be viewed as the norm for hotel operations. Wood (1999:2) described outsourc-
ing as ‘part of the fabric of hotel operations’. Hotel outsourcing has attracted quite a large aca-
demic literature (reviewed by Gonzalez et al., 2011). In examining the particular factors leading 
to hotels opting for outsourcing Lamminmaki (2011) identified the broad range of activities 
undertaken, the high labor content associated with many hotel activities and the volatile nature 
of demand for a hotel’s services as significant factors. Some examples of tasks in the hospital-
ity industry that are sometimes outsourced to other companies include laundry, pool, grounds 
and building maintenance, housekeeping, foodservice, information technology, reservations and 
financial services. 

There are certain advantages to outsourcing in that staffing flexibility can be achieved, specialist 
expertise is brought into the organization and managers are able to focus on so-called core activi-
ties. There are, however, potential difficulties to consider in that it may be more difficult to maintain 
customer service standards (when staff are not directly employed by your organization) and thus 
the organization’s culture might be jeopardized. In a study of Shanghai hotels, for example, Lam 
and Han (2005) found that outsourcing is not always successful. The authors pointed to China’s 
outsourcing market as being immature in that the inadequacy of the legal framework is a hindrance 
to the adoption of outsourcing. Furthermore, the compatibility between the corporate cultures of 
the hotels and the outsourcing vendors is critical. 

The advantages of outsourcing also explain why local and central government agencies around the 
world are often putting responsibility for tourism, including organizing festivals and events and 
destination management and promotion organizations, into the hands of private sector providers or 
into PPPs run at arms-length from parent bodies. This aspect of outsourcing was explored by Ander-
sson and Getz (2009) and Getz (2009). 
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Outsourcing: the airline industry 

over the last 25 years, this sector has been characterized by poor financial performance and 
returns that would be, according to the uK’s Civil aviation authority (2006), ‘unsustainable’ 
in most industries. Consequently, airlines have been under enormous pressure to find ways 
of cutting costs and maximizing revenues to ensure survival. 

one study of outsourcing in the industry focused on major international full-service, legacy 
(i.e., formed prior to the industry’s deregulation that occurred throughout the 1980s) air
lines that are broadly comparable in the customer segments they serve, as well as in their 
operational requirements, 

the study focused on four aspects of activity (termed functions by the authors) that are com
monly considered for outsourcing in the industry. the study found that, though examples 
of outsourcing activities in their entirety are rare (and there is differential practice between 
the airlines), examples of partial outsourcing were common in the sample investigated. the 
results are shown table 3.6. 

Table 3.6 outsourcing: the airline industry 

airline function air 
France 

british 
airways 

american 
airlines 

united 
airlines 

Cathay 
pacific 

Qantas sas 

plane acquisition and 
ownership 

b b b b b b b 

engineering and aircraft 
maintenance 

a a b b b a b 

Customer sales and 
ticketing 

b b b b b b b 

in-flight catering C b D a a a D 

Corporate identity and 
brand management 

b b b b b b b 

Notes: 

a – undertaken wholly in-house or by wholly owned division or subsidiary 
b – partly undertaken in-house or by wholly owned subsidiary, partly outsourced 
C – Wholly outsourced to partly owned subsidiary or joint venture 
D – Wholly outsourced to an external supplier 

Source: adapted from rieple and helm (2008) 

Questions 

1. What do you consider the motivations for outsourcing to be in the airline industry? 

2. What factors might prevent outsourcing being developed more widely in THE contexts? 

3 .4  SHORT  CASE  I LLUSTRAT ION 
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The combination of complementary core competences (achieved through outsourcing) adds to the 
competitive advantage of all collaborating companies and organizations. Value chain analysis should 
therefore also seek to identify where outsourcing might potentially add greater value than perform-
ing the activity in-house. 

	z explain the idea of the business as a value chain. 

	z explain the relationships between primary and secondary activities. 

	z What is meant by blockages and linkages in the value chain? 

	z explain with an example from THE what is meant by the value system. 

	z provide an example of a core competence in a THE organization you are familiar with. 

	z Describe and distinguish between the three conceptual approaches to strategic man
agement that have been introduced in this text. 

TH INK POINTS  

3.8 The Profit Impact of Market Strategy 
The Profit Impact of Market Strategy study is a major long-running study that was initiated in the 
1970s by senior managers working at the American General Electric Company who wanted to know 
why some of their business units were more profitable than the others. The study, which has been 
administered by the American Strategic Planning Institute since 1975, has developed into a major 
database that is founded on examining thousands of companies in many industries. 

One of the key findings in examining the data is that a primary determinant of profitability is market 
share (Buzzell, 2004), and the relationship was examined and summarized in detail by Uslay et al. 
(2010). The link that data appears to establish is certainly important in that several strategic man-
agement techniques that have been developed subsequently (such as the Boston Consultancy Group 
Matrix; see Chapter 6) apply the logic in their analyses. 

However, other researchers have maintained that the relationship between profitability and market 
share has been exaggerated (Szymanski et al., 1993). Other researchers have also questioned the 
findings in relation to service companies in particular and concluded that customer loyalty is a more 
important determinant of profit in these companies (Reichheld and Sasser, 1990). Farris and Moore 
(2004) provided an overview of the project and assessed its contribution to strategy. 

3.9 The service profit chain 
Over the past two decades, the theory and practice of service quality and value has received consider-
able attention from academics and practitioners alike (Hu et al., 2009). Value has been defined accord-
ing to the SERVQUAL framework developed by Zeithhaml et al. (1990:20). Value is viewed as ‘the per-
ceived service quality received relative to the service quality delivered, all of which is relative to price’. 

During the 1990s, an alternative framework was introduced by a team of researchers at Harvard 
University: the service profit chain (Heskett et al., 1994; see also Heskett and Sasser, 2010). The 
framework assesses the sources of profitability and growth in labor-dominated service firms. Such 
companies are defined as those service companies where labor is both an important component of 
total cost and capable of differentiating the firm’s service from that of its competitors. 
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The service profit chain 

the service profit chain hypothesizes that: 

profit (in a for-profit organization) or other measures of success (in for-profit organi
zation or not-for-profit organizations) results from customer loyalty generated by 
customer satisfaction, which is a function of value delivered to customers. value for 
customers in turn results from employee loyalty and satisfaction, which is directly 
related to the internal quality (or value) created for employees. 

(heskett et al., 1994:165) 

DEF IN IT ION/QUOTAT ION 

The service profit chain builds on the doubts raised over the veracity of the Profit Impact of Market Strategy  
survey in service settings in that it establishes links between profitability, customer loyalty and employees’  
satisfaction, loyalty and productivity. The links in the chain (Heskett et al., 1994) are as follows:  

z Profit and growth are stimulated primarily by customer loyalty.  
z Customer loyalty is a direct result of customer satisfaction.  
z Customer satisfaction is largely influenced by the value of services provided to customers.  
z Value is created by satisfied, loyal and productive employees.  
z Employee satisfaction results primarily from high-quality support services and policies that  

enable employees to deliver results to customers. 

The purpose of the service profit chain is to provide managers with a framework to help them 
manage such companies by enabling them to focus on (predominantly) quantifiable measures that 
lead to financial performance measures (Hallowell and Schlesinger, 2000) and, as such, is similar 
to the ‘balanced scorecard’ approach to strategy developed by Kaplan and Norton (2001). However, 
focusing as it does on the service delivery aspects of performance, the model is useful but does not 
represent a holistic approach to managing service-based organizations (Evans, 2012). 

The service profit chain (shown in Figure 3.7) emphasizes the following three factors as key drivers 
of profitability and revenue growth: 

z The roles of employees internal to the organization 
z The way in which services are delivered 
z The targeting of marketing to customers’ needs 

Thus, the ways in which the organization effectively utilizes its human resources and the ways in 
which it positions its products so that they appeal to particular target markets are two of the most 
important aspects of an organization’s competitive strategy. 

A number of authors have discussed the application of the service profit chain in a THE context, 
such as Bouranta et al. (2009) in relation to hotels and R. B. Abdullah et al. (2011) and Kim (2014) 
in relation to the Malaysian and Korean hospitality sectors, respectively. Prentice et al. (2017) and 
Solnet et al. (2018) related the concept to casinos and restaurants. O’Cass and Sok (2015) applied 
the concept to tourism firms, and Dodds (2007), adopting a case study approach, related how the 
concept has been applied to US low-cost airline Jet Blue. 



P
ar

t 
2

ANALYZING THE INTERNAL ENVIRONMENT

 

 

 

 
 

  

 
 
 
 
 

 
 
 
 

 

 
 

124 

Loyalty 

Productivity 
& output
quality 

Service 
quality Capability 

Satisfaction 

Service 
value 

Satisfaction Loyalty 

Revenue 
growth 

Profitability 

EMPLOYEES 
Operating Strategy &

Service Delivery System 

Workplace design 
Job design/decision making latitude 
Rewards & recognition 
Information & communication 
Adequate ‘tools’ to serve customers 

Service 
Concept 

Quality 
& productivity 

Yield 
improvements 
Higher service 
quality 
Lower cost 

CUSTOMERS 

Target Market 

Attractive Value 

Service designed & 
delivered to meet targeted 
customers’ needs 

Lifetime Value 
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Repeat business 
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Figure 3.7 the service profit chain 

Source: adapted from heskett et al. (1994) 

3.10 Service-dominant logic 
The implication of the work of Heskett et al. (1994) and the issues discussed in previous chapters is 
that organizations providing THE services are ‘different’ from other organizations and that lessons 
derived mainly from studying manufacturing companies might have to be modified in a services setting. 

The provision of services, after all, represents the dominant portion of most developed economies but 
traditionally has received less academic attention than manufacturing. Perhaps this is partly owing to 
the difficulties involved in identifying, measuring and assessing the provision of the largely intangible 
products that services represent. The differences inherent in services apply to THE organizations as 
with others working in a services setting and, indeed (as argued in the previous chapter), there are 
some characteristics that, if not unique, are certainly of particular relevance to THE organizations. 

This perceived need to study services in a different way has found a strong voice since the early 
years of this century through the development of a strong strand of academic thought termed service-
dominant logic and the developing field of services science. 

In particular, the intangibility and perishability of services have significant managerial implications 
and suggest that the ‘soft service’ provider has to be available in full from the start of the operation 
(Blomstermo et al. 2006; Sanchez-Peinado et al., 2007). Because the consumer and producer have to 
be in the same place at the same time, it can be theorized that they have a joint role in producing value. 
This value co-creation process of the organization and the consumer in tourism (Shaw et al., 2011; Har-
ris, 2012; Cabiddu et al., 2013) provides the underlying logic for the service-dominant logic paradigm. 

The first article on what has become known as service-dominant (S-D) logic appeared in 2004 (Vargo 
and Lusch, 2004) and has since been cited almost 20,000 times. Many subsequent articles (by these 
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authors and others) have followed. In recent years, a growing literature has emerged applying the con-
cept in THE settings (see, for example, Li and Petrick, 2008; Shaw et al., 2011; FitzPatrick et al., 2013; 
D. Wang et al., 2013; Blazquez-Resino et al., 2015; Evans, 2016; Rather et al., 2019; Font et al., 2021). 

S-D logic has not been universally accepted. It has been argued and subsequently refuted (Lusch and 
Vargo, 2011), that S-D logic is a backward step and, specifically, it has been suggested that it ‘is neither 
logically sound nor a perspective to displace others in marketing’ (O’Shaughnessy and O’Shaughnessy, 
2009:784). Others, though accepting the thrust of its logic, also noted its limitations. Campbell et al. 
(2013), for example, noted that S-D logic makes a useful contribution to the understanding of value, 
value co-creation and the consumer but also pointed to its limitations in that it does not represent a 
holistic theory of resources; that is, its logic is merely a way of framing the world. 

At the center of Vargo and Lusch’s (2008) proposition is a change in the dominant logic of market-
ing from exchanges of goods to service provision. Specifically, as Li and Petrick (2008) pointed out 
in relation to tourism, this logic focuses on: 

z Intangible rather than tangible resources 
z Co-creation of value rather than embedded value 
z Relationships rather than transactions 

	z explain the concept of the service profit chain and its relevance to THE organizations. 

	z explain what is meant by service-dominant logic. 

	z explain how service-dominant logic might be applied to THE contexts. 

	z provide an example of a core competence in a THE organization you are familiar with. 

	z Describe and distinguish between the three conceptual approaches to strategic man
agement that have been introduced in this text. 

TH INK POINTS  

Vargo and Lusch (2004) argued that service marketing (and strategy) was built on the same 
goods- and manufacturing-based model as the marketing of goods and called this perspective 
‘goods-dominant’ (G-D) logic. G-D logic suggests that the firm ‘produces’ value and that customers 
are outside the process of value creation and, as such, constitute operand resources; that is, resources 
on which an operation or act is performed to produce benefit for the producing firm. Operand 
resources can be contrasted with operant resources; that is, resources capable of causing benefit by 
directly acting on other resources, either operand or operant, to create benefit for consumers. 

Service-dominant logic 

s-D logic is captured in ten foundational premises (vargo and lusch, 2008). the central 
tenet of s-D logic is that service is the fundamental basis of exchange. that is, service is 

KEY  CONCEPT  
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exchanged for service. the essential elements of s-D logic thus begin with the definition 
of service: the process of using one’s competences (knowledge and skills) for the benefit 
of another party. 

perhaps the second most important tenet of s-D logic is found in its conceptualizations of 
value and value creation. in g-D logic, value is a property of goods and is created by the firm 
and distributed to ‘consumers’, who destroy (consume) it. in s-D logic, the firm cannot cre
ate value but can only offer value propositions and then collaboratively create value with the 
beneficiary. thus, the service provided (directly or through a good) is only input into the value 
creation activities of the customer. thus, value creation is always a collaborative and interac
tive process that takes place in the context of a unique set of multiple exchange relationships, 
somewhat tacitly and indirectly so, especially when service is provided through goods. 

Source: vargo (2009) 

The transition from a G-D logic mindset to one embodying S-D logic is important in that it repre-
sents an underscoring of the propositions that Vargo and Lusch (2004) developed and that define 
S-D logic. The need for such a paradigm change also reflects the change from a manufacturing 
orientation to a service-dominated economic model in most developed and many developing econo-
mies. For individual organizations, including those involved in THE, the shift (in mindset) implies 
a reframing of the whole purpose of the enterprise and its collaborative role in value creation. The 
principal tenets of a transition from G-D logic to a S-D logic are summarized in Table 3.7. 

Table 3.7 the transition from g-D logic to s-D logic 

goods-dominant logic service-dominant logic Comments 

Making something 
(goods or services) 

value as something 
that is produced 

Customers as isolated 
entities 

Firm resources primar
ily as ‘operand’ 

Customers as targets 

primacy of efficiency 

assisting customers in 
their own value creation 
processes 

value as something that 
is co-created 

Customers in the context 
of their own networks 

Firm resources primarily 
as ‘operant’ 

Customers as resources 

efficiency through effec
tiveness 

From thinking about the purpose of firm 
activity as making something (goods or 
services) to a process of assisting customers 
in their own value creation processes 

From thinking about value as something 
produced and sold to thinking about value 
as something co-created with the customer 
and other value creation partners 

From thinking of customers as isolated enti
ties to understanding them in the context 
of their own networks 

From thinking of firm resources primarily as 
operand – tangible resources such as raw 
materials – to operant – usually intangible 
resources such as knowledge and skills 

From thinking of customers as targets to 
thinking of customers as resources 

From making efficiency primary to delivering 
increased efficiency through effectiveness 

Source: adapted from vargo and lusch (2008) 
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3.10.1 S-D logic and co-creation of value 

Thus, importantly, S-D Logic implies a shift of emphasis from the producer producing outputs for 
consumption toward a process whereby value is created collaboratively as a co-creation between the 
parties involved. 

Co-creation of value 

Co-creation has been defined as: 

the joint creation of value by the company and the customer; allowing the customer to 
co-construct the service experience to suit their context. 

(prahalad and ramaswamy, 2004:8) 

DEF IN IT ION/QUOTAT ION 

There are important implications that flow from this notion of co-creation of value: 

z It suggests that value can only be determined following an offering of a service in that experience 
and perception are essential to value determination (Lusch et al., 2007). In this way, organiza-
tions cannot in themselves create value (because it is co-determined) but can only offer value 
propositions. 

z If service is viewed as a process whereby it is provided for and in conjunction with another party, 
to obtain a reciprocal benefit, it becomes the fundamental purpose of economic exchange. That 
is, service is exchanged for service. In some cases goods are involved in this process (which can 
serve to mask the underlying service provided), but it is the competences (knowledge and skills) 
of the providers that are applied that represent the essential source of value created. 

This represents a shift in thinking from the traditional ‘firm-centric’ view of value creation, in 
which the firm controls the value chain for its products, which it then delivers to consumers, to 
a ‘customer-centric’ view, in which the customer becomes part of the value creationg process and 
customers start to manage their own value chains. In this way, the economy is developing into a 
‘networked’ economy instead of the traditional hierarchical structure. Co-creation of value has been 
widely adapted and applied in THE contexts. See, for example, Cabiddu et al. (2013), Assiouras et al. 
(2019), Kallmuenzer et al. (2020), Font et al. (2021), Wallace and Michopoulou (2021) and Solakis 
et al. (2022). 

For example: Buhalis and Sinarta (2019) argued that the experiential and dynamic 
nature of THE leads to an increasing expectation of focusing service offerings to consumer 
needs using contextualized and highly personalized service and engagement online. The 
authors studied real-time interaction between brands and consumers, a case study of 
Marriott Hotels’ ‘MLive’ real-time social marketing initiative and a number of additional 
case studies. The findings suggest that the integration of real-time consumer intelligence, 
dynamic ‘big data mining’ (which focuses on extracting value by identifying patterns 
hidden in vast data sets), artificial intelligence and contextualization can inform service 
offerings to empower co-creation and enhance competitiveness for THE organizations. 

It follows (from the discussion above) that transitioning from a G-D Logic mindset to one embody-
ing S-D logic and involving co-creation of value can be regarded as an important initial step in the 
process of achieving competitive advantage for managers involved in leading THE organizations. 
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To work in this co-created networked economy successfully, Prahalad and Ramaswamy (2004) 
argued that companies need to develop a range of capabilities to successfully work with customers 
to deliver technology-enabled co-created platforms (Mazur and Zaborek, 2014).

The four main building blocks or groups of competences that companies should develop to effectively 
engage in value co-creation with customers are dialogue, access, risk assessment and transparency, 
which taken together form the DART acronym and represents a model that has been widely followed.

z Dialogue – represents interactivity between two equal problem solvers, eager to act together and 
learn

z Access – implies facilitating co-creation by offering the right tools for communication between 
customers and suppliers and also entails those marketing solutions that result in increased free-
dom of choice for customers

z Risk assessment – refers to the customers’ right to be fully informed about the risks they face from 
accepting the value proposition

z Transparency – represents a retreat from the information asymmetry usually apparent between the 
customer and supplier and practicing the openness of information

Value co-creation is illustrated by the case of Airbnb in the following Short Case Illustration.

Co-creation of value at Airbnb

Airbnb is an online community marketplace facilitating short-term rentals. Its phenomenal 
global success has enabled homeowners to benefit from their most valuable asset and for 
travelers to find well-located accommodation while comparing the value of competing 
offerings.

Airbnb and other ‘peer-to-peer’ short-term rental companies represent part of the broader 
‘sharing economy’ (also sometimes called collaborative consumption; Guttentag and Smith, 
2017). The sharing economy has been defined ‘as consumers granting each other tempo-
rary access to underutilized physical assets (“idle capacity”), possibly for money’ (Frenken 
and Schor, 2017:4).

In the sharing economy, consumers can be viewed as co-creators of value and have the 
potential to become entrepreneurs by dealing with their assets like solar energy, cars and, 
in the Airbnb context, renting out their houses and apartments (Oskam and Boswijk, 2016). 
This represents a shift in thinking from the traditional ‘firm-centric’ view of value creation, 
in which the firm controls the value chain for its products, which it then delivers to consum-
ers, to a ‘customer-centric’ view in which the customer becomes part of the value creation 
process and customers start to manage their own value chains. In this way, the economy is 
developing into a networked economy instead of the traditional hierarchical structure.

3 .5  SHORT  CASE  I LLUSTRAT ION 

Small business focus
Although large, powerful, diversified international organizations are emerging, in many countries 
THE is characterized by a large proportion of SMEs. In these organizations, family and private 
ownership are common and market entry is encouraged by relatively low barriers to entry (Getz 
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and Carlsen, 2000). However, SME providers have to cope with competitive disadvantages, which, 
according to Zehrer (2009), include: 

z Poor economies of scale and scope 
z Minimal potential for diversification and innovation 
z Inadequate information about the market 
z Limited access to capital markets 
z High debt-to-capital ratios 

Adding to this list in a THE context, Abou-Shouk et al. (2012) pointed out that SMEs, particularly 
in developing countries, are regarded as slow adopters of technology. Notwithstanding the disad-
vantages identified, however, SMEs also possess certain potential advantages that can in certain 
circumstances be developed into core competences and provide sources of competitive advantage. 
Clearly, smaller organizations are likely to be able to react more quickly to market changes and offer 
services more flexibly than larger organizations, which have to consider wider implications and 
where decision making is often more centralized and consequently slower. 

SMEs can also compete on more favorable terms by collaborating with each other or with suppliers 
and distributors, through networking and formation of marketing alliances and joint ventures; in 
other words, making use not only of their own value chains but utilizing the value system. 

For example: In the UK, for example, over 120 smaller tour operators collaborate in 
joint marketing and distribution through the AITO to compete effectively with the large, 
internationally diversified tour operator companies such as TUI and Jet2. 

Independent hotel owners have also long worked collaboratively in consortia to compete effectively. 
A hotel consortium can be defined as ‘a grouping of predominantly single, independently owned 
hotels that share corporate costs, such as marketing while retaining independence of ownership 
and operation’ (Morrison and Harrison, 1998:351). Fyall and Garrod (2005) categorized five types 
of consortia ranging from involvement as part of a reservations system to full involvement with all 
marketing and purchasing aspects of the business. 

Examples of hotel consortia include: 

z Best Western – founded in 1946, based in Phoenix, Arizona, USA, it and has over 4,000 member 
hotels in over 80 countries, each one independently owned and managed (www.bestwestern.com). 

z HotelREZ – established in 2004, the UK-based consortium is a global representation company 
providing hotel distribution and internet distribution, revenue and marketing support to over 
2,500 independent hotels and small groups of hotels in over 100 countries (www.hotelrez.net). 

z Relais et Chateaux – established in France in 1954, the consortium represents almost 600 individu-
ally owned and operated luxury hotels and restaurants in about 68 countries (www.relaischa-
teaux.com). 

z Small Luxury Hotels of the World – created in 1991 as the result of a merger between Prestige Hotels 
Europe and Small Luxury Hotels and Resorts of North America, the two groups combined to 
represent the collective interests of luxurious, independent hotels and resorts around the world. 
Based in London, the consortium has over 520 members in 80 countries (www.slh.com). 

z The Leading Hotels of the World – founded in 1928, it is a consortium of more than 400 luxury hotels 
and resorts in over 90 countries. It is a German-owned company but headquartered in New York 
City and maintains offices in 20 cities worldwide (www.lhw.com). 

https://www.relaischateaux.com
https://www.relaischateaux.com
https://www.bestwestern.com
https://www.hotelrez.net
https://www.slh.com
https://www.lhw.com
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z World Hotels – established in 1970, represents over 250 upscale independently owned hotels 
worldwide with reservations, marketing and revenue management support. As a subsidiary of 
Best Western, the group is based in Phoenix (www.worldhotels.com). 

z Your Hotel Worldwide – established in Sweden in 1999, it represents some 90 independently owned 
hotels in Scandinavia and the UK (www.yourhotelsworldwide.net). 

The adoption of a so-called service orientation by service businesses has become of increasing inter-
est in recent years as a crucial factor in the enhancement of profit, growth, customer satisfaction, 
customer loyalty and employee satisfaction. In general terms, a service orientation is an organiza-
tional predisposition that encourages a distinctive approach to all aspects of the consumer market 
(Zehrer, 2009). The service orientation is extended in the service-dominant logic conceptualization 
originally proposed by Vargo and Lusch (2004). More specifically, Grönroos (1990) suggested six 
principles of services management that can be said to represent an organizational commitment to 
what would now be called a ‘service orientation’. 

These principles include the notion that decision making has to be decentralized as close as possible 
to the interface between organization and customer. Given their scale, SMEs should be in a more 
favored position to expedite decision making in a more customer-focused, responsive and flexible 
manner in comparison with larger competitors. 

CHAPTER SUMMARY 

Internal analysis centers on the identification of the organization’s potential for generating com-
petitive advantage. It is recognized that no two organizations are the same and, consequently, their 
operations will vary considerably. Thus, this chapter has been concerned with the underlying prin-
ciples involved in how organizations arrange their operations, rather than the detail of the opera-
tions themselves. 

This chapter was concerned with the way in which THE organizations try to configure and coordi-
nate their operational resources and processes in such a way that they add value and, in so doing, 
achieve an advantage over competitors – competitive advantage. It is very important in the strategy 
process for organizations to have a good understanding of the resources they have available to them 
and how these are used to create value. Some THE organizations are better at doing this than others 
by utilizing resources efficiently, achieving core competences and applying them in markets to gain 
a competitive advantage. 

This chapter has focused on the analysis of resources, competences, core competences, the value 
chain and the service profit chain. Core competences and the configuration and coordination of 
value-adding activities have been identified as primary sources of competitive advantage. It is impor-
tant to examine the links between current strategies, core competences and core activities in the 
value chain because these are where the major potential for competitive advantage lies. Similarly, 
it is important to examine other resources, competences and activities to identify the potential for 
building new core competences and core activities. The analysis also helps to identify opportunities 
for efficiency gains by reconfiguring activities and by improving their integration to remove block-
ages from the system. This analysis allows a business to consider the potential of collaboration with 
suppliers, distributors and customers to improve performance. 

The service profit chain provides a focus for analysis specifically for service-based organizations. This 
technique focuses particularly on the human aspects of service delivery and can be used together 
with value chain analysis or as an alternative. It is from all of this analysis that many of the ele-
ments of future strategy can be identified. In recent years, the academic literature has focused on a 

https://www.worldhotels.com
https://www.yourhotelsworldwide.net
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relatively new strand of thought – service-dominant logic. S-D logic attempts to distinguish between 
marketing and strategy in services as opposed to manufacturing and incorporates the notion of con-
sumers being involved in the value creation process through co-creation of value. 
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4 
Tourism, hospitality and 
event organizations – the 
human resources context 

Introduction and chapter overview 
This chapter continues the internal analysis of organizations in examining one of the functional 
areas that organizations are often divided into – the human context. The subsequent chapters will 
examine the other functional areas, namely, finance (Chapter 5) and marketing (Chapter 6). 

Human resources are one of the key resource inputs to any organizational process. THE sectors are 
often said to be labor intensive (as opposed to capital intensive) in their orientation, which places an 
even greater reliance on the management of human resources. A thorough analysis of this resource 
is an important part of strategic analysis, and this chapter explains the resource audit – one of the 
most widely used tools for this purpose. 

Closely linked to the human resource is the issue of an organization’s ‘personality’ or ‘culture’. We define 
culture and then go on to explain its importance to an organization. The cultural web is discussed – a 
model used to explain how the features of culture determine the organization’s paradigm. Finally, we 
discuss three cultural typologies that provide frameworks for analyzing culture in organizations. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z Define and explain the importance of human resources to THE organizations 
z Explain the employment and working conditions in THE organizations 

Doi: 10.4324/9781003318613-6 

https://doi.org/10.4324/9781003318613-6
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z Explain the importance of the guest–employee encounter to THE organizations 
z Explain the linkages between service quality and human resources 
z Explain the purpose of a human resource audit 
z Describe what a human resource gap is 
z Explain what a human resource audit contains and what it can be used for 
z Describe human resource benchmarking 
z Explain what a CSF is and how human resources can be CSFs 
z Define culture; explain its determinants and why it is important 
z Explain the components of the cultural web and the nature of paradigms 
z Describe and apply three typologies of cultural types 

4.1 The importance of human resources in THE 
The sectors of THE are labor-intensive service sectors in which the human factor is often the key 
differentiator between different competing organizations (Evans, 2012). Employees (or groups of 
employees) are often critical to an organization’s strategic success and thus represent what is often 
referred to in the literature as a critical success factor (CSF). 

People are an important resource to most organizations, but in service-based organizations in partic-
ular, it is often the human resources (i.e., people) that represent the key factor in delivering success-
ful performance. In contrast to most other industries, the products in THE are service experiences 
‘which are mostly intangible and highly dependent on face-to-face interactions between employees 
and customers’ (Madera et al., 2017:48). Therefore, few people would reject the proposition that 
the human element in THE organizations is critical for service quality, customer satisfaction and 
loyalty, competitive advantage and organizational performance (Kusluvan et al., 2010). 

Similarly, Baum (1997) considered the experience of the guest or consumer within the tourism 
industry to be both highly intense and intimate in a way rarely replicated in other service industries. 
Furthermore, their interactive experience is commonly with front-line staff, who generally are those 
who have the lowest status, are the least highly trained and are the poorest paid employees. 

Thus, the consideration of human resource issues is vital to the successful implementation of strat-
egy in most organizations operating in THE contexts. As with the other functional areas of organiza-
tions we consider in subsequent chapters (finance and marketing), we are most interested in the key 
areas of human resource management because they have an impact on the successful formulation 
and implementation of strategy. 

However, it is important to note that in studying strategy we are less interested in the myriad detailed 
human resource issues that may occur in any organization but instead are interested in the broad 
principles relating to human resources that should guide the organization. These issues are covered in 
detail elsewhere. See, for example, Kusluvan et al. (2010), Mullins and Dossor (2013), Nickson (2013), 
Riley (2014), Van der Wagen and White (2014), Baum (2015), Hayes and Ninemeier (2016), Madera 
et al. (2017), Burke and Hughes (2018), Boella and Goss-Turner (2019) and Baum and Ndiuini (2020). 

Given the labor intensity of most THE organizations and the centrality of human resources to com-
mercial success, it is unsurprising that issues related to this field have received a considerable degree 
of academic attention in THE literature in recent years (see reviews by García-Lillo et al., 2018; Pelit 
and Katircioglu, 2022). In the context of tourism and hospitality, the extensive literature relating to 
the management of human resource issues is very much interwoven with hospitality, often being 
viewed as a constituent component of tourism (or vice versa). Both sectors often share similar 
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characteristics when employing staff, and many of these characteristics are shared also by the events 
sector. These issues are considered in the next section. 

The events sector, though sharing many characteristics with tourism and hospitality, highlights 
some of the issues, as follows: 

z Work is usually geared toward a particular a point in time when the events are taking place (or the event 
may be repeated at regular or irregular intervals). This facet of events often gives rise to job inse-
curity and relatively poor working conditions, as pressure builds before and during the event and 
relatively high recruitment costs. However, as Bowdin et al. (2012) pointed out, if an event seeks 
to grow in size and attendance, each time it is repeated, a human resource strategy (as part of an 
overall strategy) is essential to support increased staff recruitment and to support additional and 
probably more sophisticated training. 

z Event teams highlight heterogeneity (Muskat and Mair, 2020), because a variety of different values, 
beliefs and needs of employees and volunteers are exhibited. The heterogeneity makes motiva-
tional factors and subsequently job experiences and job satisfaction complex to manage. 

z Volunteers often form an important part of the workforce and, indeed, many events such as the 
2012 London Olympic Games would not be feasible without the involvement of a large-scale 
volunteer workforce. Recruiting, managing, motivating and controlling such a workforce present 
certain challenges when the normal authority engendered by the employee–employer relation-
ship underpinned by payments and contracts does not exist (see, for example, Qi et al., 2018; 
Hawkins and Bonney, 2019; Holmes et al., 2021). 

z Staff numbers often have to quickly expand and then contract. Hanlon and Jago (2004) developed the 
concept of the ‘pulsating’ organization to describe many organizations in the events sector. Many 
such organizations have to grow quickly as the event approaches, take on additional staff for the 
event itself and then quickly contract when the event finishes. 

The factors outlined above give rise to specific challenges for managers in the events sector (Bowdin 
et al., 2012). These challenges might include: 

z Obtaining paid staff of the right caliber given the short-term nature of the employment offered 
z Working to short timescales to hire and select staff and to implement effective staff training 
z Quickly shedding staff after the event 

If volunteers are part of the workforce, specific challenges include sourcing sufficient volunteers, 
quality control, asserting management control, integration and cooperation with paid employees 
and motivation and training. 

The Australian Open championships provides an illustration of some of the human resource chal-
lenges encountered in managing an annual sporting event. 

A ‘pulsating’ organization: the Australian Open tennis championships 

the australian open tennis championships, together with the French and us open and 
Wimbledon (uK), represents one of the four major titles on the world professional tennis 
circuit – the so-called grand slams. the event, held in Melbourne in January each year, 

4 .1  SHORT  CASE  I LLUSTRAT ION 
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provides an illustration of a ‘pulsating’ organization, a concept developed by hanlon and 
Jago (2004) and subsequently adopted by other authors in the field (Carlsson-Wall et al., 
2017; skille et al., 2020). 

Deery (2009) described the 2008 event, which employed some 4,500 staff, including 319 
ball kids, 365 umpires, 195 courtesy car drivers and 45 statisticians. Most of these staff are, 
however, only needed during the 2-week event itself. Many of the staff work at the champi
onships year after year, but others have to be recruited annually, with the recruiting process 
for the next event commencing shortly after the conclusion of the current year’s event. 
Many volunteers as well as paid staff are employed, and rewards include access to available 
seats, free meals, uniforms and some free transport, as well as pay. 

Questions 

1. Why might the australian open be described as a ‘pulsating’ organization? 

2. What would you consider the human resource challenges for managers in this case? 

The general literature relating to human resources in THE contexts is supplemented by numerous 
studies considering human resource issues in particular THE contexts and geographical settings. 

For example: There are many human resource challenges facing China’s hotel and tourism 
industry. It has been argued that the key issues in this context are the lack of qualified staff 
at both operational and managerial levels, high staff turnover rates, the unwillingness of 
university graduates to enter the industry and the gap between what is taught in schools 
and colleges and the realities of the industry itself (Zhang and Wu, 2004). Furthermore, 
Liu and Wall (2005) pointed out that the provision of education and training has 
concentrated primarily on the preparation of hospitality personnel for large enterprises 
to the relative neglect of the requirements of smaller operators and the stimulation of 
indigenous entrepreneurship. 

4.2 Employment and working conditions in THE 
THE represents a sizable proportion of worldwide employment, and though comparisons are dif-
ficult, it is likely that these sectors employ more than the automotive industry but slightly less than 
education, and employment opportunities are continuing to increase. 

The WTTC (2021) estimated that when the wider impacts of the industry are taken into account, in 
terms of the supply chain, investment and consumer spending, travel and tourism was estimated to 
support over 334 million jobs – over 10% of all jobs. It had also been growing significantly, with one 
in four jobs created between 2014 and 2019 accounted for by travel and tourism. 

However, the COVID-19 pandemic had a devastating effect, with 62 million jobs lost, leaving just 
272 million employed across the sector globally in 2021 (WTTC, 2021). This decrease was felt 
across parts of the industry, with SMEs, which make up 80% of all global businesses in the sector, 
being particularly affected. 

Importantly, it is not only the size of the workforce that is distinctive but also its composition. The 
human resources that make up the workforce in THE sectors are often characterized by: 

z A large proportion of female employees 
z A large proportion of young employees 
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z A large number of part-time and seasonal workers 
z High staff turnover rates 
z Recruitment difficulties 
z Poor levels of training 
z Relatively low pay 
z Mobility of labor between different employers and geographically 
z Working patterns involving work at night and on weekends 
z Importance of volunteer workforce particularly for large events 

Each of the human resource characteristics identified can raise challenges for managers working 
in THE. The relatively high levels of staff turnover in many cases can be particularly problematic 
because it can lead to higher costs relating to additional recruitment activities, wasted training and 
development and difficulties in maintaining quality standards. 

A number of studies (Dwesini, 2019; Han, 2020) have reported on the high employee turnover rates 
in parts of the industry and discussed strategies for retaining and motivating employees. 

For example: Employee turnover is a challenging issue in China’s hotels (as in many 
countries). Yao et al. (2018) reported that the average employee turnover rate of Chinese 
hotels in 2016 was as high as 3.34% per month, which has negative effects on the quality of 
services and customer satisfaction. The authors went on to suggest that too much attention 
has been focused on economic incentives. Though these incentives remain important, there 
are also significant psychological incentives affecting attitudes and staff behavior that 
must also be considered. 

As a result of the high staff turnover rates, many THE employers go to great lengths to recruit the 
right caliber of staff and to retain and motivate them once they have been recruited. 

The case of Accor Hotels provides an illustration of the importance one major THE employer attaches 
to retention of staff through its learning and development strategy. 

Learning and development at Accor Hotels 

paris-based accor hotels is one of the largest international hospitality groups, bringing 
together some well-known international hospitality brands such as novotel, sofitel and ibis. 

notwithstanding the sales-oriented language, designed to attract potential recruits and 
appeal to the career aspirations of its current employees, the following statements adapted 
from accor clearly illustrate the importance this hotel and resorts group attaches to moti
vating and retaining its employees through its learning and development initiatives. similar 
statements can be found on many of the websites of leading international THE brands, and 
though they are aimed at current and potential employees, the various features that are 
mentioned also help the companies concerned meet their objectives. 

We pride ourselves on providing our team members with access to leading training and 
development programs with the aim of empowering each and everyone to be actors 
of their own professional development and growth throughout their career at accor. 

4 .2  SHORT  CASE  I LLUSTRAT ION 
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Lifelong learning 

accor maintains that everyone working at the hotel group has opportunities for lifelong 
learning so that they feel valued. it is the company’s aim as part of its learning and develop
ment strategy, launched in 2015, to give every one of its ‘heartists’ (the company’s chosen 
terminology) the means to be independent and continually learn in order to constantly 
improve their skills and be able to quickly adapt to an ever-changing environment. heartists 
(heart + artists) embody the companies culture and mindset. ‘as passionate hospitality 
experts, we create unique and unrivalled experiences that spark emotion thanks to our 
team members’ creativity, individual personalities, and talent journey at accor.’ the learn
ing and development strategy is designed to be inclusive and attractive for employees but 
is also designed to support the global and local strategic priorities of the company. 

The Accor Hotels Académie 

the strategy draws in particular on the accor hotels académie, the company’s ‘corporate 
university’, which celebrated its 30th anniversary in 2015. the académies’ eight campuses 
provide training to all accor hotels employees. regardless of their profession, level of train
ing, role or tenure, the company’s ‘talents’ receive training in excellence that accor claims is 
always at the cutting edge of teaching and technological innovation. virtual campuses to train 
recruits are available in countries with few or no hotel schools. the académie also supports 
the company in achieving its objectives because it enables the company to support its rate of 
growth in different regions. the académies delivered over 2 million hours of training in 2021. 

in another major initiative, accor hotels set up its own internal social network in october 
2015, called yammer. simple, intuitive and accessible via a mobile app, yammer turns its 
employees into an active community that creates groups, shares news and best practices 
and feels connected. 

Digital learning 

With digital learning, accor’s employees can learn everywhere, all the time, through info-
graphics, videos, quizzes, short e-learning modules or virtual classrooms. they can also con
tribute to the enrichment of the collective knowledge by connecting with other colleagues 
to share their expertise, learn from each other and discuss their experiences. 

For example, to enhance accor hotels digital culture, ‘Digit’all‘ is a mobile web-based 
learning solution that establishes a common base of digital knowledge for everyone in the 
accor hotels family to understand how digital is transforming the hospitality industry. 

Source: adapted from www.accor.com 

Questions 

1. Why does accor give so much attention to learning and development? 

2. Consider the difficulties involved in managing staff at international chains of hotels such 
as those managed by accor brands. 

As a counterbalance to some of the perceived negative aspects of the industry sectors (such as 
working ‘antisocial’ hours), it can be argued that it is often viewed as an attractive industry in 
which to work. Indeed, traveling and working in THE are often linked. Staff often have access to 

https://www.accor.com
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concessionary travel, and accommodation rates and opportunities are presented to attend events to 
meet people and to see something of the world. Furthermore many THE employees are situated in 
attractive surroundings. 

For many young people (in particular) all over the world, being able to travel and undertaking tour-
ism and hospitality work are intertwined (Duncan et al., 2013). In some cases, the attraction of the 
work is such that parts of the workforce can be volunteers, accepting no payment for their work 
(Hawkins and Bonney, 2019). 

In such circumstances, the challenge for managers is to recruit and retain talented staff, take actions 
to motivate employees and try to ensure that an appropriate work–life balance is maintained (Deery, 
2008). To be successful in these actions, employers may offer more training opportunities, career 
progression opportunities, travel incentives and higher levels of pay and bonuses. 

Critically, though, employers need to pay attention to the design of jobs and roles through measures 
such as: 

z Job enlargement – employees’ jobs are made more worthwhile and interesting in that they are given 
a wider variety of tasks to carry out. 

z Job rotation – employees rotate jobs so that teamwork is encouraged, knowledge and skills are 
gained and everyone has to take a share of less popular tasks. 

z Job enrichment – employees are given a greater deal of discretion or empowerment to make decisions. 
z Job sharing – employees’ jobs are shared between two or more employees, thereby sharing burdens 

and responsibilities and providing cover for staff leave or sick days. 

In service industries such as THE, managers often work in relative isolation, and many organizations 
or business units are relatively small. Thus, managers often work in diverse locations that are away 
from the central organizational support services such as sales and marketing, customer service, etc. 
(or organizations are too small to have such support services). It may also be the case that manag-
ers work shift patterns that mean organizational support is unavailable when called upon. However, 
managers can be called upon to take decisions as a result of operational difficulties or customer 
pressure (despite having little access to support services). 

	z explain why human resources are so important to operating successful THE organizations. 

	z identify the key differentiating characteristics of working in many THE organizations. 

	z assess how managers in THE might address problems of high staff turnover rates. 

TH INK POINTS  

Thus, empowering managers (and, indeed, all employees) to take decisions is often a vital issue 
for many THE organizations. Consequently, this issue has received quite a lot of attention in the 
academic literature (see, for example, Baum, 2015; Aghazamani and Hunt, 2017; Lin et al., 2017; 
Abou-Shouk et al., 2021; Hoang et al., 2021; Murray and Holmes, 2021). 

Though they stressed the importance of empowerment, Ro and Chen (2011), for example, argued 
that it needs to be supported by hiring customer-oriented people, guiding them with service train-
ing, providing a valid reward system and facilitating communication of service standards to increase 
perceived empowerment. Cheung et al. (2012), however, writing in a Chinese hospitality context, 
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noted the dominance of ‘Western-centric’ literature in the field of empowerment and questioned 
whether it is applicable beyond developed countries. 

Managers and employers in many THE settings work remotely or at hours when support is unavail-
able. Thus, it is important for THE employers to understand the importance of empowering their 
employees so that they can take decisions and resolve issues as they occur. Such empowerment is 
illustrated by the following Short Case Illustration of Ritz-Carlton hotels. 

Empowerment at Ritz-Carlton 

employee empowerment can be described as enabling or authorizing employees to make 
decisions to solve customer issues by themselves. it is particularly advocated in services 
settings because of their heterogeneity (discussed in Chapter 2). in their contacts with 
customers, employees need to adapt their behaviors to the demands of each and every 
service encounter (ueno, 2008) to ensure that consistent levels of service delivery are main
tained. ro and Chen (2011) emphasized the importance of careful recruitment to successful 
empowerment of employees in that efforts must be made to select ‘empowerable’ employ
ees who can be inculcated with the skills and attitudes conducive to exercising acceptable 
and responsible decision making. 

a few companies have embraced the concept of employee empowerment in their service 
delivery. the ritz-Carlton hotel chain (a subsidiary of Marriott) is an upscale international 
chain with over 100 hotels in 30 countries. the company’s ‘gold standards’ of service encap
sulate the values and philosophy of the company. among the 12 service values for staff are 
the statements ‘i am empowered to create unique, memorable and personal experiences 
for our guests’, and employees are encouraged to work on their own initiative with the 
statement ‘i own and immediately resolve guest problems’. 

Source: adapted from www.ritzcarlton.com 

Questions 

1. What managerial difficulties is the ritz-Carlton chain attempting to overcome through 
employee empowerment? 

2. Consider the benefits and potential drawbacks of empowerment in this case. 

4 .3  SHORT  CASE  I LLUSTRAT ION 

4.3 Management of the guest–employee encounter 
The management of the guest (or customer)–employee encounter remains one of the most difficult 
but ultimately most important tasks for THE managers (Baum, 1997; Sørensen and Jensen, 2015; 
Chathoth et al., 2016; Alshaibani and Bakir, 2017; Sipe and Testa, 2018). In fast-moving markets, 
especially in service industries that are relatively ‘labor intensive’, delivering the services that are the 
true source of sustainable competitive advantage (discussed in the previous chapter) may require: 

z The ability and knowledge of people 
z The ability of people to learn 
z The ability of people to adapt to change 

https://www.ritzcarlton.com
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Writers on service quality have suggested that the proof of service quality is in its flawless perfor-
mance (Berry and Parasuraman, 1991; Augustyn and Ho,1998), a concept similar to the notion 
of ‘zero defects’, which is often discussed in a manufacturing context. From the customer’s point 
of view, the most immediate evidence of service quality occurs in the service encounter, or ‘the 
moment of truth’ when the customer interacts with the organization (Bitner et al., 1994). 

The term ‘moment of truth’ is often attributed to Jan Carlzon (1987), a past president of Scandina-
vian Airline Systems, who used the terminology to describe every point of contact that a customer, 
or potential customer, has with the organization in question. 

As it has been argued (Baum, 1995; Sørensen and Jensen, 2015), THE presents particular challenges 
in the management of moments of truth because of the fragmentation of the experience for many 
customers. For example, the purchase of a typical ‘package’ holiday or a concert ticket may involve 
contact with a wide range of intermediaries such as those indicated in Table 4.1. 

The concept of the moment of truth as a manifestation of the guest/customer–employee encounter 
clearly has applicability throughout the three parts (traveler generator region, transit route and 
tourist destination region) of what Leiper (1990) called ‘the tourism system’. 

Baum (1997), building on Leiper’s representation, produced a model of moments of truth in rela-
tion to the wide range of organizations that make up the tourism system. The model presented 
in Figure 4.1 recognizes that moments of truth need not carry equal weight; that is, some will be 
more important to customers than others, ‘so that as far as the guest is concerned . . . a positive or 

Table  4.1 Comparison of possible intermediaries encountered in purchasing a typical package 
holiday or a concert ticket 

package tour purchase: possible intermediaries Concert ticket purchase: possible intermediaries 

retail travel agent or internet intermediary ticket agent, concert promoter or internet 
intermediary 

insurance company transport to and from the venue 

ground transport to and from the airport Catering staff at the venue or providers in the 
locality 

airport handling agents (at outbound and sellers of merchandise associated with the 
inbound airports) concert 

immigration and customs services promoters of other concerts and events that 
may be of interest 

local ground transportation the hotel or other overnight accommodation 
(if required) 

hotel or other accommodation artists and performers at the concert 

tour services at the destination emergency and first aid services at the venue 

Companies selling goods and services at the 
destination 

emergency services at the destination 

service providers such as restaurants, 
entertainment venues, attractions, festival 
and event organizers 
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Figure 4.1 a model of the tourist experience and moments of truth 

Source: adapted from baum (1997) 

negative experience in one area may elicit a very different response to a similar experience elsewhere 
in the guest cycle’ (Baum, 1997:93). 

The model provides through its vertical axis a measure (albeit rather subjective) of the intensity 
and therefore the importance of the interaction to customers. In so doing, the model allows tourism 
managers who are responsible for the tourists’ experience to attempt to predict those areas of great-
est potential impact and consequently to recognize those areas where resources might be focused. 

4.4 Human resources and service quality 
Service quality can be viewed as an important strategy for gaining a competitive advantage in THE 
organizations, as many authors (including Baum, 1997; Crick and Spencer, 2011; Dhar, 2015; Hud-
son and Hudson, 2022) have outlined. The broad and expanding literature on this topic has been 
reviewed by Lai et al. (2018) and Park and Jeong (2019). 

Service quality in THE is to a large degree determined by the quality and attitude of owners, managers and 
employees – the human resources. Quality in THE sectors depends on a range of human skills adopted 
during the service encounter. As we have seen, recognition of the centrality of human resources to the 
successful delivery of service quality has led to the adoption of concepts such as managing moments of 
truth (Carlzon, 1987) and also to what Albrecht (1992) has described as a ‘spirit of service’. 

In essence, human resources ‘contribute to sustained competitive advantage through facilitating the 
development of competences that are firm specific’ (Lado and Wilson, 1994:705). This link between 
the development of sustained competitive advantage and the quality of an organization’s human 
resources was illustrated by Kusluvan et al. (2010): 

z Services are intangible. 
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z Services are produced and consumed simultaneously, usually at the service provider’s location. 
z Customers are present or participating in the service, usually with interpersonal interaction 

between customers and service providers. 

Owing to these features, services are made tangible in the personality, appearance, attitudes and behav-
ior of the service provider. In this way, employees become part of the product, represent the organiza-
tion and help to form the image of the organization (Kandampully, 2000; Swanson and Hsu, 2009). 

In providing service quality, there are also important cross-cultural dimensions in achieving cus-
tomer satisfaction that need to be considered (Weiermair, 2000; Sabiote-Ortiz et al., 2016; Su et al., 
2016). It should be recognized that in many THE settings, delivering the service involves customers 
and employees who are diverse in their backgrounds, expectations, religion and cultural norms in 
different parts of the world. Consequently, the way in which services are delivered has to reflect 
and respect these differences and be adjusted accordingly. Eid and Abdelkader (2017), for example, 
explored the specific dimensions of service quality in a Muslim context. 

Figure 4.2 illustrates how a ‘virtuous circle’ may be formed in service organizations such as those 
operating in THE: 

1. People who are carefully selected, well trained and highly motivated are more likely to deliver 
services of high quality. 

2. Because the quality of services offered is high, they are likely to be valued by customers, leading 
to customer satisfaction and loyalty. 

3. This leads to the creation of a competitive advantage because a competence (delivery of high-
quality services) has been successfully delivered to customers (in a market). 

4. Gaining advantage over competitors leads to a high level of organizational performance and busi-
ness success. 

High-quality 
human 

resources 

Service 
quality 

Business 
success 

Figure 4.2 the ‘virtuous circle’ linking human resources with business success 
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5. The success of the business allows for additional resources to be deployed in rewarding existing 
people and recruiting additional people of a high caliber who are attracted by the success of the 
organization. 

The most widely used model to translate theories of customer satisfaction into management prac-
tice is SERVQUAL (Soutar, 2001). The SERVQUAL model of service quality developed in the mid-
1980s by Zeithaml, Parasuraman and Berry defines service quality in terms of the difference (the 
‘gap’) between customer expectations and customer perception of service received. 

Although it has been challenged on a number of grounds (see, for example, Bennington and Cumane, 
1998), attempts have been made to validate the model (Rauch et al., 2015), and other models have 
been developed, such as those associated with Grönroos (1984) and the FESTPERF model developed 
by Tkaczynski and Stokes (2010) in relation to festivals and events. However, the SERVQUAL model 
remains important and, indeed, one leading writer (Mill, 2011:10) maintained that ‘the SERVQUAL 
model presents the best mechanism to explain customer satisfaction in hospitality and tourism’. 

The ‘gap’ in service quality occurs when the perception of service received is less than what is 
expected (Zeithaml et al., 1990). According to Zeithaml et al. (1990), there are five dimensions of 
service, which can usefully be remembered through the acronym RATER: 

z Responsiveness: willingness to help customers and provide prompt service; for example, problem 
solving by hotel reception staff, advice offered by call centers 

z Assurance: knowledge and courtesy of employees and their ability to convey trust and confidence; 
for example, level of training for flight attendants, providing itemized bills for services delivered 

z Tangibles: appearance of physical facilities, equipment, personnel and communication materials; 
for example, comfort of the hotel room, facilities at the concert venue, airplane passenger features 

z Empathy: caring, individualized attention the company provides its customers; for example, treat-
ing each customer at a restaurant individually according to their needs 

z Reliability: ability to perform the promised service dependably and accurately; for example, train 
arrival times, accuracy of bills, conference running according to schedule 

The gap between what customers expect and what they perceive is attributed to one or more of the 
following reasons (Zeithaml et al., 1990): 

z Gap 1: Management does not know what guests expect. 
z Gap 2: Management is not willing or able to put the systems in place to match or exceed customer 

expectations – service quality standards are not developed. 
z Gap 3: The service–performance gap arises when employees are unable and/or unwilling to 

perform the service at the desired level. 
z Gap 4: Promises do not match delivery. 

The management task in responding to these perceived gaps is to identify effective strategic options 
for closing the gaps. Mill (2011) suggested that a sequential five-step approach should be adopted 
to address the four gaps: 

1. Identify whether or not a problem exists. 

2. Manage customer expectations so they are realistic with the service offering. (Gap 4) 

3. Identify customer needs and expectations of quality service. (Gap 1) 

4. Develop service quality standards based on customer expectations. (Gap 2) 
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5. Reevaluate the human resource system to hire, train and motivate employees who are willing and 
able to deliver quality service. (Gap 3) 

	z explain the link between human resources and the quality of service delivery in THE contexts. 

	z according to Zeithaml et al., what are the five dimensions of service quality, and how 
might they be applied to THE organizations? 

	z explain what is meant by ‘moments of truth’ and why they are crucial in THE contexts. 

TH INK POINTS  

A key tool in identifying where gaps exist is the human resource audit, which is discussed in Section 4.5. 

4.4.1 Humans vs machines in THE 

Resource substitution (substituting one category of resources for another) is important in many indus-
tries driven primarily by technological advances. This facet is certainly an important issue in THE 
with regard to the substitution of people by operating resources in the form of various technology 
advances. Up to this point, this chapter has emphasized the importance of people in delivering the 
required standards of service in THE. The sectors of THE have been labeled as labor intensive, and the 
heterogeneity that using people in service delivery entails has been noted. 

However, these notions are being challenged (at least to some degree) as the use of technologies 
such as robotics, artificial intelligence (AI), the IoT, big data, blockchain, chatbots and biometrics 
increasingly compete with labor resources. A number of writers have addressed these technology 
issues in various THE contexts (see Naumov, 2019; Tuomi at al., 2019; Rosete et al., 2020; Yang 
et al., 2020; Zeng et al., 2020; Jabeen et al., 2021; Goel et al., 2022). 

For example: Zeng et al. (2020) documented the increased use of technology as a result of 
the World Health Organization declaring COVID-19 a pandemic. THE in particular was 
massively impacted by the lockdowns used to manage the disease, and robotics, AI and 
human – robot interactions gained an increased presence to help manage the spread of the 
disease. Though controversial in the past due to concerns over job losses and data privacy, 
the adoption of robotics and artificial intelligence in THE is likely to continue after the 
COVID-19 pandemic becomes less serious. Opportunities should be seized, the authors 
argued, to encourage robotic applications that enhance tourist experiences, protection 
of natural and cultural resources, citizen participation in tourism development decision 
making and the emergence of new ‘high-touch’ employment opportunities. 

Some of the issues relating to the adoption of technology are illustrated in the Technology Focus below: 

Humans vs machines 

in a seemingly far-fetched context of our reality, organizations will have to decide 
whether the ai will allow the complete replacement of humans with robots capable 
of performing the necessary cognitive and emotional tasks. or investing in balanced 
capacities by integrating robot–human systems . . . . 

(Jabeen et al., 2022:1044) 

4 .4  TECHNOLOGY FOCUS  
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effectively, a robot is a machine that has been designed to automatically perform specific 
tasks accurately. this could include physical tasks, such as part assembly in a factory, or text 
or speech-related tasks. ai is perhaps the most exciting robot-related technology because 
it can facilitate machine learning and the performance of more complex tasks that have 
typically required human cognitive function. put simply, ai is the ability for a machine to 
mimic this kind of cognitive ability. 

increasingly, customers are seeking self-service methods, and this makes the automation 
provided by robots appealing to hotels, travel agents, event venues’ destination organiza
tions and other businesses. robots have the advantages of being able to work constantly 
and accurately without the need for recurring payments (unlike humans) but clearly lack 
the ‘personal touch’. 

the tourism and hospitality technology platform www.revfine.com lists a number of robotic 
applications in THE, including: 

1. a robot-staffed hotel –the henn-na hotel in nagasaki, Japan, is recognized as the 
world’s first robot-staffed hotel. robots are used on the front desk as customer informa
tion points. 

2. robot concierge – international hotel group hilton has deployed robot technology in the 
form of ‘Connie’, an ai concierge, developed in collaboration with ibM. Connie is able to 
interact with visitors using speech recognition and also uses ai to learn from each interaction. 

3. ‘travelmate’ – travelmate is a robotic suitcase that is able to follow its owner around 
autonomously, utilizing collision detection technology and 360-degree turning capabilities. 

4. Chatbots for flight or hotel bookings – online bookings revolutionized THE booking 
processes, and chatbots have started to do the same. a chatbot is a software application 
used to conduct an online chat conversation via text or text-to-speech, in lieu of provid
ing direct contact with a human agent. Chatbots make use of ai to guide customers 
through the booking process, asking intelligent questions along the way. 

4.5 The human resource audit 
Decisions about the future strategy of the organization are made by people and strategies are imple-
mented by people. The success or failure of a current strategy will depend not only on decisions 
made in the past but also on how those decisions are being implemented in the now by people 
employed by the organization. It is therefore important to ask questions about who, how and why 
people are doing what they are doing and what they should do in strategic implementation. In short, 
human resources add value, manage the business and, conversely, can make spectacular errors that 
can be very costly to the organization. 

An understanding of the capabilities of individuals and groups in terms of attitudes, abilities and 
skills, as well as an understanding of how individuals relate one to another, is an important part in 
the preparation and development of strategy. A key ‘tool’ in gaining an understanding of an organi-
zation’s human resources is the human resource audit (sometimes termed a skills audit). 

The human resource audit is an investigation into the size, skills, structure and all other issues sur-
rounding those currently employed by the organization. The audit reviews the ability of the human 
resources to implement a chosen strategy or a range of strategic options. 

https://www.revfine.com
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Most organizations employ accountants to maintain a constant review of financial resources, and 
limited companies subject themselves (by law) to a formal external financial audit each year. Human 
resources are another resource input and are equally important, and although they are not subject to 
legal verification, an organization would be foolish to pursue a strategy without a thorough review 
of its human resources (i.e., its people). 

Once the audit has been completed, management should be able to answer the key question: Are 
the human resources in the organization capable of implementing the proposed strategy? If any 
gaps are identified, a human resource strategy (as part of the overall strategy) may be put in place 
to close the gap. 

KEY  CONCEPT  

Human resource gaps 

a ‘gap’ can occur in any area of human resource management. it rests upon a simple 
calculation. 

human resource characteristic necessary for the proposed strategy − Current state of 
the human resource characteristic = the human resource gap. 

gaps can occur in particular skills. in THE, for example, skills gaps may be identified in par
ticular areas such as knowledge and experience of computer reservation systems. it may 
be that the audit reveals a deficit of 30 people who can operate such systems – a negative 
gap. the task of the human resource department thus becomes successfully appointing, 
redeploying or retraining to gain the requisite number of skilled operators. 

positive gaps may also be identified; that is, surpluses of a particular type of employee. the 
human resource strategy thus has to put measures in place to ‘dispose’ of the excess labor. 

gaps may be closed by using the ’5 rs’ individually or in combination. the 5 rs are: 

z Retirement 

z	Retraining 

z	Redeployment 

z	Redundancy 

z	Recruitment 

4.5.1 The contents of a human resource audit 

The contents of a human resource audit may vary from organization to organization (see Ulrich 
[1998] for a discussion), depending on its size, geographic coverage and type of activity. However, a 
typical audit checklist might include the: 

z Number of employees – the total number, by division, by location, by skill type, by grade or place 
in hierarchy, by age or length of service, by gender and by ethnic group 

z Employee costs – usually measured by salary costs and ‘add-ons’ like benefits and taxes payable 
by the organization etc. 
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z Organizational structure and the position of employees within the structure 
z Recruitment and selection procedures and their effectiveness 
z Quality and effectiveness of training and development programs used 
z Level of employee motivation and morale 
z Quality of employee or industrial relations between management and employees 
z Internal and external networks that employees in the organization have developed (and their 

effectiveness for various purposes) 
z Monitoring of the effectiveness of existing human resource policies and control procedures 

The information provided by the audit can provide management with important information about 
the state of the organization’s human resources. In most types of organizations, regular audits are 
essential to success. However, for some organizations connected with events such as a professional 
football club or an orchestra, the state of the human resources is completely transparent and the 
audit occurs continually – although it may never be formally conducted. A football team that loses 
every match or an orchestra that sounds terrible will have obvious human resource skill deficits. 
A formal audit is hardly necessary in such circumstances. 

Formal audits may be carried out by human resource specialists on a regular basis (say, annually) or 
whenever management needs the information for the purposes of a strategic analysis. Practitioners 
in this area make the point that simply following ‘lists’ like that outlined above is only a starting 
point. As points of interest are raised, such as key skill deficiencies, it is imperative that the reasons 
for the shortage (or surplus) be examined as an integral part of the audit. 

4.5.2 The outcomes of a human resource audit 

the Problem of measurement 

The various components of a human resource audit present differing problems of quantification. We 
can intuitively understand that entries like employee costs, numbers, skills and shortages or sur-
pluses can be measured in numerical terms. Industrial relations measures can usually be measured 
by aspects such as days lost through strikes, absentee rates, etc. Other parts of the audit present 
more difficulty in respect of measurement. 

For example: How might we measure staff morale or motivation? We might be able to say 
that staff morale is high or low, but any ‘in-betweens’ might be difficult to assign a value to 
in the same way as for, say, employee costs. The same problems arise with the levels of staff 
motivation and job satisfaction. It is also probably true to say that in most organizations 
large disparities exist between employees in respect of these intangibles. Some employees 
will be highly motivated and will enjoy good morale whereas others will not. It is for these 
reasons that a ‘checklist’ approach to human resource audit is rarely possible – it usually 
contains some subjective assessments of some parts of the audit. 

human resource benchmarking 

The concept of benchmarking is one that we will encounter several times in this book. Essentially, 
benchmarking is a tool for comparing a feature of one organization with the same feature of another. 
It is particularly useful for comparison against the best in an industry for the feature in question. 
Followers of the best in the industry might then ask why the leader company has achieved the 
superior performance (see discussion of benchmarking in finance in Chapter 5 and in operations 
in Chapter 12). Increasingly, however, companies in the service industries are also benchmarking 
themselves against companies in different sectors. 



P
ar

t 
2

152 ANALYZING THE INTERNAL ENVIRONMENT

 
 

 

 

 

For example: It may be that in the area of offering customer service, hotel companies are 
able to learn from practices in banking, insurance companies, airlines or car dealers. 

The feature examined in a benchmarking analysis will depend upon what the organization needs 
to know. 

For example: If a company identifies a negative gap in a key skill area that it has found 
difficult to close (say, of recruiting good quality graduates), a benchmark study will 
enable the company to find out about its competitors. If Company A is known to be able 
to attract the best graduates, an examination of its human resource policies will enable 
other companies (competitors) to benchmark their own practices against it. It may be 
that Company A is identified as offering the best career progression planning, the highest 
salaries or the best development opportunities. If this is found to be the case, competitors 
will want to examine their own provision in these areas to see where they can be improved. 

Lead companies may also be analyzed for the ways in which they not only manage their internal 
human resources but also the ways in which they interact with external sources of labor. 

For example: Many airlines close skills gaps by making extensive use of contract workers, 
‘outsource’ some of their work to outside suppliers or use consultants. The ability to attract 
these ‘mobile’ workers can be just as important as attracting permanent employees. 

4.5.3 Human resources as critical success factors 

In addition to using a human resource audit to identify gaps, it can be used to establish which, if 
any, employees or groups of employees are critical to strategic success. These are the people that the 
organization’s success may have been built on in the past, and it is likely that the existing structures 
are centered on them. 

	z What is the purpose of a human resource audit applied to THE organizations? 

	z What is a human resource gap, and how might the gaps be addressed by THE organiza
tions? 

	z explain what a human resource audit analyzes. 

	z Consider what the potential difficulties of a human resource audit are in relation to THE 
organizations. 

	z What is human resource benchmarking, and when might THE organizations use the tech
nique? 

	z What are critical success factors? 

	z What are the potential difficulties with the human resource audit approach? 

	z What is human resource benchmarking? When might an organization use this technique? 

	z What is a critical success factor? 

TH INK POINTS  

In some organizations, critical human resources may be found on the board of directors, giving 
strategic direction to the company as a whole. In others, they might be found in research and 
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development, developing the new products upon which the future success will be built. Certain 
marketing personnel or operations managers might also be critical in some businesses. 

For example: In some tour operators, the management of the operational aspects of tours 
may involve local knowledge and experience of destination areas and individual suppliers. 
Similarly, the organization of events such as concerts or festivals might involve the use of 
highly specialist staff with a range of skills such as lighting and sound engineers, stage 
managers, etc. 

This knowledge and experience may be held by key individuals whose sudden loss to a company 
could cause operational problems. Well-managed companies try to reduce this risk through mea-
sures such as documented procedures, contractual arrangements, rotating staff to widen the expe-
rience base, incentive policies for key staff and training and development procedures. These CSFs 
have been examined in THE contexts; see, for example, Getz (2004), Baker and Cameron (2008), 
Marais et al. (2017) and Marneros et al. (2020). 

KEY  CONCEPT  

Critical success factors 

it is usually the case that there are one or more reasons why superior performers in an 
industry are in the position that they are. these key reasons for success are called critical 
success factors (CsFs). some companies have uniquely skilled employees, such as particu
larly skilled financiers, product development specialists or staff selected and trained to give 
exceptional levels of customer service. in these cases, the CsF is a human resource. in other 
businesses, the CsF might be a unique location, a brand image, an enviable reputation, a 
legally protected patent or license or a unique production process or technology. this is 
not to say that other parts of the organization are unimportant but merely that the CsF is 
the key cause of the success. 

in terms of competitive strategy, the approach to a CsF is to defend it – in some cases at 
whatever cost. this usually takes the form of ‘locking it in’ to ensure that the advantage is 
maintained or that competitors are prevented from gaining the same advantage. if the CsF 
is in the form of a human resource, this might involve contractual arrangements providing 
financial incentives, long periods of notice to leave the company or the right working envi
ronment to motivate employees. 

The importance of human resources as critical success factors in a business and the steps that may 
be taken to motivate, train and retain key staff are illustrated in the following Short Case Illustration 
of China’s fast-growing Home Inns chain. 

Critical success factors: China’s Home Inns 

international hotel groups from north america and europe announce new hotel projects 
in China on a nearly daily basis, and they occupy prominent sites in leading Chinese cit
ies. however, Chinese-controlled hotel brands continue to dominate this massive, fast-
developing market. the market is becoming highly competitive, particularly in the ‘budget’ 

4 .5  SHORT  CASE  I LLUSTRAT ION 
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segment (considered by Chan and ni, 2011), though hotel groups such as Jinjiang hotels are 
also providing strong competition for foreign competitors in star-rated properties. 

the leading chains are opening new properties at an astonishing rate, but in 2013 the larg
est hotel chain (according to: www.tophotelchains.com), with about 2,600 properties, is the 
shanghai-based company home inns. large budget chains include: 

 z home inns 

 z Jinjiang inns and Jinjiang hotels 

 z green tree hotels 

 z huazhu hotels group and their brands hanting inns and hotels 

 z 7 Days inn 

home inns (part of the btg group), for example, has tapped into the biggest potential mar
ket in China: domestic budget tourism. the style of the typical home inn is simple yet unique 
and certainly eye-catching. ‘its multi-story buildings have bright yellow exteriors, which are 
highly visible in crowded cities. bright colors are also on display in the interiors: pink bed
spreads and orange walls provide a pleasant and cosy feeling’ (Zhang et al., 2013:425). 

in their paper, Zhang et al. (2013) discussed the academic literature concerning CsFs and 
attempted to identify the relevant CsFs in the case of home inns (by way of contrast, avci
kurt et al. [2011] examined CsFs in a turkish hotel context). 

although other CsFs were identified, two of the key success factors identified related to 
people and culture. the Chief executive David sun, in stressing that people are central to 
business success, said, ‘the design, concept, and even strategies and techniques can be 
easily copied by others, while the core of the organization – people, cannot be duplicated 
in the same manner’ (Zhang et al., 2013:433). 

the provision of training and development opportunities for employees together with a sup
portive corporate culture appear to have aided retention and resulted in a comparatively low 
staff turnover rate of under 25%. early in its development, home inns established training and 
development programs hosted at the educational institute of home inns in shanghai. it is 
reported that new employees can be developed into unit managers within three to six years. 

Culture, as the term suggests, is not something that can be directly seen or touched but is 
a strong invisible force for both customers and employees. home inns provides a written 
promise to create a home-like environment for customers and employees and seems to pro
duce strong loyalty from employees. From all levels of management to the front-line work
ers, people in home inns appear to be approachable and easy to communicate with, and 
many employees report on the caring attitude of the company. David sun (Ceo) said, ‘it is 
a very simple idea – if you want to keep these people, you treat them nicely by providing a 
nice living environment, and draw them a clear career path. We create a sense of belonging, 
we respect our employees, and we get along harmoniously . . . . When the staff is happy, 
they stay.’ one example is that free meals and accommodation are often provided for staff, 
which is perceived as a popular benefit in cities like shanghai, where accommodation is 
expensive and many employees are from other areas of the country. 

Sources: adapted from Zhang et al. (2013); ren (2018) 

https://www.tophotelchains.com
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QUESTIONS 

1. explain what is meant by critical success factors and identify what you think they are in 
this case. 

2. What issues in relation to human resources might China’s home inns face when expand
ing in China or overseas? 

4.6 Organizational culture 
Culture is the organizational equivalent of a human’s personality. As with human personality, orga-
nizational culture can be somewhat difficult to explain and define, and consequently many different 
definitions exist. Edward Schein, a well-known scholar in this field (Schein, 2016) provided one 
definition. 

DEF IN IT ION/QUOTAT ION 

Organizational culture 

a pattern of shared basic assumptions that a group learns as it solves its problems 
of external adaptation and internal integration, that has worked well enough to be 
considered valid and, therefore, to be taught to new members as the correct way to 
perceive, think and feel in relation to those problems. 

(schein, 2010:18) 

According to Charles Handy, a leading writer on management, culture cannot be precisely defined, 
because in essence it is ‘something that is perceived, something felt’ (Handy, 1996). 

Organizational culture can vary enormously from one organization to another, as Handy (1996) 
pointed out. Organizations are as different and varied as the nations and societies of the world. They 
have differing cultures – sets of values and norms and beliefs – reflected in different structures and 
systems. And the cultures are affected by the events of the past and by the climate of the present, 
by the technology of the type of work, by their aims and by the kind of people who work in them 
(Handy, 1996). 

Culture can thus be explained in terms of the ‘feel’ of an organization or its ‘character’ or, as it has 
sometimes been described, as ‘the way we do things round here’. Definitions can be a bit inacces-
sible, but the importance of an organization’s culture lies in the fact that it can be ‘felt’ whenever it 
is encountered. 

From a strategic point of view, the important point is that all organizations have some sort of culture 
and that the culture can have a significant effect on organizational performance. Consequently, THE 
managers must attempt to understand the culture of their organization and the effect it havs (posi-
tive or negative) on organizational performance. Managers may subsequently find it necessary to take 
steps to implement a program that attempts to change the prevailing culture to improve performance. 

The principles relating to organizational culture have remained underresearched in relation to THE 
(Bavik, 2016; but see, for example, Kyriakidou and Gore, 2005; Getz et al., 2010; Tsang, 2011; Chen 
et al., 2012; Pizam, 2020; Gamage and Tajeddini, 2022). 
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Organizations are as individual as people, and in many ways there are as many cultures as there are 
organizations – each one is unique. This is not to say, however, that we cannot identify common 
features between organizational cultures. 

4.6.1 The determinants of culture 

The reason why an organization has a particular type of culture is as complicated a question as 
asking why a human has a particular personality. It has many possible influences, the net effects of 
which forge culture over a period of time. Any list would be necessarily incomplete, but the most 
important could include the: 

z Philosophy of the organization’s founders, especially if it is relatively young 
z Nature of the activities in the business and the character of the industry it competes in 
z Nature of the interpersonal relationships and the nature of industrial or employee relationships 
z Management style adopted and the types of control mechanisms; for example, the extent to 

which management style is autocratic or democratic 
z National or regional character of the areas in which the organization’s activities are located. This, 

in turn, can affect the power distance, which also influences culture. 
z Structure of the organization, particularly its height and width (see Chapter 10) 
z Dependence the organization has on technology and the type of technology employed 

Power distance 

the term is used to describe how removed subordinates feel from their superiors in a social 
meaning of the word ‘distance’. in a high-power distance culture, inequality is accepted. 
in a low-power distance culture, inequalities and overt status symbols are minimized and 
subordinates expect to be consulted and to share decisions with approachable managers. 

KEY  CONCEPT  

4.6.2 Why is culture important? 

Culture is important because it can, and does, affect all aspects of an organization’s activities. The 
metaphor of human personality may help us to understand this. Some people’s personality means 
they are motivated, sharp, exciting to be with, etc. Others are dull, tedious, apathetic and conserva-
tive. These personality features will affect all aspects of their lives. 

The same is true of an organization’s ‘personality’. Culture is important because of the following 
(not exhaustive) reasons. Culture can have an influence on: 

z Employee motivation 
z The attractiveness of the organization as an employer and hence the rate of staff turnover 
z Employee morale and goodwill 
z Productivity and efficiency 
z The quality of work 
z The nature of the employee and industrial relations 
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z The attitude of employees in the workplace 
z Innovation and creativity 

The point to make after such a list is simply that culture is very important. It is essential that man-
agement understand organization for both analyzing the organization’s strategic positioning and 
implementation of strategy. 

Many THE organizations have recognized the central importance of developing a strong and consis-
tently applied organizational culture. The development of a strong culture enables the organization 
concerned to strive to deliver consistent standards of service but can also be used as a promotional 
tool not only externally for customers but also internally for employees, giving them a sense of 
pride and motivation. The culture is often summed up in a short advertising slogan, many of which 
have become synonymous with the THE organization in question, such as ‘Now Everyone Can Fly’ 
(AirAsia), ‘We Try Harder’ (Avis) and ‘Incredible India’ (India Ministry of Tourism). 

However, building a strong sense of organizational culture is difficult in organizations such as those 
in THE, which are often dispersed and operating internationally. Developing a strong sustainable 
culture that can help drive an organization forward successfully often takes a long period of time. 

	z providing relevant examples from THE, explain what is meant by organizational culture. 

	z explain why organizational culture is so important to the success of organizations. 

	z assess which factors determine the culture of an organization. 

TH INK POINTS  

Most organizations operating in THE operate in a continuing fashion aiming to trade successfully 
year after year and being able to develop a successful culture on that basis. In the events sector, 
however, this is often not the case, because events, such as major sporting events – for example, the 
2020 Tokyo Olympic Games – may be organized on only one occasion by the host city, or festivals, 
exhibitions and conventions may be organized on a recurring basis once a year. 

Nevertheless, the successful delivery of these events may rely heavily on instilling a strong orga-
nizational culture in the workforce and volunteers enabling the festival or event to be delivered 
successfully. Richards (2017) emphasized that a long-term perspective is required so that events 
shift from short-term happenings to long-term or recurring structures. These principles are now 
being recognized and applied by a growing number of ‘eventful’ cities and regions around the world. 
Wynn (2016) examined the use of ‘festivalization’ as a means of improving quality of life, citing US 
examples in Austin, Texas, Nashville, Tennessee, and Newport, Rhode Island. 

The case of Edmonton, Canada, below illustrates the importance of recruiting a strong volunteer 
workforce to deliver events and festivals successfully. 

‘Eventful cities’: Edmonton, Canada 

Many ‘eventful cities’ are placing festivals and events at the heart of their development and 
promotional strategies, recognizing the key role that they can have in developing positive 

4 .6  SHORT  CASE  I LLUSTRAT ION 
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The centrality of a successful organizational culture is illustrated by the cases of two airlines illus-
trated over the next pages: Southwest Airlines in the USA and a later follower of the airline’s cul-
tural attributes in Canada, WestJet. Southwest Airlines explicitly (and famously) places employees 
at the heart of what they do. To Southwest it is a simple equation: ‘happy employees = happy 
customers’ www.southwest.com/

images of a location and enhancing economic activity. by way of example, richards and 
palmer (2012) cited, among others, the cases of Melbourne, australia, which has labeled 
itself as ‘the world’s event city’; seoul, south Korea, which has claimed to be ‘one of the 
most eventful cities in the world’; and reno–tahoe territory in nevada, usa, which has 
promoted itself as ‘the most eventful city in america’.

among these cities promoting themselves in this way is edmonton in alberta, Canada, 
which refers to itself as ‘Canada’s Festivals City’, setting itself in competition with other 
Canadian cities Montreal and Quebec City, which define themselves in similar terms (rich-
ards and palmer, 2012). edmonton, a city of about 1 million people, is somewhat isolated 
from other large urban centers. edmonton hosts an array of colorful, entertaining festi-
vals every year, including Canada’s largest folk music festival, and north america’s largest 
and longest-running international Fringe theatre Festival. in fall 2020, explore edmonton, 
edmonton’s destination marketing organization, embarked on a process to develop the 
city’s first tourism Master plan, a 10-year framework aimed at providing a common vision 
for growth and investment with tourism industry partners. edmonton’s status as a host city 
for the FiFa World Cup in 2026 will serve to focus greater international attention on the city.

like other cities that have limited promotional budgets, edmonton has had to rely heav-
ily on a volunteer workforce. since adopting this strategy of promoting itself through its 
festivals provision to facilitate its festivals and event programs, edmonton has promoted a 
strong culture of volunteering among the population.

Sources: richards and palmer (2012); www.exploreedmonton.com/

Questions

1. Consider the benefits and potential difficulties that volunteers bring to events such as 
those in edmonton.

2. Consider how efficiently cities such as edmonton are able to utilize resources in providing 
and managing events.

Organizational culture: Southwest Airlines

the culture of southwest airlines, which emphasizes employees as the airline’s ‘first custom-
ers’ and passengers as the second, has been integral to southwest airlines’ success. Dallas-
based southwest has grown significantly and profitably since its first services in 1971 and 
continues to do so, drawing in thousands of employees new to the airline’s ways and raising 
questions about whether it can keep its culture intact.

4 .7  SHORT  CASE  I LLUSTRAT ION 
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in 1990, the airline had 8,600 people on its payroll, which has now risen to about 55,000. as of 
February 2022, the airline had over 700 aircraft all of a single type – boeing 737 (making the 
airline the world’s largest user of this aircraft). the airline also has flown beyond its texas roots 
into other regions of the usa and today it serves about 120 destinations in eight countries. 

the airline is well known for its attempts to create a ‘positive’ organizational culture, and 
many initiatives aimed at employees have been initiated. in attempts to address its orga
nizational culture, a committee focusing on new employees was created and as turnover 
edges up, an internal branding campaign reminds employees of the ‘freedoms’ that work
ing at southwest brings. the airline also is in the relatively new position of having to search 
for applicants rather than waiting for candidates to come to it. 

it takes a lot of hard work to maintain the culture, but the airline regularly finds a place 
toward the top on lists of best companies to work for in america. southwest’s charismatic 
founder and former leader, herb Kelleher, devoted much time and energy to creating and 
maintaining the company’s distinctive corporate culture. 

southwest now challenges the major north american ‘legacy’ airlines such as american, 
united and Delta. originally offering flights in a triangle between Dallas, san antonio and 
houston, the idea of offering fares so cheap that people would abandon their cars for jets 
has proved very attractive to consumers and has been widely copied. its low-cost operating 
model has been copied and adapted by numerous airlines across the world, such as easyJet 
and ryanair in europe; airasia, tiger airways and lion airways in asia; and FastJet and gol 
in africa and south america, respectively. the airline’s core offering is many short flights 
between pairs of cities, though in recent years it has been offering more long flights. rein
forcing the low fares is a culture of relaxed professionalism that includes flight attendants 
who might crack jokes or burst into song. 

southwest’s employees appear to understand what has made the airline succeed, which pro
vides clarity of purpose at southwest that makes it easy to retain the culture while growing. 

throughout the company, employees are encouraged to hold ‘celebrations’ to mark birth
days, engagements and other milestones. Creativity also is emphasized, especially when it 
comes to finding relief in high-stress jobs. Customer relations workers may come to work in 
pajamas for a day. profit sharing ties employees directly to company performance. south
west built an infrastructure that ensures that when an employee does something good, 
many of the organization’s other employees know about it. the lives of southwest employ
ees, along with the company’s history, are highlighted on the headquarters’ walls, and ‘spe
cial’ days are held, such as a halloween celebration on 31 october. 

to help facilitate communications, a ‘culture committee’ was established in 1990 aiming to 
do what was necessary to create, enhance and enrich the southwest spirit, and the com
mittee now has been replicated across the company, with local culture committees having 
been also been established in cities across southwest’s network. in one way or another, the 
committee tries to ensure that fellow workers are appreciated and that people appreci
ate other difficulties involved with other people’s positions. a committee focusing on new 
employees has also been added to make sure new employees are inducted appropriately 
and receive proper guidance and mentoring during their early careers. 

the company is also paying more attention to employee retention as turnover creeps up: 
an internal branding campaign established eight ‘basic freedoms’ of working at southwest. 
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employees, the company says, get the freedom to pursue good health, travel, learn and 
grow, stay connected, have financial security, work and have fun, make a positive difference 
and be creative and innovative. 

Sources: www.southwest.com 

Questions 

1. explain the main features of southwest’s corporate culture. 

2. Consider the difficulties that southwest might have in maintaining its corporate culture as 
it grows and develops. 

4.6.3 The cultural web 

Because culture is so important to successful adoption of strategy and yet is difficult to define, 
understand and measure, it is important to have a model that provides some understanding. One 
of the most commonly used ways of making sense of an organization’s culture is the cultural web 
(Johnson, 1992). It is a schematic representation of the elements of an organization’s culture in 
such a way that we can see how each element influences the ‘paradigm’ (see Figure 4.3). Each 
component is interrelated and has an impact on the overall cultural paradigm of the organization. 

The 
Paradigm 

Stories 

Symbols 

Power 
structures 

Organizational 
structures 

Control 
systems 

Routines & 
rituals 

Figure 4.3 the cultural web 

Source: adapted from Johnson (1992) 

https://www.southwest.com
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Paradigm 

a paradigm is a worldview – a way of looking at the world. it is expressed in the assump
tions that people make and in their deep-rooted beliefs. the paradigm of an organization 
or a national culture is important because it determines how it will behave in a given circum
stance. given a certain moral dilemma or similar choice, we might expect the paradigms 
of a person living in one country or culture to lead them to arrive at different conclusions 
from those living in another country or culture. the aspects that cause one organizational 
culture to adopt one paradigm and another culture to espouse a different one are set out 
in the cultural web. 

KEY  CONCEPT  

The main elements of the web are described below. 

stories 

Stories are those narratives that people within the organization talk to each other about and what 
they tell new recruits and outsiders about the organization. The stories typically recount events and 
people from the past and present – stories of famous victories and defeats. They tend to highlight 
what is considered important to the members of the organization. 

routines and rituals 

Routines are the procedures for doing things within the organization. They are repeated on a regular 
basis to the extent to which they are taken as ‘the way things are done’. Rituals have a longer time 
frame and can be either formal or informal. Formal routines and rituals are a part of the organiza-
tion’s practice, such as the ‘long service award’ or the company annual sporting event. Informal rou-
tines and rituals might include the way people behave at the annual Christmas party or the extent 
to which colleagues socialize (or not) after work. 

symbols 

Symbolic aspects concern those aspects that symbolize something to some people – a certain level 
of promotion, the company car they drive, the position of their office, their job title. In some com-
panies, these symbols have no apparent importance at all. In others, they matter a great deal. How 
employees respond to these symbols can tell us a great deal about the culture. 

structure 

The structure of an organization can mean more than just those formal relationships that are shown 
on an organization diagram. Informal structures can also exist through interpersonal relationships 
that transcend the formal structures. Some organizations have highly developed informal struc-
tures, whereas others do not. 

control systems 

The ways in which activities are controlled, whether ‘tight’ or ‘loose’, is closely aligned to cul-
ture. This has a strong link to power distance and the nature of the activities the organization is 
engaged in. Control systems, by definition, concern activity in which performance is gauged against 
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a predetermined standard, and the methods of both standard-setting and monitoring performance 
vary significantly according to culture. 

Power structures 

The core assumptions that contribute to the paradigm are likely to be made by the most powerful 
management groupings in the organization. In some companies, this power resides in the research 
department; in others, it will be the production people or those from another department. In some 
organizations, there may be arguments about what is important between one or more groupings. 

Each component of the cultural web exerts its own influence on the organization’s paradigm. The 
paradigm describes the aggregate effects of all of the cultural influences on how members of the 
organization look at the world. 

Application of the cultural web at WestJet 

WestJet was founded in 1996 by a team of Calgary entrepreneurs as a western Canadian 
regional carrier with three aircraft flying to five cities. today, the airline (Canada’s second 
largest) offers scheduled service to over 70 destinations in Canada, the usa, Mexico and 
the Caribbean, with a modern fleet of over 100 boeing ‘next-generation’ 737-series aircraft 
and a small number of larger boeing 787 ‘dreamliner’ aircraft. the airline’s headquarters are 
in Calgary, which remains a major hub, though toronto is the airline’s largest hub. 

WestJet is based on the low-cost carrier business model pioneered by southwest airlines 
and Morris air in the usa. its original routes were all located in western Canada, which gave 
the airline its name. in 2018, WestJet carried over 25 million passengers. 

Stories 

 z three used boeing 737s at the start-up in 1996 

 z early changes in senior management 

 z taking on a well-established ‘legacy’ airline (air Canada), which subsequently strengthened 
its dominant position with the purchase of Canadian airlines (Canada’s no. 2 airline at the 
time) in 2001 

 z learning from other low-cost airlines and taking advantage of opportunities arising from 
north american airline deregulation 

Symbols 

 z aircraft are painted distinctively in white except for some lettering on parts of the aircraft. 

 z Calgary headquarters attained gold certification under the leadership in energy and 
environmental Design (leeD) program. 

 z Winner of numerous awards; for example, named Canada’s most trusted airline for 
domestic travel in 2021 

Power structure 

 z non-unionized, flexible workforce 

4 .8  SHORT  CASE  I LLUSTRAT ION 
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 z Many codeshare agreements with other airlines but not a member of any airline 
alliance 

 z 85% of employees are shareholders, giving rise to the advertising slogan ‘owners Care’. 

 z head office in Canadian regional center, giving rise to strong loyalty in its home region. 

Organizational structure 

 z outsourcing some key business functions; for example, aircraft catering provided by local 
suppliers in major cities 

 z strong emphasis on teamwork and WestJetters; contribution to business success ‘owners 
Care – sure, it’s our aircraft that fly you places, but it’s really our people who get you there’ 
(www.westjet.com) 

 z employee representative on the company’s board of directors 

 z strong leadership from experienced board of directors including a majority of nonexecu
tive directors 

Control system 

 z economies of scale through operating variants of the same aircraft type 

 z extensive connectivity between the networks of WestJet and global partner airlines 

 z strict adherence to budgeting, target setting and operating a ‘low-cost’ model 

 z Motivating WestJetters through share ownership scheme, competitive pay levels and 
other benefits 

Rituals and routines 

 z light-hearted attitude. issued ‘joke’ press releases as part of first april Fool’s Day; for 
example, the introduction of ‘sleeper cabins’ in overhead bins 

 z strong ethos of community investment, environmental initiatives and sponsorship by the 
company and its 11,000 WestJetters (employees) 

 z employees as ‘owners’. ‘We’re looking to fill a number of positions, starting with owner’ 
(www.westjet.com) 

Paradigm 

 z value for money 

 z WestJetters’ interests aligned with those of the company 

 z growth with responsibility – to environment, communities and stakeholders 

Source: adapted from www.westjet.com 

Questions 

1. Consider what purpose is served by producing a cultural web for a company such as 
Westjet and how it might be utilized by managers. 

2. Consider a THE organization you are familiar with and apply the cultural web analysis 
to it. 

https://www.westjet.com
https://www.westjet.com
https://www.westjet.com
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4.7 Cultural typologies 
A number of writers in organizational theory have attempted to group culture types together. The 
thinking behind such attempts at a typology is that if organizations can describe their cultures by 
type, this would help in strategic analysis. We will briefly consider three of these attempts that 
might be useful in analyzing THE organizations in various contexts. 

4.7.1 Handy’s culture types 

An influential writer Charles Handy (1996) suggested that organizational cultures could be divided 
into four broad types: power cultures, role cultures, task cultures and person cultures. 

Power cultures 

This type of organization is dominated by either a very powerful individual or a small, dominant 
group. It is typified by an organization that has grown as a result of entrepreneurial flair. Strategic 
decisions and many operational ones are made by the center, and few decisions are devolved to other 
managers. Because the organization is dependent on the abilities and personality of the powerful 
individual, the ability of the organization to change in response to changes in the environment are 
sometimes limited by the center. 

Power cultures are common in small entrepreneurial (owner-managed) companies and in some 
notable larger organizations with a charismatic leader. 

role cultures 

This type of culture is found in many long-established organizations that have traditionally oper-
ated in stable environments. They tend to be very hierarchical and rely on established procedures, 
systems and precedent. They often respond slowly to change because it takes time for change to be 
recognized through the reporting mechanisms. Delays are also encountered in the slow, considered 
decision-making process. 

Role cultures are common in traditional bureaucracies such as the civil service. The task of manage-
ment in a role culture is to manage procedure. There is usually a high degree of decentralization and 
the organization is run by rules and established procedures. 

task cultures 

Task cultures are found in organizations engaged in activities of a nonrepetitive nature, often high-
value, one-off tasks. Activities are normally based around flexible multidisciplinary teams with 
expertise in the major disciplines required to complete the project. Teams tend to be small but flex-
ible and find change easy to identify and adjust to. Strategic planning tends to concentrate on the 
task at hand. 

As their name suggests, task cultures can be found in organizations that are dedicated to a particular 
task. Consortia that work on large civil engineering projects may demonstrate task culture, as might 
missionary teams that work together on a medical project in the developing world. 

Person cultures 

Person cultures are those that exist primarily for the benefit of the members of the organization 
itself and, hence, they tend to be rare in commercial businesses. They can have a very different ‘feel’ 
to the other cultures because all members of the organizations work for the benefits of themselves 
and the other members. 
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They can be found in learned professional societies, in trade unions, in cooperatives, in some chari-
ties and in some religious organizations. 

In reality, few organizations fit perfectly into just one classification, and they may demonstrate ele-
ments of two or more. Some diversified organizations may have divisions that fall into all categories 
and the cultures may change over time. Many start as power cultures and then tend toward a role 
culture as size increases. 

In assessing the appropriateness of the four cultural types, three criteria might be used. Does the 
dominant culture identified: 

z Fit with prescriptive or emergent forms of strategy formulation? 
z Help deliver competitive advantage for the organization? 
z Have the ability to cope with strategic change? 

In assessing the four main cultural types, however, three important qualifications should be made: 

1. Organizations change over time. 

2. Several types or variations of culture often exist in the same organization as ‘subcultures’. 

3. Different cultures may predominate depending on the headquarters and ownership of the 
company. 

4.7.2 Miles and Snow’s culture types 

Since its emergence, the typology of cultural types produced by Miles and Snow (1978) has been 
widely used and cited in the academic literature (see, for example, Desarbo et al., 2005; Anwar 
et al., 2021). Miles and Snow categorized cultures into four types, based on how they tend to react 
in strategic terms. 

defenders 

These organizations tend to seek a competitive advantage in terms of targeting niche markets 
through cost reduction and specialization. They tend to operate in stable, mature markets and, as 
the name suggests, they favor defending their current market share by service improvements or 
further cost savings. Defenders therefore tend to be centralized, have rigid control systems and have 
a hierarchical management structure that does not enjoy sudden change. 

ProsPectors 

These organizations enjoy the challenge of developing and introducing new products to the market-
place. They actively seek out new markets for their products. These favored strategies require them 
to constantly monitor the environment and be willing and able to respond to quickly to changes that 
may occur. To that end, they are decentralized and flexible. 

analyzers 

These organizations are ‘followers’ and are conservative in nature. Steady growth through market 
penetration is the favored option because this can be achieved without radical changes to structure. 
Moves into new markets and products only occur after extensive evaluation and market research. 
They learn from the mistakes of others and tend to balance power between the center and divisions 
with complex control systems. 
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Table 4.2 summary of the strategic implications of Miles and snow’s typology 

Cultural type strategic implications environmental conditions organizational 
characteristics 

Defenders hold on to current stable tight control 
market position Centralized 
retrench operational efficiency 

low overheads 

prospectors innovate Dynamic and growing Creative 

Find new market innovative 
opportunities Flexible 
grow Decentralized 
take risks 

analyzers Maintain current Moderate change tight control and 
market with moderate flexibility 
innovation efficient operations 

Creativity 

reactors no clear strategy any condition no clear organizational 
approach react to specific 

conditions Depends on current 
needs Drift 

reactors 

Reactors are a bit like analyzers in that they tend to follow rather than innovate. They differ from 
analyzers in that they are less conservative and sometimes behave impulsively, having failed to fully 
consider the implications of their actions. These organizations may lack proper control systems and 
typically have a weak but dominant leader. 

The four cultural types of Miles and Snow and their strategic implications are summarized in 
Table 4.2. 

4.7.3 Hofstede’s cross-cultural differences 

Professor Geert Hofstede is an influential Dutch researcher in the field of organizational culture. 
His cross-cultural studies demonstrated that there are important national and regional cultural 
groups. The importance of these groups is that they exert a significant influence on the behavior 
of organizations (and societies more generally). THE is by its nature international in orienta-
tion, with organizations frequently operating across borders and working in various cultural 
contexts. 

Consequently, it is important that managers in these sectors have an understanding of the influ-
ence of national culture and the effects the differences might have on the successful implemen-
tation of strategy (see, for example, Adekola and Sergi [2016] for a full discussion of the issues 
involved). 
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National culture 

there is no single agreed definition of national culture, but to hofstede (2010:6) it is: 

the collective programming of the mind which distinguishes the members of one 
human group from another . . . . Culture, in this sense, includes systems of values; and 
values are among the building blocks of culture. 

DEF IN IT ION/QUOTAT ION 

Some have criticized Hofstede’s work on methodological grounds, because his work was based 
largely on samples of employees from the company he worked for – IBM. See, for example, the cri-
tique by McSweeney (2002) and the overview by Williamson (2002). Furthermore, national cultures 
are subject to change over time, and important regional and ethnic variations within countries exist. 
In describing such cultures, it is clearly a possibility that national stereotyping will occur. 

Nevertheless, his work has been widely cited, adapted by others and applied to particular circumstances. 
The concepts of Hofstede and others have been widely applied to cross-cultural studies in an attempt to 
understand why managers and employees in different parts of the world think and act in different ways. 

Hickson and Pugh (2001), for example, building on the work of Hofstede and others, usefully provided 
an analytical journey around the world when they considered managerial and organizational differences 
in different parts of the world. Though arguably somewhat dated, in individual chapters they distin-
guished between managerial differences of ‘the Anglos’, the ‘Latins’, the ‘Northern Europeans’, the 
‘East Central Europeans’, the ‘Asians’, the ‘Arabs of the Middle East’, and the ‘Developing Countries’. 

	z explain the concept of the cultural web and describe its components as applied in a THE 
context. 

	z explain what is meant by the terms power distance and paradigm. 

	z Describe handy’s and Miles and snow’s cultural typologies and assess the usefulness of 
the concepts to THE organizations. 

	z explain why an understanding of hofstede’s work is important to international managers 
operating in THE organizations. 

TH INK POINTS  

Hofstede is best known for his work in developing his ‘cultural dimensions theory’, which encapsu-
lates five dimensions that are considered in Table 4.3. 

There are a number of strategic considerations that are raised by the outcomes of Hofstede’s work 
that managers operating in THE might need to be aware of when formulating and implementing 
their strategic plans. These considerations might include: 

z For organizations operating in one national market: THE employees may come from a range of 
countries and different cultural backgrounds, and differences in their attitudes and motivations 
might need to be considered when designing aspects of the strategy to be implemented, 

For example: It is quite common for many employees at UK hotels to come from elsewhere, 
particularly from Eastern Europe and Mediterranean countries. 
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Table 4.3 summary of hofstede’s cultural dimensions 

Cultural 
dimension 

Description Findings 

power 
distance 

individualism/ 
collectivism 

Masculinity vs 
femininity 

uncertainty 
avoidance 

long-termism 
versus short
termism 

z	extent to which the 
poorest in society are 
willing to accept their 
position or countries 
in which inequalities 
are less acceptable 

z	extent to which 
countries are 
collections of 
individuals or are 
bound together as a 
cohesive whole 

z	extent to which 
countries are placed 
on a spectrum 
from masculinity to 
femininity 

z	extent to which 
members of a culture 
feel threatened by 
the unknown 

z	hofstede later added 
this category 

z	it relates to the extent 
to which different 
cultures have different 
time horizons – 
long-termism versus 
short-termism 

z	Countries such as panama, Malaysia and venezuela 
were found to accept such inequalities, whereas 
countries such as ireland, israel, Denmark and 
sweden found inequalities less acceptable. 

z	the more individual countries included usa, 
uK, australia and netherlands, whereas south 
american countries tended more toward 
collectivism. 

z	in male-dominant cultures, there is a sharp 
distinction between genders, with males expected 
to emphasize work, power and wealth. in other 
cultures, there is more equality. Japan, austria and 
italy tended toward greater masculinity, whereas 
countries such as sweden, netherlands and 
Finland are more feminine 

z	in countries where uncertainty avoidance is weak, 
people are willing to embrace uncertainty and 
ambiguous situations: precision and punctuality 
for meetings, for instance, were useful but not 
essential. these countries included singapore, 
Denmark, Jamaica and hong Kong. 

z	on the other hand, in strong uncertainty avoidance 
countries, people appear to need certainty, 
planning and order. these cultures included those 
in Japan, portugal, greece and belgium. 

z	long-termism stresses the importance of taking 
a long view and adapting traditions to a modern 
context while stressing perseverance. China, hong 
Kong and south Korea are examples of long termism. 

z	short-termism stresses the importance of quick 
results as well as social obligations and status. 
short-termism is typified by the usa, nigeria, the 
uK and Canada. 

z For organizations with a range of operations in different countries: There might be a need to 
devise a strategy taking into account not only central headquarter issues but also local cultures 
styles, values and expectations. 

For example: Mission statements might have to be adapted and the rate of strategic 
change adjusted to local circumstances. 
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There might also be a need in such companies (or those with global operations) to find ways of 
bringing together and integrating the many cultures that exist. This might involve special integra-
tion programs to break down barriers. However, as we saw in Chapter 1, heterogeneity is often valued 
by THE consumers, so many companies operating in diverse international settings stress the com-
mon culture across the company but also the recognition of local cultures in their products as a way 
of differentiating their product offerings. 

A number of authors have applied Hofstede’s cross-cultural research to THE settings, including 
Reisinger and Crotts (2010), Rinuastuti et al. (2014), Li (2014), Mazanec et al. (2015) and Huang 
and Crotts (2019). 

For example: Reisinger and Crotts (2010) applied Hofstede’s analysis specifically to 
tourism. Drawing from a sample of tourists from eight countries (Australia, Greece, the 
UK, the USA, China, Indonesia, Malaysia and Singapore) that completed Hofstede’s 
original survey instruments, the results showed strong support for Hofstede’s national 
cultural measures in that only minor differences were revealed between with their study 
and Hofstede’s work. This finding provides strong support for Hofstede’s dimensions as a 
measure of central tendencies of visitors from different nations. 

Reisinger and Crotts (2010) also identified graphically contrasting respondents’ values 
along the five cultural dimensions revealing that the ‘between-nation’ differences are 
relatively small when compared to the ‘within-nation’ variability, thus indicating that 
subcultures do exist within countries. The analysis also identified international regions 
that cluster closely together, demonstrating that national cultural differences do not end 
at national borders. 

Small business focus 
Human resource management frequently raises particular strategic challenges for managers in 
smaller THE organizations. ‘The very size of small businesses creates a special condition – which 
can be referred to as resource poverty – that distinguishes them from their larger counterparts 
and requires some very different management approaches’ (Welsh and White, 1981:18). In rela-
tion to human resources, Urbano and Yordanova (2008), writing in a Spanish tourism context, 
argued that there are several difficulties smaller companies may face relative to larger competi-
tors. SMEs may: 

z Have less access to formal training opportunities 
z Be unlikely to have human resource departments dedicated to resolving human resource 

issues 
z Have owners and managers who are likely to combine human resources responsibility with other 

responsibilities 
z Have more limited financial resources, limiting the adoption of costly human resource manage-

ment practices 
z Encounter difficulties in pursuing new approaches to people management owing to lack of infor-

mation about the developments in human resources management in other companies 
z Encounter problems in competing for labor with larger organizations and recruiting and training 

employees 

Though the factors outlined above are no doubt important (and there may be others), small busi-
nesses need to design strategies to overcome the difficulties encountered and to build on other 
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factors that might be advantageous for SMEs. For example, smaller businesses might seek to over-
come their size disadvantages by: 

z Working cooperatively in alliances to share resources 
z Forming trade associations to share knowledge and best practices 
z ‘Clustering’ together to achieve economies of scale in relation to aspects such as marketing and 

purchasing 
z Using technology (such as internet applications) effectively; for example, in communicating with 

customers directly and providing training for employees 

Notwithstanding some of the potential disadvantages smaller organizations might have relative to 
larger competitors, they may also have potential advantages in relation to their human resources. 
The task for THE managers in smaller organizations is then to identify these advantages and maxi-
mize their potential in the strategies they adopt. Despite extensive training and development, active 
policies, extensive marketing, public relations and brand building and managerial actions, larger 
companies frequently find it difficult to be viewed as responsive, friendly and customer focused and 
as having consistent service standards. 

THE owners, managers and employees working in smaller organizations may be able to differentiate 
themselves by exhibiting superior: 

z Customer knowledge 
z Responsiveness to enquiries and complaints 
z Development of long-lasting relationships encouraging repeat business 
z Attention to detail 
z Culture that is consistent across the organization and consistent with the vision and values of 

owners and senior managers 
z Consistent and reliable standards across the organization 
z Friendliness and ability to leave the customer feeling important and reassured 

In addition, SMEs may be able to foster high standards of service delivery and foster a service-
oriented culture by the direct day-to-day involvement of owners and managers. Rather than being 
remote (as in some larger organizations), managers and owners who are directly involved can seek 
to foster high standards. 

In particular owners and managers are on hand to: 

z Monitor and experience the standards directly 
z Make changes quickly when required 
z Impose a sense of urgency and importance when customer problems arise 
z Make decisions directly and deploy necessary resources when required 
z Ensure that employees are appropriately rewarded and motivated 

CHAPTER SUMMARY 

Both human resources and organizational culture are important parts of strategic analysis for THE 
organizations. An understanding of both of these areas is a vital part of internal analysis. The state 
of an organization’s human resources can be assessed by using a human resource audit – a tool 
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that has its limitations, particularly in respect of measuring intangible aspects like job satisfaction, 
employee morale and motivation. Nevertheless, it enables gaps (positive or negative) to be identi-
fied, the closing of which is among the issues that the strategy to be implemented must address. 

Because THE sectors are usually highly labor intensive, it is the human resources of an organization 
that can frequently represent the key differentiator between organizations. In particular, the quality 
of the service provided in customer (or guest)/employee encounters is often critical. 

The configuration of human resources in an organization is a major determinant of its culture. We 
can think of an organization’s culture as its personality, and we can use the cultural web to analyze 
it. We also encountered two ways of subdividing culture types (Handy; Miles and Snow). These 
can also be useful tools in strategic analysis. THE represent highly international sectors of industry 
with employees of differing cultural backgrounds. It is important that cultural differences and the 
management implications that arise from them be recognized. This chapter considered the work of 
Hofstede as a way of analyzing this aspect. 
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5 
Tourism, hospitality and 
event organizations – the 
financial context 

Introduction and chapter overview 
This chapter continues the internal analysis of organizations in examining one of the functional 
areas that organizations are often divided into – the financial context. The previous chapters con-
sidered the operational and human resource functional areas, and Chapter 6 will examine the other 
functional area – marketing. 

The ability to make sense of an organization’s financial situation is an important part of strategic 
analysis. To carry out a financial analysis of an organization’s situation (or of an industry), it is nec-
essary to understand some of the fundamentals of finance and its sources. 

This chapter begins with a discussion of the sources of corporate finance and then goes on to dis-
cuss the costs of the various types of capital. This information helps students to make sense of a 
company’s financial structure before the tools of conventional financial analysis are discussed. The 
concept of financial benchmarking is explained and its use in analysis is discussed. 

Two topics of particular relevance in THE contexts are outlined toward the end of the chapter: 
exchange rate risk and cash flow risk management. 

LEARNING OBJECTIVES 

After studying this chapter, readers should be able to: 

z Identify the primary distinguishing aspects of financial management in parts of THE 
z Understand what is meant by financial analysis in THE contexts 

Doi: 10.4324/9781003318613-7 
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z Identify the sources of funds available to companies and the relative advantages and disadvan-
tages of each 

z Assess a company’s potential for further funding based on current position, future prospects and 
past performance 

z Understand the cost and non-cost issues involved in raising and using various forms of capital 
z Understand the importance of the cost of capital 
z Understand the limitations of a company report and accounts as a source of data for financial analysis 
z Utilize the major techniques that can be used to analyze a company’s financial position and to 

understand their limitations 
z Analyze and understand the characteristics of foreign exchange risks in THE contexts 
z Analyze and understand the characteristics of cash flow risks in THE contexts 

5.1 Financial resources in THE contexts 
Although THE sectors cover a wide diversity of different organizations with differing characteristics, 
financial management is important to all of them. 

When dealing with finance much of the material is quite generic, in that the accounting conventions, 
ratio analysis techniques and fundamentals of raising finance are similar for THE organizations, as 
in other business fields. Nevertheless, in this chapter they will be applied to THE organizations to 
illustrate the relevant financial principles. 

There are, however, also some highly significant and distinctive features of managing finance in 
many THE contexts (cash management and foreign exchange risk management), which will be dis-
cussed and illustrated toward the end of the chapter. 

Financial management is concerned with the effective and efficient raising and use of funds. Like 
physical, operational, marketing or human resources, finance: 

z Has a large number of competing uses 
z Is scarce but can be obtained at a price 
z Is bought and sold in markets 

Financial management is concerned with managing this scarce resource to ensure that finance is: 

z Available in sufficient quantities at the right time 
z Obtained at the lowest possible cost 
z Used in the most profitable ways 

The importance of finance to hospitality managers is illustrated in the following Short Case 
Illustration. 

The importance of finance: to hospitality managers 

tsai et al. (2011:942) stressed the importance of good financial management for manag
ers working in hospitality. the authors argued that ‘financial management is the backbone 

5 .1  SHORT  CASE  I LLUSTRAT ION 
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of any business, including firms involved in hospitality (including but not limited to hotels, 
restaurants, and casinos)’. however, although financial management is important at all lev
els of hospitality organizations, the focus of financial management alters. at the property 
level, managers are ‘charged with using owners’ invested assets to enhance revenues and 
reduce expenses to achieve desired net profits. however, managers at the corporate level 
are more involved in issues related to investing excess cash and raising debt and equity 
capital. Dividend policy and decisions, which to some extent signal board-level views on the 
firm’s future development opportunities, also play a significant role in hospitality finance’ 
(tsai et al., 2011:943). 

because the hospitality industry is relatively capital intensive (s. lee, 2007; Karadeniz et al., 
2009), managers at all levels are required to have adequate financial management skills and 
access to strategies for achieving the goal of financial management, namely, value enhance
ment or creation for owners. 

Questions 

1. Why is financial management important for hospitality managers? 

2. Distinguish between the likely focus of financial management at the corporate and prop
erty levels for hospitality managers. 

Most university business courses have an accounting and finance content. You may consequently be 
familiar with some of the content of this chapter, and this will be to your advantage. This chapter 
takes the material from the other modules and develops the material specifically in the context of 
strategic analysis. There are certain elements of finance that we need to concentrate on when carry-
ing out a strategic analysis. 

	z in what respect are certain aspects of financial management characteristic of many THE 
organizations? 

	z explain why an american hotel group operating hotels in asia may be susceptible to 
foreign exchange risk. 

	z identify the managerial implications for managers operating in high or low capital inten
sity parts of THE. 

TH INK POINTS  

Financial management is often complex and frequently laden with specific terminology. We are pri-
marily concerned with the impact that finance (its availability and price) will have on the adoption 
of successful strategies. For a more detailed examination of financial management and accounting 
in a THE context, a number of sources are available, including Evans (2002), Bowdin et al. (2011:ch. 
9), Atkinson et al. (2012) and Guilding and Ji (2022). A large number of generic texts also examine 
financial management in detail; see, for example, Marsh (2012), Buckley (2012), Arnold and Lewis 
(2019) and Atrill (2019). 

Finance (or the lack of it) is central to the strategic development of all organizations large and small. 
The most original strategies and the most complex plans for the future of a business are meaningless 
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unless managers have considered the financial position of the organization at the outset and during 
the period covered by the strategy. 

Thus, the ability of an organization to finance both current and future strategies is central to any 
analysis of the organization’s position. 

The success or failure of the organization is judged by its ability to meet its strategic objectives. The 
financial information (in the form of annual and sometimes quarterly ‘corporate’ financial reports) 
produced by organizations provides a quantifiable means of assessing success. It is important to 
recognize, however, that other quantifiable information, such as efficiency and productivity data, 
and nonquantifiable data, such as the company’s image, can also be used to make such judgments. 
In this chapter we examine the value of information extracted from financial reports specifically as 
a source from which judgments can be made. 

Corporate reports are, however, just one source of information about a company’s financial state. 
Managers have a number of ways of gathering information about their own and competitors’ 
finances, and we will discuss these later in the chapter. 

5.2 An introduction to financial analysis 
5.2.1 Capital intensity 

Capital intensity refers to the amount of capital used in businesses relative to the other factors of 
production, particularly human resources. Capital-intensive industries use a large portion of capital 
to buy expensive equipment compared to their labor costs. 

Thus, industries such as oil refining and vehicle manufacturing are often thought of as ‘capital 
intensive’. The capital intensity of THE businesses varies enormously. Accommodation including 
hotels and transport, as well as airlines and cruising, is often viewed as a capital-intensive part of 
the industry. 

Conversely, in other parts of THE, capital requirements are usually relatively low. Thus, the capital 
requirements in setting up a travel agent, a tour operator, an internet intermediary or an event man-
agement company, for example, are often relatively low. 

The relative capital intensity of parts of the industry has three important implications for managers 
working in the industry. 

z Barrier to competition – Capital intensity can often act as a barrier to new companies entering the 
market to compete. Often new companies or smaller companies have insufficient access to capital 
from the financial markets and banks, which prevents them from entering the market to compete 
with more established companies. 

z Long lead times – Projects that require large amounts of capital often have very long lead times 
between the decision to invest and the asset becoming available. This requires careful planning 
and scheduling. 

For example: if an airline decides to invest in new aircraft, it may have to raise the capital 
it needs to invest (from banks or financial markets), place an order with the aircraft 
manufacturer, have a period of aircraft testing and staff training and alter operational 
procedures and systems. In most cases this requires lead times of several years. Japanese 
Airline ANA became the ‘launch’ airline for the innovative Boeing 787 ‘Dreamliner’ 
aircraft when it announced an order for 50 aircraft in 2004. However, the aircraft’s first 
ANA commercial flight did not take place until 2011. 
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z Asset ownership or management – The need for large quantities of capital can, in some parts of THE, 
be mitigated by the fact that many companies do not actually own the assets concerned (and 
therefore do not need to finance them) but instead manage or lease the assets. 

For example: Compared with many other industries, the hospitality industry traditionally 
has a greater need for financial capital to invest in fixed assets such as land, building and 
equipment, and because debt is usually relatively cheaper than equity, it has been widely 
used as a source of capital to fund investments (Li and Singal, 2019). 

However, hotels and restaurants are often managed under management contracts or 
franchising arrangements, with the physical assets owned by a property company. 
A so-called asset-light strategy has now clearly emerged as a dominant strategy (Li and 
Singal, 2019). Such a strategy enables firms to give up asset ownership to focus on 
developing intangible assets (such as branding, loyalty schemes and additional services) 
that are potentially more profitable. Using a capital structure in this way allows 
hospitality firms to own fewer (or no) hotel or restaurant properties and invest more 
in technology and loyalty-based assets using franchising and management contracts (Li 
and Singal, 2019). 

Similarly, airlines often lease some or all their aircraft from leasing companies such as the 
Irish-based market leader AerCap, which owns over 2,000 aircraft. 

The contrast between Carnival Cruises and Travel Counsellors below illustrates the differences in 
capital intensity for two parts of THE. 

Capital intensity: Carnival Cruises and Travel Counsellors 

Carnival Corporation & plc is a company listed in new york and london with headquarters 
in Miami and london. it operates some of the world’s leading cruise brands, including Car
nival, holland-america, Cunard, p&o and princess. 

to grow and compete with other cruise lines, the company has to spend heavily on new 
cruise ships and refurbishments for its existing fleet. these investments have to be carefully 
planned because they have very long lead times and require substantial financial commit
ments over a number of years. 

Carnival Corporation employs a diverse workforce of 150,000 people worldwide, and its 
nine cruise line brands and 87 ships account for almost 50% of the global cruise market. 
a total of 16 new ships are scheduled to be delivered to Carnival Corporation by 2025. 

by contrast, travel Counsellors represents a labor-intensive (as opposed to capital-intensive) 
part of the industry. travel Counsellors was launched in 1994 by David speakman and is 
headquartered in Manchester, uK. 

the travel intermediary (which operates in the uK, ireland, belgium, netherlands, uae, 
south africa and australia) has grown substantially to become a £0.5bn business but 
is based on a low capital outlay business model. the company has an international 
network of self-employed travel counselors working from home who are paid on a com
mission basis based on the travel sales they achieve. because they are self-employed, 
experienced and highly motivated, they are able to provide high customer service levels 

5 .2  SHORT  CASE  I LLUSTRAT ION 
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Long Term Funds 

Current Assets 

Current Liabilities 

 

that are difficult to match on the internet or by traditional travel agents operating from 
shop premises. 

Sources: adapted from www.travelcounsellors.co.uk; www.carnival.com/ 

Questions 

1. explain what is meant by capital intensity. 

2. Contrast the capital intensity of Carnival Corporation and travel Counsellors and com
ment on the implications. 

5.2.2 Financial structure and profitability 

At the outset it is necessary to have an understanding of a business’s financial structure. An organi-
zation’s annual accounts will normally contain two key statements, which we will examine briefly: 

z The balance sheet 
z The profit and loss (P&L) statement 

5.2.3 The balance sheet 

The balance sheet is a representation of an organization’s financial structure. Assets, which may be 
long-term or current assets, are financed (and ‘matched’ in the balance sheet) by capital and liabilities. 
Liabilities may be current (less than 1 year) or long term (over 1 year). 

Capital + Liabilities = Assets 

The principles underpinning a balance sheet are shown in Figure 5.1. 

Figure 5.1 a representation of the principles of a balance sheet 

https://www.travelcounsellors.co.uk
https://www.carnival.com/
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Table 5.1 a simplified balance sheet for airasia 

item value examples 

us$ (mn) 

a Fixed assets 4,872 semipermanent assets – pr operty, 
plants, vehicles, aircraft, etc. 

b Current assets 1,270 trading assets – stock, debtors, 
cash 

C Current liabilities (1,712) trading liabilities – creditors, 
overdrafts 

net current assets or working (442) 
capital (b + C) 

Capital employed (a + b + C) 4,430 

D shareholder finance 699 share capital, retained profits 

e long term liabilities 3,731 Medium- and long-term loans 

sources of finance (D + e) 4,430 

Note: Converted at rate of us$1 = 4.0 Malaysian ringgits 

Source: airasia financial results 2019, www.airasia.com 

A number of points relating to the balance sheet can be made: 

z The assets of the business may be long term or current and are ‘funded’ by long-term funds 
(capital) comprising long-term loans, share capital and reserves and also by current liabilities 
comprising overdrafts and trade creditors. 

z A proportion of the short-term assets are usually funded by long-term funding, which, unlike 
short-term funding (current liabilities), is difficult to take away at short notice and conse-
quently represents a more stable form of financing. Overdrafts, for instance, can be quickly 
recalled by banks if they choose to do so. 

z Long-term (or fixed) assets such as property, land, vehicles and aircraft are normally financed 
entirely by more stable financing sources; that is, long-term funding. 

z The difference between current assets (comprising stock, debtors and cash) and current liabilities 
(comprising creditors, overdrafts and short-term loans) is called working capital (net current assets). 

A simplified example of a balance sheet for AirAsia is shown in Table 5.1 as an example. 

5.2.4 The profit and loss statement 

The P&L statement matches the revenue earned in a period with the costs incurred in earning it. 
A simplified profit and loss account for AirAsia is shown in Table 5.2 as an example. 

5.3 Sources of corporate funding 
Financial resources, as we have already learned, are an essential input to strategic development. 
Capital for development can be raised from several sources, and these are summarized here. 

https://www.airasia.com
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Table 5.2 a simplified profit and loss account for airasia 

item value examples 

us$ (mn) 

a sales or operating revenue 3,002 passenger and freight revenue,  
contract services 

b Costs or operating expenditure (2,828) labor, fuel, maintenance, aircraft 
operations, sales and marketing, 
depreciation, leasing costs 

C operating profit (a + b) 174 

D Finance and other costs (299) Finance costs, foreign exchange losses 
and associated business losses 

e profit before taxation (C + D) (125) 

F (tax)/tax credit 57 

g net profit attributable to sharehold (68) 
ers (e + F) 

Note: Converted at rate of us$1 = 4.00 Malaysian ringgits 

Source: airasia financial results 2019, www.airasia.com 

KEY  CONCEPT  

Capital 

accountants use the term capital to describe one particular type of ‘money’. it is usually 
contrasted with revenue. revenue is money that is earned through normal business 
transactions – through sales, rents or whatever the company ‘does’ through its normal 
activities. Capital is money that is used to invest in the business – to buy new equipment, 
new capacity, extra aircraft, etc. the investment of capital enables the business to expand 
and, through that expansion, to increase its revenue and profits in future years. Capital can 
be raised from shareholders, through retaining profits, through loan capital or through the 
disposal of assets. 

5.3.1 Share capital 

For limited liability companies, a sizeable proportion of capital is raised from shareholders (the finan-
cial owners of the company) in the form of share capital. 

Historically, share capital has comprised the majority of capital for a limited company’s start-up and 
subsequent development. In return for their investment, shareholders receive a return in accordance 
with the company’s performance in a given year in the form of a ‘dividend’. The dividend per share 
is an important measure by which shareholders can assess the company’s success in its chosen 
strategy. Shares also confer to their holders a right to vote on company matters through resolutions 
at annual or extraordinary company meetings pro rata with the size of their holding. It follows that 
a shareholding in excess of 50% confers total control over a company’s strategy. 

https://www.airasia.com
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Under normal circumstances, share capital is considered to be permanent – it is not paid back by the 
company. It is thus unlike other forms of capital (e.g., loan capital). The shareholders’ return is in 
the form of dividends and through capital growth – an increase in the value of the shares. Sharehold-
ers who wish to divest their stock in a company must usually sell it via a stock exchange (in the case 
of shares in a public limited company) or through a private sale (in the case of a private company). 
In exceptional circumstances, some companies offer a ‘buyback’ of their own shares. 

KEY  CONCEPTS  

Share value and share volume 

z Share value – the price of a given company’s shares at a given point in time. like any 
other commodity, the forces of supply and demand determine its value. given that in 
normal circumstances the supply is fixed over the short to medium term, its price is deter
mined by how many people want to buy it. if the market has confidence in a company’s 
prospects, its price will rise. if a company’s prospects are considered poor, fewer people 
will want to buy its shares and the price will fall. 

z	Share volume – the number of shares held by a shareholder. the larger the volume, the 
more influential the shareholder will be in the company’s affairs. 

z	Total share volume – the total number of shares a company has issued for sale to the 
stock market or to employees of the organization. broadly speaking, larger companies 
have greater share volumes than smaller concerns. 

5.3.2 Rights issue capital 

From time to time, a company may seek to increase its capital for expansion or improve its capital 
structure by means of a rights issue. This is when a company issues new shares to the stock market, 
normally giving its own shareholders the first refusal pro rata with their current proportion of the 
company’s share volume. 

The decision to go for a rights issue may well be a strategic decision for management because it 
can impact ownership of the company. If existing shareholders do not exercise their right to buy, 
it is likely that ownership will be diluted; that is, shareholders will find that they own a lower 
percentage of share volume than they used to. A variation on a rights issue is a placing. A plac-
ing involves the selling of shares direct to a small number of investors, usually large financial 
institutions. 

In the next few sections, Air New Zealand will be used to illustrate refinancing and some of the ‘tech-
niques’ of financial analysis. At the time of writing, each NZ$ was worth approximately US$0.65. 

Air New Zealand Limited is the flag carrier airline of New Zealand, tracing its roots back to 1940. 
Based in Auckland, Air New Zealand’s stated purpose is to ‘enrich our country by connecting New 
Zealanders to each other and New Zealand to the world’ (www.airnewzealand.com). It operates 
an extensive domestic and international route network focusing particularly on the Pacific Rim. 
A modern fleet of about 110 aircraft is operated by the airline. 

Before the COVID-19 pandemic, the airline flew more than 17 million passengers every year, with 
3,400 flights per week. The airline is a member of the Star Alliance of global airline partners (which 

https://www.airnewzealand.com
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also includes Air China, Air Canada, Lufthansa, South African Airways, Singapore Airlines and 
United Airlines) and has an extensive domestic and international route network. 

Refinancing: Air New Zealand 

air new Zealand has an erratic recent financial history, having been largely privatized in 
1989 but subsequently returned to majority government ownership in 2001 after a failed 
merger with struggling australian carrier ansett australia. 

in common with all other THE businesses worldwide, air new Zealand operations were 
severely affected as new Zealand implemented severe lockdown restrictions in 2020 and 
2021. the substantial loss of revenue, particularly for international flights (as indicated in 
Figures 5.2 and 5.3), resulted in the airline incurring losses. Consequently, it had to utilize its 
cash reserves and the government had to make loans available to the airline. subsequently, 
a package of measures was announced to refinance the airline. 

in March 2022, air new Zealand launched comprehensive nZ$2.2bn recapitalization. the 
package was aimed at keeping the investment grading assessed by one of the interna
tional rating companies (Moody’s) and to support the execution of the airline’s strategic 
priorities. 

the package of measures included an nZ$1.2bn ‘rights offer’, allowing eligible sharehold
ers an opportunity to buy additional shares in air new Zealand at a discount relative to the 
prevailing share price in proportion to the shares already held. 

5 .3  SHORT  CASE  I LLUSTRAT ION 

1.6 

1.35 

2.05 

2019 Passenger revenue 
(NZ$bn) 

Figure 5.2 air new Zealand passenger revenue 2019 
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Source: air new Zealand annual results presentation 2021, airnewzealand.com 

Questions 

1. What were the financial issues air new Zealand faced during 2020 and 2021? 

2. explain the measures the company took to address the financial issues. 

1.22 

0.15 0.14 

2021 Passenger revenue
(NZ$bn) 

Figure 5.3 air new Zealand passenger revenue 2021 

5.3.3 Retained profit as a source of capital 

Shareholders provide other funds for development by agreeing not to receive all of the company’s 
profits in a given year. Retained profit, that element of operating profit not paid to shareholders in 
the form of a dividend, is arguably the most common method of funding strategic developments, 
particularly if the company is quite old in terms of years of operation. By using this form of fund-
ing, organizations save on the costs involved in using alternatives such as fees to investment banks, 
lawyers and accountants. It also means that management does not have to reveal or justify their 
strategies to others and risk their plans becoming known to competitors. 

5.3.4 Loan capital 

An important consideration in the use of retained profits to fund corporate development is clearly 
the ability of the company to actually make a profit that can be, at least in part, distributed to share-
holders as dividends. Though a company may make a profit from its normal activities after taxation, 
some profits may be required to meet the cost of other forms of debt finance or loans. 

Debt finance is usually shown in the balance sheet under two headings: 

z Creditors – amounts falling due within 1 year 
z Creditors – amounts falling due after more than 1 year 

The form of borrowing with the most impact on strategic development is that falling due after more 
than 1 year – long-term debt. 
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Debt finance is normally for a set period of time and at a fixed rate of interest. The interest must be 
paid every year, regardless of the level of profit (often referred to as servicing the debt). The interest 
rate for this source is normally lower than the cost of share capital (when the dividend payable on 
the shares is taken into account).

5.3.5 Comparison of share capital and loan capital

Each of the types of capital described above has its pros and cons. Share capital has the advantage 
that the amount paid on the capital is dependent on company results. A company can decide not 
to pay a dividend if profits are poor in any given year. Loan capital, by contrast, must normally be 
serviced regardless of results, in much the same way that a mortgage on a house must be repaid 
regardless of other commitments.

Share capital is normally permanent. As long as the company exists, it has an obligation to its sharehold-
ers, who would be expected to be rewarded by dividends when profits are made. Loan capital has the 
advantage that it is time limited. Servicing the capital is restricted to the term of the loan (like a mortgage 
on a house), and when it is finally repaid in full, the business has no further obligation to the lender.

The fact that the repayment of debt finance takes precedence over dividends on shares means that 
shareholders bear an increased risk. If the company performs poorly, their return on investment will 
be small or nonexistent in a given year. Against this possibility, they usually expect to receive higher 
returns compared to providers of loan capital in the years when profits are good.

KEY  CONCEPT

Rewarding providers of debt and shareholders

z interest on debt capital must be paid regardless of the level of profit.

z	interest on debt capital takes priority over dividends to shareholders.

z	thus, shareholders take a greater risk and expect to be rewarded accordingly.

The major advantages and disadvantages of share and loan capital are summarized in Table 5.3.

Table 5.3 summary of the major advantages and disadvantages of share and loan capital

  advantages Disadvantages

share z	no fixed charges or legal obligation to z	extension of voting rights
capital pay a dividend

z	no maturity dates z	high issue costs

z	issue of equity increases credit worthiness z	May increase average cost of capital

z	Marketable; i.e., can be traded z	Dividends not tax deductible

loan z	Known cost and often lower cost z	increase in risk, which may cause 
capital value of equity to fall

z	no dilution of equity
z	need for repayment

z	interest payable is tax deductible
z	limit to amount of available funding
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5.4 Sources of finance: strategic significance 
Company ownership varies greatly in different countries: 

z In some countries such as the UK, Australia, New Zealand, USA and Canada, there is a strong 
tradition of share ownership by private individuals and public share quotations on the stock 
exchange. 

z Other countries, such as Germany, France, Italy and Spain, exhibit different patterns, with more 
companies owned, at least in part, by banks, private trusts, families and government institutions 
(Lynch, 2015). 

Regardless of these differences, however, the main sources of finance can be analyzed and their 
strategic significance assessed. 

	z Why is money important to a business? 

	z Define and distinguish between revenue and capital. 

	z Define and distinguish between share capital and loan capital. 

TH INK POINTS  

As stated in Chapter 1, strategic developments for an organization imply that they: 

z Are of major importance to a company’s future development 
z Require a substantial commitment of resources (financial and other) by an organization 
z Involve choices that have to be made about the deployment of finite resources between compet-

ing strategic options 
z Have an impact over the medium to long term (more than 1 year) rather than over the short term 

(less than 1 year). 

Because of the scope and timescale of strategic developments, some forms of finance are more suited 
to funding them than others. Table 5.4 considers the main categories of finance and considers their 
significance in finding strategic developments. 

5.4.1 Sources of finance: company comparison 

In Figure 5.4 the sources of finance for three well-known THE companies are summarized. It is, 
however, often difficult to obtain such detailed information for companies whose shares are not 
traded on major stock markets because they are not legally required to make such information 
widely available. Because there are many such businesses in THE that are ‘owner-managed’ or fam-
ily owned and do not have a stock market quotation, obtaining details of their funding position can 
be somewhat difficult. 

The events management sector, for example, is highly fragmented, with few large players with stock 
market quotations. There are also many event management operations that operate as subsidiar-
ies of larger corporations. Many of the larger quoted hotel groups such as Marriott and Hilton, for 
example, have event management capabilities that rely on the parent company’s balance sheet for 
funding and so cannot be analyzed independently in terms of their sources of finance. 
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Table 5.4  summary of the strategic significance of different sources of finance 

sources of finance strategic significance 

reserves and retained z	represent an accumulation over time. if not utilized, shareholders 
profits may demand that they be distributed to them as owners. 

z	provide cheap and noncontroversial financial sources 

z	typically the largest sources of finance for many companies 

z	often finances the majority of strategic developments 

shareholders z	they are useful to be able to access when major new strategic 
initiatives are envisaged 

z	relying on shareholders for further funding changes ownership, so 
risky in terms of retaining control 

provisions for tax and z	Funds are committed for other purposes, so not really useful for 
pensions strategic developments. 

Debt: long term z	Can be cheap and quick to set up and retains the existing 
shareholder structure thereby retaining control. 

z	high levels of debt (relative to equity) can be dangerous when 
interest rates are rising or when the economy is weak. 

z	the requirement to pay interest to ‘service’ the debt can be a major 
burden on companies when earnings are weak. 

Debt: short term z	short term means repayable inside 1 year and so is only a temporary 
solution for major strategic initiatives. 

z	Funding could be quickly withdrawn by provider, leaving the 
organization with a funding difficulty. 

Source: adapted from lynch (2015) 

The companies chosen for comparison (Carnival Corporation, Qantas and Accor) operate in differ-
ent parts of THE and in differing markets and have done so with differing levels of financial success 
in recent years. Hence, it is unsurprising that their balance sheets demonstrate different patterns 
of funding. Note: the figures also exclude the most severe effects of COVID-19 because they are for 
2020 for Carnival and 2019 for Qantas and Accor. 

z Carnival Corporation & plc is a global cruise company with stock market listings in both New 
York and London and a turnover of about $10bn per annum. The company is one of the largest 
vacation companies in the world, operating a portfolio of leading cruise brands that includes 
Carnival Cruise Lines, Holland America Line, Princess Cruises and Seabourn in North America; 
P&O Cruises and Cunard in the United Kingdom; AIDA Cruises in Germany; Costa Cruises in 
Southern Europe; Iberocruceros in Spain; and P&O Cruises in Australia. These brands attract 
about 10 million customers annually (www.carnival.com). 

z Qantas is Australia’s largest airline and is also one of the world’s oldest airlines, with an exten-
sive domestic and international network serving Europe and North America as well as the Asian 
market through its low-cost Jetstar subsidiary. Due to COVID-19, high fuel prices, intense com-
petition and industrial disputes, Qantas has reported several annual losses, resulting in periods of 
substantial restructuring and management changes The airline operates a fleet of almost 300 air-
craft, and in May 2022, it ordered 12 A350–1000 planes from Airbus to be utilized on the world’s 
longest nonstop flights from Sydney to London and New York in late 2025 (www.qantas.com.au). 

https://www.carnival.com
https://www.qantas.com.au
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z Accor, which is based in France, is one of the world’s leading hotel operators, with a particularly 
strong presence in Europe. It has some 780,000 rooms in more than 5,300 hotels in about 
110 countries. Its extensive brand portfolio – encompassing Rafles, Fairmont, Swissôtel, 
Sofitel, Pullman, Novotel, Mercure, Adagio, Ibis and HotelF1 – provides a comprehensive range 
of options across the luxury to economy spectrum (www.accor.com). 

Some conclusions can be made through an examination of the sources of finance in Figure 5.4: 

z Carnival – has a moderate level of reserves and retained profit, relatively low levels of short-term 
debt and high levels of long-term debt 

z Qantas – has low levels of reserves and retained profit (a reflection of poor levels of profitability 
in recent years) and high levels of both short- and long-term debt 

z Accor – has high levels of reserves and retained profit and moderate levels of long- and short-
term debt 

In practice, business profits can vary significantly over time. In some years, it is preferable to use 
loan capital, especially when interest rates are low and profits are high. In other years, when profits 
are lower and interest rates are higher, share capital works out cheaper. The fact that the benefits are 
so finely divided means that most companies opt to use an element of both. 

5.4.2 Other sources of capital 

Though the foregoing are the most common mechanisms of raising capital for development, others 
are available under some circumstances. One such method is to dispose of existing fixed assets. 

Figure 5.4 sources of finance for three THE companies 

Source: annual reports (2019) 

https://www.accor.com
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This can range from selling of an aircraft, a hotel building or a performance venue to selling a sub-
sidiary to a third party. 

Marginal improvements in a company’s capital situation can be achieved by improving the manage-
ment of working capital; that is, over the course of a financial year, small savings can accumulate to sig-
nificant proportions, increasing both profitability and capital for reinvestment. This can be achieved by: 

z Extending the time taken for the organization to pay creditors 
z Getting debtors to pay the organization sooner 
z Spreading payments by the organization, through leasing rather than purchasing assets 

KEY  CONCEPT  

Working capital 

Working capital is the amount of money that a company has tied up in the normal operation 
of its business. Working capital comprises money tied up in: 

z stocks 

z	Debtors (money owed to the business) 

z	Creditors (money the company owes) 

z	Cash or current bank deposits 

a company’s objective is usually to minimize this figure or to manage the working capital 
in such a way that minimizes financing costs or maximizes earnings on cash balances. this 
is an important source of earnings for many companies in THE given the seasonality with 
which revenue is often received. 

Working capital is needed to pay for goods, services and expenses before money can be 
recovered from creditors. The ability of a business to pay its cash commitments as they fall 
due shows that it has sufficient liquidity. 

inefficient management of working capital can lead to overinvestment in working capital – 
overcapitalization. Conversely, undercapitalization, also known as overtrading, often occurs 
when a company tries to do too much, too soon with too little long-term capital. in this 
situation, a company can be trading profitably but runs out of cash to make payments; that 
is, it becomes insolvent. Warning signs of overtrading include: 

z a rapid increase in sales 

z	a rapid increase in current assets 

z	Deterioration in liquidity ratios (such as the acid test ratio, which measures the proportion 
of current assets less stocks to current liabilities) 

5.5 Cost of capital 
5.5.1 Why calculate the cost of capital? 

Availability of capital (where to get it from) is one issue when examining a company’s capital fund-
ing, but another equally important consideration is its cost. 
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We learned above that providers of loans or share capital (equity) both require a return on their 
investments. Managers therefore need to know what return (profit) they need to make to meet the 
minimum requirements of capital providers. Failure to achieve this minimum will make the raising 
of future funds all the more difficult. 

	z explain the advantages of employing share capital for development. 

	z explain the advantages of employing loan capital for development. 

	z explain what is meant by a ‘rights issue’. 

	z explain the importance of ‘working capital’ to successful business operation. 

TH INK POINTS  

The cost of capital can be seen as the minimum return required on the company’s assets, which in 
turn may influence the objectives of the company. 

At its simplest, the cost of capital can be viewed as the annual amount payable (as a percentage) 
against the principal amount of money. The return payable on loans varies between lenders and over 
time as interest rates rise or fall. 

For example: The cost of loans on a credit card is much higher than a mortgage loan 
(where the security against the loan is mainly responsible for the difference). 

The cost of capital is usually an important figure to calculate because if it works out to be too high, 
the development that it is intended to fund may not be viable. Given that both debt and share capital 
attract servicing costs, the profit returns must exceed these servicing costs to the extent that the 
proposal is economically attractive. 

If the projected returns on a strategic development (such as a new hotel, theater or cruise liner) are 
not much more than the projected servicing costs, then management will have to make a judgment 
as to whether the investment is actually ‘worth the risk’. 

The whole situation is rendered more complex if debt capital is obtained at a variable rate of inter-
est. Interest rates can vary substantially throughout an economic cycle and depend upon things 
such as government inflation targets, the currency exchange value and the rate of economic growth. 

There are no strict rules as to the ideal capital structure – the balance between debt and equity 
finance – but investors will form judgments as to what they expect. The optimal structure will vary 
from company to company, from industry sector to industry sector and from year to year. Some 
companies will calculate their WACC and include factors that are difficult to quantify, such as the 
degree of risk faced by the industry, trends in interest rates and even the cost and availability of 
funds to competitors. 

Generally, however, two guidelines might be that it is risky to: 

z Rely heavily on short-term funding sources, because these can be quickly withdrawn. For that 
reason, Figure 5.1 shows current assets being partly funded by long-term funding sources. 

z Have a high level of debt relative to equity (‘the gearing ratio’) because it risks increased costs if 
interest rates rise and interest payments to providers of debt have to be paid regardless of levels 
of profitability. 
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5.5.2 Costs of debt capital 

The costs of debt capital are relatively easy to calculate because they tend to correspond closely to 
the prevailing rate of interest. 

5.5.3 Costs of share capital 

Calculating the cost of share capital is slightly more complex because it contains more variables. 
Accounting academics spend a great deal of time discussing what should and should not be included 
in this calculation and how each component should be weighted. Reasons for this complexity include: 

z The indefinite nature of the funding 
z The opportunity cost of undistributed profits 
z Shareholders’ expectations 

These factors mean that some models try to include components for inflation, industry averages and 
attitudes toward risk. 

At its simplest, the cost of share capital can be calculated as follows: 

Cost of share capital (equity) as a percentage = (Current net dividend per share/Current market 
price of share) × 100 + Average percentage annual growth rate 

Cost of share capital – example 

if the market price for shares is 400 cents per share, the annual dividend is 20 cents and the 
growth in profits average 10% per annum, this gives: 

Cost of share capital = (20/400) × 100 + 10% = 15% 

5.5.4 Weighted average cost of capital 

The WACC can be used to determine the overall cost of funding to a company. The calculation of 
this information is relatively simple: 

WACC = (Proportion of loan finance × Cost of loan finance) + (Proportion of shareholders’ 
funds × Cost of shareholders’ funds). 

WACC – Example 

assuming that a company has $30mn of loan capital and $70mn equity funding. the cost 
of each type has been calculated as 5% and 15%, respectively. the calculation would be as 
follows: 

Type of capital Proportion Cost (after tax) Weighted cost 

loan finance 0.3 5% 1.5% 

shareholders’ funds 0.7 15% 10.5% 

total 1.0 12.0% 
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5.6 Key techniques of financial analysis 
We would usually employ an analysis of a company’s financial situation as part of an internal strate-
gic analysis, in the same way as we consider other functional areas of an organization in relation to 
its operations, human resources and marketing. It is necessary to understand a company’s finances 
to make an assessment of its ‘health’ or its readiness to undertake a phase of strategic development. 

It is also necessary to have an understanding of the interaction between finance and the other func-
tional areas. 

For example: The strategic marketing plan that is developed may suggest that a major 
expansion into a foreign market requiring the takeover of a local supplier should take place 
and that heavy promotional activity should support the move. Such a strategic option, 
however, cannot be successful unless adequate financing is available at a price that allows 
profits to be made. 

Three key techniques of financial analysis are: 

z Longitudinal analysis (sometimes called trend or time series analysis)  
z Cross-sectional analysis (or comparison analysis)  
z Ratio analysis  

A comprehensive analysis of a company’s financial situation would normally involve an element of 
all three of these analyses. One thing to bear in mind when looking at accounting statements is that 
they contain numbers in isolation. An accounting number on its own is just that – a number. To 
make any sense of it, we must compare it with other accounting numbers. 

Air New Zealand: financial management in a volatile sector 

the airline industry is notoriously volatile in terms of its revenues, costs and profits. 

some years ago, difficult trading conditions were encountered during a downturn in the 
world economy. the impacts can be illustrated from the following extract from the 2012 air 
new Zealand shareholder review: 

air new Zealand operates in a volatile industry. on-going challenges in the global economy 
have continued to suppress demand, escalate oil prices and destabilize financial markets, 
yet tough operating conditions do not justify poor financial results. We simply must adapt 
our business, improve our productivity and enhance our financial performance. 

the airline’s shareholder review went on to point out that the air new Zealand had under
gone substantial changes and that these changes had enabled it to be well positioned to 
operate profitably into the future in the face of uncertain demand and high fuel costs. the 
challenge was how to commercialize this positioning and deliver levels of profitability in line 
with expectations. 

in more recent years, air new Zealand’s financial position also improved as the world econ
omy strengthened (in common with most other world airlines), with an improving earnings 
and revenue. and then: CoviD-19 struck. During March and april 2020, the new Zealand 

5 .4  SHORT  CASE  I LLUSTRAT ION 
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government established tight lockdown measures that remained in place until early 2022. 
airline demand reduced to almost zero at times, and sometimes the airline’s network was 
reduced to 5% of capacity. as the 2020 shareholder review stated, ‘never in the 80-year 
history of our airline have we had to reduce network capacity to this extent’. 

Faced with such a dramatic and prolonged drop in demand, drastic measures had to be 
taken. these included dropping most scheduled services, making over 4,000 employees 
redundant, securing a loan from the government, canceling dividend payments and review
ing all costs. in 2022 the airline issued a rights issue to secure additional funding from share
holders as part of its financial restructuring. 

Covid-19 had a profound impact on the size of the airline, its balance sheet and its profits, 
but downsizing and financial restructuring enabled it to survive. 

Source: air new Zealand annual shareholder reviews and air new Zealand annual reports, 
www.airnewzealand.com 

Questions 

1. explain the financial challenges that air new Zealand faced in 2020. 

2. What measures did air new Zealand take to improve financial performance? 

5.6.1 Longitudinal analysis 

The simplest means of assessing any aspect of a company’s finances is to compare the data for two 
or more years and see what has increased and what has decreased over that time period and by how 
much. It goes without saying that the longer back in time we look, the better idea we will get as to 
its current position in its historical context. Many company corporate reports provide a 5- or 10-year 
record, and this can help us in constructing a longitudinal analysis. 

The easiest way to perform this form of analysis is to conduct an initial scan of the figures to iden-
tify any major changes between the years. This involves simply looking along each line in turn and 
highlighting any larger than normal increases or decreases; for example, a scan of fuel expenses 
shown in Figure 5.7 clearly indicates that fuel costs (a large component of total costs) were highly 
volatile over the period. 

Anomalies like these may need further investigation to find answers to the reasons for such volatility. 
Further investigation of the balance sheet or P&L account, together with any notes to the accounts, 
may provide some clues. It may be important to discover how such an increase was financed, why 
there was a need to carry high levels of stock and the impact on suppliers and customers. 

The initial scan may need to be followed by a more detailed analysis that calculates the year-on-year 
increase/decrease in percentage terms. It is sometimes helpful to plot trends on a graph against time 
(such as in Figures 5.5, 5.6 and 5.7). This can help to highlight changes at particular points in time 
and to identify correlations between the various indicators. 

The identification of trends, in terms of, say, turnover, costs or some items on a balance sheet (such 
as debtors), can therefore be valuable in our financial analysis. 

Such trends should, however, be seen in their context. An organization operating in a static or slow 
growth market may judge a 1% year-on-year increase in turnover as a great success, whereas a com-
pany in a buoyant market would judge a 1% increase as a failure. 

https://www.airnewzealand.com
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Figure 5.5 a simple longitudinal analysis: air new Zealand annual sales revenue (2008–21) 
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Figure 5.6 a simple longitudinal analysis: air new Zealand annual net profits (2008–21) 

5.6.2 Cross-sectional analysis 

Though longitudinal analysis helps us to assess performance within the context of historical trends, 
it tells us nothing of the company’s performance against that of competitors or of similar companies 
in other industries. 

For example: If we were to identify strong sales growth of 10% a year in a longitudinal 
analysis of Company A’s financial statements, we might be tempted to think that the 
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Figure 5.7 a simple longitudinal analysis: air new Zealand fuel costs (2008–21) 

company was performing well. If we were then to compare this company with one of its 
competitors only to find that the industry average rate of growth was 15%, we would wish 
to modify our initial assessment of Company A’s performance. 

Intercompany comparison or financial benchmarking is a variation on cross-sectional analysis. It usu-
ally involves an analysis of ‘like’ companies, usually in the same industry, but it can sometimes be 
an interindustry analysis. 

To make the benchmarking analysis meaningful, the company selection should usually be guided by 
similarity by: 

z Company size (i.e., comparable in terms of turnover, market value or market share)  
z Industry (i.e., produce similar products)  
z Market (i.e., share a similar customer base)  

In practice, sample selection for a benchmarking study always involves some compromise because 
no two companies are in all respects directly comparable. Many companies, for example, operate in 
more than one industry, and this may render problematic any comparisons with another company 
that operates in only one industry. 

Accountants and financial analysts have undertaken the practice of intercompany (cross-sectional) 
analysis using financial data for many years. Benchmarking, however, can be used to compare 
financial and, importantly, non-financial information between two or more companies. See, for 
example, Wöber (2002) and Schmidgall and DeFranco (2016) for discussions of benchmarking in 
THE contexts. 

Benchmarking is now used to compare the effectiveness of various processes, products and proce-
dures against others. The objective is to identify where superior performance is found in whatever 
variable is being used for comparison. Once the company with the highest performance is identified, 
the exercise becomes to explore the reasons behind the superior performance. 
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The benchmarking process therefore involves decisions on: 

z What are we going to benchmark? (financial or non-financial data)  
z Who are we going to benchmark against? (sample selection)  
z How will we get the information?  
z How will we analyze the information?  
z How will we use the information?  

The value of benchmarking is in identifying not only which company has the superior performance 
in a sector but also why this is the case. 

For example: If our analysis throws up the fact that Company X enjoys a return on sales 
significantly higher than the other companies in the sector, this company would occupy the 
profitability benchmark in the sector. The other companies may then wish to examine the 
practices within Company X that give rise to this level of performance. 

For non-financial indicators, our analysis may highlight the fact that Company Y is able to attract the 
best-qualified people within a key category of human resources, such as the best sales and marketing 
professionals or computer programmers. In this case, Company Y demonstrates the benchmark in 
successful recruitment. Other companies who are unable to attract the best people would wish to 
examine Company Y to see why it is so successful in this regard. 

	z Distinguish between longitudinal and cross-sectional analyses. 

	z What are the main categories of accounting ratios? 

	z explain what is meant by benchmarking. 

TH INK POINTS  

Financial statements 

one of the conditions usually placed on limited companies is the requirement to file an 
audited annual report and accounts. the details vary from country to country but usually 
include elements such as: 

z a chairman’s and a chief executive’s statement 

	z an auditor’s report 

	z a p&l statement 

	z a balance sheet 

	z a cash flow statement 

the accounting rules by which they are to be constructed are prescribed in financial reporting 
standards (which vary in different countries, often making comparisons difficult) to ensure that all 
companies mean the same thing when they make an entry in one of the statements. When they 
are completed (following the company’s financial year end), they become publicly available. 

KEY  CONCEPT  
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It is for the purposes of comparisons of this nature that cross-sectional analyses are important. As 
well as comparing accounting numbers like turnover, it is often helpful to compare two or more 
companies’ ratios (see next section) such as return on sales or one of the working capital ratios. 

5.6.3 Ratio analysis 

The third important technique in the analysis of company performance is ratio analysis. A ratio is a 
comparison (by quotient) of two items from the same set of accounts. Given that there are a lot of 
numbers in a set of accounts, it will not come as a surprise to learn that a large number of ratios can 
be calculated – some of which are more useful than others. 

Ratio analysis is an area of some academic debate and, accordingly, how ratios are expressed may 
vary between accounting and strategy textbooks. What is important, therefore, is to employ a con-
sistent approach to ratio analysis, especially in longitudinal and cross-sectional analyses (discussed in 
the previous sections). It is also important to note that in the current context, we are considering 
the use of financial ratios to assess organizational financial performance. Importantly, there are also 
a series of key operational ratios that are often highly important to THE organizations in managing 
performance, such as load factors, occupancy rates and staff turnover (which were considered in 
Chapters 3 and 4). 

For a discussion and examples of ratio analysis, see, for example, Fleisher and Bensoussan (2003:ch. 
22) and Walsh (2011). 

Care must be taken in using and interoperating ratios because the detailed specification of the ratios 
and the way in which accounts are presented are not always consistent. Furthermore, the results 
presented by the ratios vary considerably across different industries and sectors. 

For example: Kim and Ayoun (2005) used ratio analysis to examine salient financial 
trends within four major sectors of THE (lodging, restaurants, airlines and the amusement 
sectors). Cross-sectional analysis results indicated that at least for the test period, 8 out of 
13 financial ratios were statistically different across the four sectors studied. 

For most purposes, we can divide ratios into five broad categories: 

1. Performance ratios 

2. Efficiency ratios 

3. Liquidity ratios 

4. Investors’ ratios 

5. Financial structure ratios 

5.6.4 Performance ratios 

Performance ratios test how well a company has turned its inputs into profits. This usually involves 
comparing return or profit before interest and tax (PBIT) against either turnover or against its capi-
tal. This is because the rates of tax and interest payable vary. Using profit after interest and tax 
would distort the performance figure. 

Return on capital employed (ROCE) is perhaps the most important and widely used measure of perfor-
mance. It indicates the return being made compared to the funds invested. At its simplest, it is this 
figure that tests the gains of investing in a business as opposed to simply placing capital in a bank. 

Where an organization can break down its figures by divisions or subsidiaries, individual perfor-
mance can be measured and decisions relating to continued ownership (of the divisions) made. 
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Return on equity or return on ordinary shareholders’ funds gives an indication of how effectively the share 
capital has been turned into profit (i.e., it does not take account of loan capital). This ratio should 
be used carefully because the capital structure of the company can affect the ratio. 

Performance ratios – Examples 

each expressed as a percentage by multiplying the ratio by 100. 

Return on capital employed = profit before interest and tax (pbit – from p&l account)/total 
capital employed (i.e., one side of the balance sheet) × 100: 

AIR NZ, 2019 = (381/7,621) × 100 = 5.0% 

Return on shareholders’ funds = pbit/shareholders’ funds (from balance sheet) × 100: 

AIR NZ, 2019 = (381/11,992) × 100 = 19.1% 

Net return on sales = pbit/total sales (also called turnover or revenue) × 100: 

AIR NZ, 2019 = (381/5,485) × 100 = 6.6% 

Return on sales, or profit margin, either net or gross, is a popular guide to the profitability of a company.  
These ratios assess the profit made per unit of currency sold. Return on sales tends to vary from  
industry to industry and between companies within an industry. Airlines and tour operators, for 
example, typically make net returns of less than 10%, whereas companies in the pharmaceuticals 
sector often make more than 20%. Figure 5.8 shows a graphical representation of return on sales 
for Air New Zealand. 
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Figure 5.8 a longitudinal analysis of air new Zealand return on sales (2008–21) 
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5.6.5 Efficiency ratios 

These ratios show how efficiently a company has used its assets to generate sales. We can use any 
one of a number of a company’s inputs to test against sales or profits. Common efficiency ratios 
include sales per employee and profit per employee, both of which test the efficiency with which a com-
pany uses its labor inputs. 

KEY  CONCEPT  

Efficiency 

the term efficiency is used in many ways – not just in accounting. 

We may speak of an efficient engine on a cruise liner or an efficient ventilation system in a 
concert hall, for instance. at its simplest, efficiency is a comparison of a system’s output to 
its inputs – with a view to testing how well the inputs have been turned into an output. it 
follows that a more efficient system will produce more output for a given input than a less 
efficient one. it can be expressed mathematically as a quotient. 

efficiency = (work output/work input) × 100 (to arrive at a percentage) 

Efficiency ratios – examples 

Sales per employee = total sales (from p&l)/number of employees (usually found in the 
notes to the accounts): 

AIR NZ, 2019 = nZ$5,785mn/11,793 = nZ$490,000 

Profit per employee = pbit/number of employees: 

AIR NZ, 2019 = nZ$3,810mn/11,793 = nZ$32,307 

5.6.6 Liquidity ratios 

These ratios test the company’s ability to meet its short-term debts – an important aspect to estab-
lish if we have reason to believe the company is in trouble. Essentially, they ask the question, ‘Has 
the company enough funds to meet what it owes?’ 

The current ratio is the best-known liquidity ratio. It is a measure of a company’s total liabilities in 
comparison to its total assets and is thus calculated entirely from balance sheet figures. It is used to 
assess the company’s ability to meet its liabilities as they become due by the use of its assets such 
as stock, debtors (receivables) and cash. 

Many textbooks suggest a ratio of 2:1 should be a target for the current ratio. These are simple 
guides and should not be taken as the norm for all industries. 
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Liquidity ratios – examples
 

Current ratio = Current assets/Current liabilities:
 

AIR NZ, 2019 = NZ$1,804/2,666 = 0.68 

5.6.7 Investors’ ratios 

This family of ratios test for aspects of a company’s performance that are important to a company’s 
investors – usually its shareholders or potential shareholders. 

Earnings per share (EPS) are calculated by dividing profit after interest and tax (called earnings) by the 
number of shares. It shows how much profit is attributable to each share. 

The price earnings ratio (P/E) gives an indication of the stock market’s confidence in a company’s shares. 
It is the current market price of the company’s ordinary shares divided by its EPS at the last year end. 
It follows therefore that the P/E varies with the share price. Broadly speaking, it is a way of showing 
how highly investors value the earnings a company produces. A high P/E ratio (where the price is 
high compared to the last declared EPS) usually indicates growth potential, whereas a low P/E sug-
gests static profits. The P/E ratio for quoted companies is regularly published in the financial press. 

Investors’ ratios: Examples: 

EPS = profit after interest and tax/share volume: 

AIR NZ (2019) = nZ$276mn/1,123mn = NZ$0.25 

P/E = price of share (as of ‘today’ or in accounts)/eps at most recent year end: 

AIR NZ (2019) = nZ$2.71/0.25 = 6.84 

5.6.8 Financial structure ratios 

We encountered financial structure above when we discussed the relative merits of loan and share 
capital earlier in the chapter. The way in which a company ‘mixes’ these forms of capital is referred 
to as its financial (or capital) structure. 

The relationship of debt capital to shareholder capital is referred to as the company’s gearing ratio. 
Gearing is an indication of how the company has arranged its capital structure. 

The gearing ratio looks at the relationship between all of the borrowings of the company (including 
short term borrowings) and all of the capital employed by the company. This provides a view of the 
extent to which borrowing forms part of the total capital base of the company and hence the risk 
associated with rising interest rates. 

Financial structure ratios – example 

Gearing = net debt (typically all borrowings less bank and other deposits)/net debt + 
shareholders’ funds × 100: 

AIR NZ = 2,597/2,597 + 1,992 × 100 = 56.5% 
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The gearing ratio is usually expressed as a percentage by simply multiplying the quotient by 100. 
In theory, the higher the level of gearing, the higher the risks to a business, because the payment of 
interest and repayment of debts are not optional in the same way as dividends. Traditionally a rate 
of over 50% is considered relatively high. 

It should be noted that (as with most ratios) there are several variants of the gearing ratio that use 
different measures of borrowing. It is important to be consistent in the ratio that is used when com-
paring the gearing of two or more companies or comparing the gearing of a single company over a 
period of time. 

5.6.9 Using ratios in financial analysis 

Compared to simply looking at accounting numbers, ratios provide a way of making some sense of 
published accounts. However, if a ratio is placed within its longitudinal or cross-sectional context, 
its usefulness is maximized. 

For example: If the return on sales ratio is calculated, we would usually want to know 
how Company A’s figure this year compares not only with last year’s (i.e., is it more or 
less?) but also with Company A’s competitors. This enables us to assess how Company 
A is performing over time and to make a judgment on its competitive position in its 
industry. This is because profitability is an important indicator of competitive success. 

5.7 Limitations of financial information 
For most purposes in strategic analysis, we can accept the proposition that the data we collect from 
a company’s annual accounts are accurate and provide a truthful statement on its financial position. 
From time to time, however, we may need to qualify our analysis because of one or more reasons. 

z Accuracy – Though the financial statements are audited for accuracy, other parts of the annual 
report are not. If our financial analysis consists of an examination of the entire document and 
not just the accounting sections, we would need to be aware of this. Some commentators 
have suggested that such disclosures may be something of a public relations and marketing 
exercise. 

z Historic information – It should be remembered that the financial information in a corporate report 
is historical, often published up to three months after the period they represent. Though historical 
information can be used to judge past performance, it may have limited use in predicting future 
performance. The balance sheet shows the financial position at ‘a moment in time’ (at the year 
end). It does not (unlike the P&L) summarize a full year’s trading, and matters can sometimes 
change quickly after the year end. 

In an attempt to avoid this potential problem, quoted companies in many parts of the world are 
required to produce interim reports, normally half-yearly or quarterly and unaudited, that show 
their profit and turnover for that period. Companies are also required to provide information that 
may have a significant impact on its prospects such as changes to the board or anything that gives 
rise to a ‘profits warning’. 

z Presentation of accounts – Those who prepare a company’s financial statements (the financial 
accountants) sometimes have cause to ‘hide’ bad news to avoid alarming the company’s inves-
tors. It is possible to employ legal financial restructuring to make some figures appear better than 
they are. Also, although there are accounting conventions that most organizations follow, they 
vary in detail in different countries. 
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For example: A year-on-year increase in the value of fixed assets may appear at first 
glance to be healthy, but it might be that the company has accumulated a high amount of 
debt to finance this increase. It is for this reason that we sometimes need to examine all 
parts of a company’s financial statements to spot any countervailing bad news that has 
been obscured by the company in its reporting. 

5.8 Foreign exchange risk management in THE 
Two further financial topics are particularly pertinent to THE settings given the characteristics of the 
sectors being considered. These topics involve the recognition of risks relating to foreign exchange 
and managing cash flow risks, through cash management. For a more detailed discussion of these 
topics, see, for example, Evans (2002), Arnold and Lewis (2019:ch. 22), Jankensgard et al. (2020) 
and Madura (2020:part 3). 

Many businesses in THE operate internationally (across national boundaries), producing costs and 
revenues in various currencies. Because the rate of exchange between one currency and another var-
ies, this produces a risk (commonly called ‘exposure’) that needs to be managed. 

Such risks are, of course, not unique to THE businesses. Given the underlying nature of the busi-
ness, however, the size of the exposure to movements in foreign exchange rates is often large rela-
tive to the size of the organization, far larger than for most companies engaged in other areas of the 
economy. The very purpose of companies such as those involved in tour operating, international 
air transportation or hotel groups operating internationally implies that they are operating across 
national boundaries and, consequently, they are exposed to foreign exchange risks. 

The profitability of any company that trades internationally is affected by changes in foreign exchange 
rate, as stated by Lockwood (1989) in relation to THE: 

DEF IN IT ION/QUOTAT ION 

Foreign exchange risks for THE organizations 

as a large part of the travel and tourist industry is concerned with persuading and assist
ing people to cross national boundaries and thus to buy goods and services priced in 
a foreign currency, the identification and management of exchange rate exposures is 
vital to the profitable operation of a travel and tourist business. 

(lockwood, 1989:175) 

The cases of a German airline and a British tour operator illustrate the sort of foreign exchange risks 
that THE companies are often exposed to. 

Exposure to foreign exchange risks: in a German airline and UK tour operator 

Many companies in THE operate internationally, which produces costs and revenues denom
inated in foreign currencies. because the rate of exchange between most currencies varies 
because the rate is set by the vast international foreign exchange markets, a risk is created. 
the risk is basically that planned revenues are lower and costs are higher than expected 
when converted into the company’s home currency. 

5 .5  SHORT  CASE  I LLUSTRAT ION 
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For example, a german airline may:

z sell its tickets in many currencies

z buy its fuel and aircraft in us dollars

z pay most of its staff and report its profits in its home currency – euros

similarly, a british-based outbound tour operator may:

z receive most of its income in pound sterling

z buy or lease aircraft and pay for fuel in us dollars

z pay most of its staff in its home currency – pound sterling

z pay its accommodation and other suppliers in the various currencies of the destination 
countries concerned

in the cases above, if the value of the us dollar and other currencies in which costs occur 
were to rise against the euro and pound sterling, costs would be higher, putting a strain on 
the profitability of the operations of the two companies.

Questions

1. explain the nature of the foreign exchange exposure for the german airline.

2. explain the nature of the foreign exchange exposure for the british-based outbound tour 
operator.

The lack of stability caused by the continual changes in exchange rates between currencies creates 
uncertainty. Specifically, uncertainty is created as to what:

z Foreign income will be worth when it is received
z Payments will cost when they have to be made
z The value of foreign assets and liabilities might be in the future

5 .6  SHORT  CASE  I LLUSTRAT ION 

Foreign exchange exposure: Live Nation

the overall foreign exchange position of a company may be complicated, and the measures 
taken to reduce the risks associated with foreign exchange rate movements can be illus-
trated by the position of a leading event management company, live nation.

live nation is the largest producer of live music concerts in the world, organizing over 
30,000 events and over 100 festivals with over 86 million attendees each year. these fig-
ures are sharply lower than the pre CoviD-19 pandemic figures, when 98 million people 
attended over 40,000 events. live nation, based in los angeles, operates in five main 
industries within the live entertainment business, including live music events, venue opera-
tions, ticketing services, sponsorship and advertising sales and artist management and ser-
vices, with revenues of about $5.8bn.
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live nation has operations in countries throughout the world, and the financial results of its 
foreign operations are measured in their local currencies. as a result, the financial results are 
affected by factors such as changes in foreign currency exchange rates. 

the primary foreign exchange exposure includes the euro, british pound and Canadian dol
lar. the company primarily uses forward currency contracts in addition to options to reduce 
its exposure to foreign currency risk associated with short-term artist fee commitments. live 
nation also enters into forward currency contracts to minimize the risks and/or costs associ
ated with changes in foreign currency rates on forecasted operating income and short-term 
intercompany loans. 

at the end of 2018, the company had forward currency contracts and options outstanding 
with a notional amount of $100.0mn. 

Source: www.livenationentertainment.com 

It is important to the profitability of many companies operating in THE that this exposure to foreign 
exchange rate movements be recognized and managed appropriately. Though it is prudent to man-
age these risks, it is common in reality for them to be ignored, especially by smaller companies. 

In all cases, risk attributed to foreign exchange rate movements arises out of uncertainty about the 
future exchange rate between two currencies (Evans, 2002). This risk would be minimized if it were 
possible to predict future rate movements. Unfortunately, it is not possible to do so with any degree 
of accuracy, and for a company to try to do so can be financially dangerous. 

If foreign exchange rates cannot be predicted, another option might be to pass on to the customer 
the effects of any adverse movements in exchange rates, and hence the company would incur no 
impact. In most cases, however, the highly competitive nature of most THE businesses prevents 
higher costs being passed on to the customer in this way. 

We can identify three different types of foreign exchange risk or exposure an organization may be 
faced with: 

z Transaction exposure 
z Translation exposure 
z Economic exposure 

These terms are defined and discussed below. 

Foreign exchange – transaction, translation and economic risk 

	z Transaction risk is the risk that transactions already entered into or for which the firm is 
likely to have a commitment in a foreign currency will have a variable value in the home 
currency because of exchange rate movements. 

DEF IN IT ION/QUOTAT ION 

https://www.livenationentertainment.com
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z	Translation risk arises because financial data denominated in one currency are then 
expressed in another currency. between two accounting dates the figures can be affected 
by exchange rate movements. 

z	Economic risk arises where a company’s economic value may be affected by foreign 
exchange rate movements causing a loss in competitive strength. 

Source: arnold and lewis (2019) 

5.8.1 Transaction exposure 

Transaction exposure relates to the foreign exchange exposure where contracts have already been 
entered into. When a company has contracted to receive or pay an amount of money in a foreign 
currency at some time in the future, a risk is incurred. 

The specific risk is that adverse exchange rate movements between now and the time of the eventual 
cash receipt/payment will increase the amount to be paid out or decrease the amount to be received. 
The Short Case Illustration below illustrates the risks for a UK outbound tour operator. 

Transaction exposure: a UK outbound tour operator 

a uK-based outbound tour operator selling holidays to america would receive its income 
in the local currency; that is, pounds sterling. Most of its payments to suppliers such as 
hoteliers, transportation companies, ground handling staff and other suppliers would be 
likely to be in us dollars. to make the payments at some stage, the company would have 
to convert the sterling the company receives in revenue into us dollars. this would entail 
a risk that the us dollar might rise in value (appreciate) against sterling, thereby making the 
payments more expensive in sterling terms: 

assume, for instance: 

 z the company had costed its hotel beds in its american hotels programmed at a rate of 
$1.40 to the pound (i.e., £1 buys us$1.40) 

 z the total cost to purchase the required bed spaces was us$1,400,000. 

in the case outlined above, the planned cost in sterling to the company would be 
us$1,400,000/1.40 = £1,000,000. 

now if the rate subsequently fell to us$1.30, the cost would increase to 
us$1,400,000/1.30 = £1,076,923, an additional cost of almost £77,000 to the company. 

Questions 

1. What would the impact to the company be if the exchange rate changed to us$1.65 to 
the pound rather than us$1.30 in the example? 

2. Consider what steps managers in this company might take to deal with the issue in this 
example. 

5 .7  SHORT  CASE  I LLUSTRAT ION 
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5.8.2 Translation exposure 

Translation exposure arises on the consolidation of assets, liabilities and profits denominated in for-
eign currency in the process of preparing consolidated accounts. Values rise and fall in the accounts 
when revalued every year at the current prevailing exchange rate. However, unlike transaction expo-
sure, the real gain or loss is only realized when the asset is sold or the liability becomes payable. 

The concept (also known as accounting exposure) is illustrated by an American hotel company in the 
following Short Case Illustration. 

Translation exposure: an American-based hotel company 

if an american hotel company that produces its annual results in its home currency (us$) 
purchases a hotel in australia, it acquires an asset (the hotel) that is priced in the local cur
rency; that is, australian dollars (au$). 

each year when the balance sheet of the business is prepared, the value of the hotel would 
be translated into the company’s ‘home’ currency, in this case us$, at the prevailing rate 
on the balance sheet date. the risk is that the hotel might therefore be worth less in us$ 
terms as shown in the balance sheet of the company than the cost of the asset when it was 
bought. this would be the case if the au$ were to rise against the us$. 

assume, for instance: 

 z the company purchased the hotel when the us$/au$ rate was 1.10; that is, us$1 buys 
au$1.07 

 z assume that the hotel cost au$10mn 

in the case outlined above, the planned cost in us$ to the company would be au$10,000, 
000/1.10 = us$9,090,909. this is the value of the property that will be recorded at the time 
of purchase. 

now if subsequently the rate of the au$ strengthened and the exchange rate changed to 
au$1.15, the value of the property (recorded in the annual report in us$) would fall to au$ 
10,000,000/1.15 = us$8,695,652, a recorded drop in value of over us$395,000 that would 
be recorded in the annual accounts. 

Questions 

1. What would the impact be if the hotel company took out a loan of au$10mn to pay for 
the hotel? 

2. explain why a country’s historically volatile currency might deter investment in physical 
assets such as hotels in that country. 

5 .8  SHORT  CASE  I LLUSTRAT ION 

5.8.3 Economic exposure 

Economic exposure (sometimes referred to as ‘political exposure’) arises from the effect of adverse 
exchange rate movements on future cash flows, where no contractual arrangement to receive or pay 
money has yet been made. 
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This kind of exposure is longer term in nature and often difficult to quantify exactly and forecast 
accurately and is illustrated by the case of a specialist tour operator below. 

Economic exposure: a European specialist tour operator 

suppose a specialist european tour operator operates most of its tour operating program 
to one country, say, egypt. the company will have an economic exposure to that country 
and its currency. 

in some cases, the political and economic circumstances are very uncertain, and if, for exam
ple, the government should be replaced in a violent way (as occurred in recent years in 
egypt), customers will be reluctant to book holidays to that country, thereby severely limit
ing the revenues of the specialist tour operator. 

Questions 

1. What steps might the company as described here take to protect itself against economic 
risks? 

2. What other examples of economic risk affecting THE organizations you are familiar with 
could you cite? 

5 .9  SHORT  CASE  I LLUSTRAT ION 

5.8.4 Managing foreign exchange risk 

Thus, movements in foreign exchange rates lead to a number of different problems or ‘exposures’ 
for THE companies. These exposures can be dealt with in a number of ways. The most obvious way 
of dealing with such exposures is to avoid the exposures altogether, either by trading in domestic 
markets only or by passing the exposure over to suppliers or customers. 

These alternatives are seldom possible in the competitive international sectors of THE, so other 
management methods such as the use of forward foreign exchange contracts or foreign exchange options 
have to be employed to reduce the risks. For a discussion of these methods, see, for example, Arnold 
and Lewis (2019:ch. 22) and Madura (2020:part 3) 

	z What are the main limitations of financial information you need to be aware of? 

	z What are the three categories of foreign exchange risk? provide an illustration of each 
of these risks from THE. 

	z explain the possible impact of seasonality on cash flows in THE. 

TH INK POINTS  

5.9 Cash management 
All companies have a need to hold cash or have the ability to borrow cash. Cash is used to pay credi-
tors (suppliers). Cash management is concerned with investing of cash surpluses and financing of 
cash shortages. 
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During the course of trading, companies often generate cash surpluses for which there is no current 
requirement and that can therefore be invested for a period of time. Sometimes companies that have 
such surpluses are referred to as ‘cash-rich’, and many in THE are in this category, at least for part 
of each year, because of the seasonality of many businesses in these sectors (discussed in Chapter1). 

THE organizations make profits predominantly from their operations, such as selling holidays, 
accommodation, transportation or events. However, many organizations in THE also derive sub-
stantial revenues from investing the cash they receive from their customers at certain times of the 
year. Many parts of the industry are highly seasonal, with large cash accumulations in some periods 
(and an exodus of cash during other times of the year). 

Such a situation is illustrated by the major events and entertainment group Live Nation below. 

The importance of cash management: Live Nation 

live nation, probably the largest entertainment company in the world, organizes and pro
motes concerts and festivals around the world, owns or leases concert and festival venues 
and sells tickets for events through its ticketmaster operations. 

the seasonality of the underlying businesses creates volatile cash flows that need to be 
planned for and managed. 

our results may vary significantly from quarter to quarter . . . . typically, we experience 
our lowest financial performance in the first and fourth quarters of the calendar year 
as our outdoor venues are primarily used, and our festivals primarily occur during May 
through to october. in addition, the timing of tours of top grossing acts can impact 
cash flow. the seasonality of our businesses could create cash flow management risks 
if we do not adequately anticipate and plan for periods of decreased activity, which 
could negatively impact our ability to execute our strategy, which in turn could harm 
our results of operations. 

(live nation, 2021:26) 

examples of seasonal effects include the concerts segment, which reports the majority of 
revenue in the second and third quarters. Cash inflows and outflows depend on the timing 
of event-related payments, but the majority of the inflows generally occur prior to the event. 

it should be noted that during 2020 and 2021, due to the unprecedented closure of concert 
venues from March 2021 due to the CoviD-19 pandemic, the company did not experience 
the normal seasonal cash flow trends. however, the seasonality effects would be expected 
to return as entertainment venues around the world reopened during 2022. 

Source: adapted from live nation entertainment annual report:2021, www.livenationenter
tainment.com 

Questions 

1. Consider what the implications of the seasonality of cash flow might be for a company 
such as live nation. 

2. Can you cite other examples of companies involved in THE with such seasonal cash flows, 
and what are the implications for managers in these companies? 

5 .10  SHORT  CASE  I LLUSTRAT ION 

https://www.livenationentertainment.com
https://www.livenationentertainment.com
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5.9.1 Cash flow risk analysis 

As discussed in Chapter 1, THE has one of the most highly seasonal patterns of demand for any 
group of products or services. 

For example: In temperate climates, there is a strong tendency to travel, hold events and 
utilize hospitality services when the weather is more likely to be benign and daylight hours 
are longer; that is, spring and summer. 

Seasonality of demand for such products leads to a highly seasonal pattern of cash inflows and outflows. 

Consequently, at certain times of the year, companies in these sectors may have large cash balances 
to invest, and at other times of the year many companies need to borrow money to maintain pay-
ments to suppliers (creditors). The industry is also cyclical in nature, in that cash flows are very 
responsive to changes in the general level of economic activity. 

In terms of cash management, tour operators, event managers, travel agents and airlines, for 
instance, are typically quite low margin businesses. They often derive important parts of their 
income not from operating profits (through the selling of their services) but from interest income 
derived from investing cash surpluses they may be holding at certain times of the year. This source 
of income, though, has been rather less important in the relatively low interest rate environment 
that has existed around the world in recent years. 

Cash builds up and declines in a seasonal way: during certain times of the year, particularly in the 
spring, large surplus cash balances are free to be invested until the cash is needed to pay bills dur-
ing the summer season and for the remainder of the year. The size and timing of the cash balances 
and the interest earned from the invested balances will vary from year to year, because the profile of 
bookings and level of interest rates also vary from year to year. 

The period of greatest risk for many THE companies, however, usually comes in the autumn and 
winter, and historically this is when many such businesses have failed. Cash balances have been run 
down as seasonal payments were made during the preceding summer season, and the bulk of book-
ings for the subsequent season have yet to be made, for which cash is yet to be received. Companies 
often have to rely on bank support to help them through this period. 

In a case where a bank (or other party) fails to lend the necessary support, insolvency is the inevi-
table result. Insolvency has often befallen companies in these sectors when anticipated revenue 
from expected bookings failed to materialize. Thus, many businesses fail not because they fail to be 
profitable but because they run out of cash; that is, they become insolvent and are unable to pay their 
bills as they become due. 

When a company reaches an insolvent position, it normally leads to the company’s failure and liq-
uidation. A company can sometimes survive for many years without making profits or making very 
low levels of profit, but if they run out of cash, it is difficult for them to survive, because employees 
and creditors must be paid. 

Many THE companies routinely rely on banks to provide short-term finance for part of the year, but 
when these negative cash balances are larger or more prolonged than usual and banks feel unable to 
provide finance, problems occur. 

Analyzing cash flow is an important strategic task that can provide a lot of information on how the 
company is trading at the time and indicate likely future problems. 

The Short Case Illustration below indicates the sort of seasonal cash flow issues associated with 
many THE companies, in this case a UK-based tour operator. The characteristics of the tour operat-
ing business outlined have certain implications for cash flow analysis and cash management. 
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Seasonality of cash flow: a UK outbound tour operator 

Detailed patterns of seasonality will differ between sectors, companies and countries, but 
most organizations in THE are prone to the effects of seasonality of cash flow to some degree. 

as an example, a typical uK outbound tour operator selling ‘package holidays’ largely to 
southern europe is greatly affected by the seasonality of the product, and this directly 
affects its cash flow and, in turn, its management. 

such an operator may have a number of operating characteristics: 

 z the bulk of holidays sold would be ‘summer sun’, with the season lasting from april to 
september and with peak months of July and august during school holidays. 

 z summer sun holidays are typically booked in three distinct periods: 

 z the early booking period starting in august or september is when a significant number 
of people book. this applies especially to families and those who are tied to taking 
holidays between certain dates 

 z the post-Christmas period from January to March is usually the largest booking period. 

 z the late booking period, from april onwards, has become increasingly significant in 
recent years and may be a time of intense competition as operators try to sell remain
ing capacity and vary prices to do so. 

 z Many tour operators have attempted to widen their range of activities, and reduce the 
effects of seasonality by, for instance, introducing ‘winter sun’ and skiing programs. the 
winter sun season normally lasts from october to april, and the skiing season normally 
lasts from December to april with peaks in February and at easter. in most cases the 
combined size of these programs is far smaller than the summer program in terms of 
receipts. bookings for the winter sun and skiing programs are taken throughout the 
summer and autumn, but the winter ski program in particular is subject to a great deal 
of late booking in late autumn and early winter as customers wait to see what snow 
conditions are likely for the season. 

 z the tour operator will have a number of seasonal costs such as airline fuel, staff working 
at resorts, and accommodation charges. however, the tour operator will also have a high 
level of costs that have to be met throughout the year, such as the costs of head office 
staff, aircraft maintenance and computer facilities. 

Questions 

1. explain what issues the seasonality of cash flow might cause for managers in this case. 

2. explain the steps such a company might take to reduce the impact of this seasonality of 
cash flow. 

5 .11  SHORT  CASE  I LLUSTRAT ION 

5.9.2 Cash flow forecasting 

One of the most straightforward financial tools is a cash flow forecast – sometimes called a funds 
flow forecast. 
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A business may have substantial assets such as cruise ships, aircraft and buildings, but creditors 
such as suppliers, staff and the government cannot be paid using these because they need to be paid 
in cash. Assets such as buildings and transport equipment can, of course, be sold for cash, but this 
cannot happen easily or quickly because they are illiquid, not liquid, assets. 

Essentially, cash flow forecasting involves a forecast of the: 

z Expected revenues to be received 
z Costs that will be incurred 
z Net cash inflows or outflows (derived from the difference between revenues and costs) 

The purpose of the forecast is that it allows for potential problems and solutions to be identified. If 
the same procedure is carried out for each option, the most favorable can be identified or sugges-
tions can be made to improve the forecast cash position. 

Many businesses fail not because they fail to be profitable but because they run out of cash; that is, 
they become insolvent and are unable to pay their bills as they become due. 

Table 5.5 demonstrates the principles of constructing a cash flow forecast. The forecast will be 
broken down into monthly ‘chunks’ and a statement will be constructed for each month in which 
cash outflows and inflows are shown, together with opening and closing bank balances. The closing 
bank balance in one month is carried over and becomes the opening balance in the following month. 

Applying the principles shown in Table 5.5, Table 5.6 shows a specific (fictional) tour operator 
(Interjet) that exhibits the characteristics shown in the Short Case Illustration above. The table 
demonstrates how analysis of a detailed cash flow forecast can be used to identify underlying finan-
cial issues. 

As with many THE businesses, the Interjet cash flow forecast shows large seasonal fluctuations that 
managers have to be aware of to take active steps to ensure that the difficulties are not insurmount-
able and are managed appropriately. 

The Interjet example (Table 5.6) shows forward projections of cash flow and is intended to highlight 
a number of problems that can be identified and that require managerial actions to be planned such 
as those identified above. Clearly, with no actions being taken, the company in the example will 
experience future problems and will exceed its overdraft limit from Month 6 to Month 11. Without 
renegotiation of these facilities, the company faces a potential position of insolvency because it will 
have no funds available to pay its bills as they become due. 

It is not possible to categorically predict whether the collective actions the company might take 
would be successful in the case of Interjet, because this is a simplified example. Some important 

Table 5.5 a simplified cash flow forecast 

Month 1 Month 2 Month 3 

revenue 500 400 400 

expenditure −400 −1,000 −500 

net 100 −600 −100 

balance brought forward 200 300 −300 

balance carried forward 300 −300 −400 
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Table 5.6 ‘interjet’ – cash flow forecast 

1 

apr 

2 

May 

3 

Jun 

4 

Jul 

5 

aug 

6 

sep 

7 

oct 

8 

nov 

9 

Dec 

10 

Jan 

11 

Feb 

12 

Mar 

tot. 

INFLOWS 

receipts from 230 250 120 50 60 75 80 90 110 150 220 320 1,755 
debtors 

Dividend on 45 
investment 

TOTAL 
INFLOWS 230 250 120 50 60 75 125 90 110 150 220 320 1,800 

OUTFLOWS 

payments to 
creditors 

Wages & 
other 
expenses 

payments for 
fixed assets 

Dividend 
payable 

Corporation 
tax 

TOTAL 
OUTFLOWS 

80 80 88 88 88 92 516 

102 77 58 103 79 59 105 80 62 108 83 63 979 

70 10 15 5 100 

80 80 

120 120 

102 157 138 253 89 162 105 168 182 196 88 155 1,795 

NET IN/OUT 128 93 −18 −203 −29 −87 20 −78 −72 −46 132 165 5 

bk balance 

opening 30 158 251 233 30 1 −86 −66 −144 −216 −262 −130 

Closing 158 251 233 30 1 −86 −66 −144 −216 −262 -130 35 

Notes: 

a.	 as a tour operator most funds are received by customers as a deposit & subsequent payment of balance. 
on average this results in 3 months credit being granted to customers. 

b.	 on average 6 weeks credit is taken from customers. 
c.	 Capital expenditure budget: 
 new computer facilities Month 4 £40,000 
 routine replacement of motor vehicles Month 4 £30,000 
 Computer software & programming costs Month 5 £10,000 
 progress payment on building extensions Month 7 £15,000
 
 office furniture & equipment Month 11 £5,000
 

d.	 negotiated overdraft facilities currently stand at £60,000 
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information is not given, such as the attitude of the bank toward the company with regard to its 
planned overdraft limit. However, careful consideration of the case can provide some suggested 
actions that could help. 

For example: Some aspects of the company’s capital budget may be considered ‘business 
critical’ (vital to the company’s ongoing success), but other aspects may be far less vital 
and could be postponed or canceled altogether. Similarly, the amount of credit given by 
the company to its customers (debtors) compared to the amount of credit the company 
receives from its creditors might be considered. Other actions might also be considered 
by the company to alleviate its difficulties such as renegotiating its borrowing limits and 
postponing or spreading some capital expenditure. 

Interjet is a small outbound tour operator with ambitious plans. The company plans to increase its 
sales turnover by around 25% each year. However, like many tour operators, travel agents and other 
tourism businesses, the company experiences annual seasonal cash flow difficulties. 

	z review the information on interjet (table 5.6). 

	z identify foreseeable difficulties in the future cash flow position presented. 

	z advise the board of interjet on possible actions it might take to improve its forecast cash 
flow for the year and avoid any foreseeable difficulties. 

TH INK POINTS  

In analyzing the cash flow forecast, it may be necessary to: 

z Produce ‘sensitivity analyses’; for instance, what if, sales were 10% lower/higher than expected 
or jet fuel prices rose by 50%? 

z Produce a graph showing monthly or weekly balances may help indicate trends 

Cash flow forecasts may reveal real potential problems. Failure to address them could potentially 
result in insolvency as creditors refuse to provide additional credit to maintain the company as a 
going concern. Analysis of the cash flow forecast should prompt certain questions such as: 

z How easily predictable are the cash flows?  
z How seasonal or cyclical are the cash flows?  
z Can the company keep within its borrowing limits?  
z Is the company generating enough cash to ensure its survival?  
z Does the company require further credit facilities?  
z How long does it take customers to pay the company?  
z How quickly does the company pay suppliers and others?  
z To what extent are payments business critical; that is, critical to the company’s ongoing trading.  

It is imperative that managers have a good insight into future cash flow patterns, and if problems 
are foreseen, they should have a set of planned actions to address them. Managers need to be able 
to convince banks and other creditors that their investments are safe and that credit should not be 
withdrawn. 
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Thus, there are a number of actions a company may wish to consider to alleviate perceived cash flow 
problems that the forecast shows for particular options, including: 

z Postponing capital expenditure 
z Accelerating cash inflows 
z Postponing or reducing cash outflows 
z Selling non-core assets 
z Negotiating new lines of credit or extending existing lines 
z Leasing rather than buying equipment. 
z Tightly controlling costs such as salaries 
z Prioritizing business critical expenditure over other expenditure 
z Phasing payments so that they are paid when seasonal cash inflows are at their highest 

	z explain what is meant by the term insolvency and how it can occur despite a company 
being profitable. 

	z provide an example of a THE company you are familiar with that has failed owing to its 
insolvency and explain the underlying reasons why this might have occurred. 

	z advise the board of interjet (table 5.6) on the forecast cash flow difficulties it is facing 
and when they are likely to occur. 

	z advise the board of interjet of the actions that managers might take to alleviate its dif
ficulties. 

TH INK POINTS  

Small business focus 
Raising finance for smaller businesses in THE (as in other industries) is often problematic because: 

z The asset backing (collateral for loans) is often lacking 
z They lack managerial expertise 
z Some financing sources are unlikely to be available, such as access to stock markets 
z Providers of finance will demand higher returns because the risks and the setup cost are greater 
z The company is less likely to have a long trading history to provide reassurance 
z With smaller resources or a more limited niche market, they may be less aware of the risks or 

have less ability to manage them or may be particularly dependent on one market segment rather 
than a balanced portfolio 

z With larger companies, banks and other providers of finance are likely to try harder to save failing 
large companies because of the large losses they might incur and negative publicity that might 
be generated. 

Set against these difficulties for smaller companies in relation to raising finance there may be some 
advantages, in that owner-managers are often very close to the business and can react quickly to 
adapt to market changes. Banks and other lenders prefer to lend to businesses the owners have their 
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own money invested in (as is likely to be the case in smaller businesses), because it might imply that 
the owner will work harder. In addition, if the business fails, the equity is lost first, meaning that a 
cushion is provided for the bank and other lenders. Furthermore, the owners of smaller businesses 
are often prepared to accept lower returns on their own investment to attract other investors and 
ensure long-term success. 

Although in the modern world loan applications are often evaluated by computers according to cen-
trally agreed-upon lending criteria, building up a good relationship with banks and other investors 
often remains important. In the financing of smaller companies, the credentials of the owners and 
key managers are often crucial in securing adequate financing, because if they leave the enterprise 
the impact is likely to be high. 

It is important to realize that any time a small business seeks outside sources of finance its case 
almost certainly has to be presented in a formal way as part of a business plan or business case. This 
is because any investors will want to know what the investment is trying to achieve – is the amount 
of the investment sufficient to achieve the stated aims, and, crucially, how will the finance provider 
be rewarded and get their investment back? 

In making a judgment on whether or not to invest, investors (particularly in smaller companies) 
may need to be satisfied that the ‘5 C’s of credit’ (W. Lee, 2019) have been addressed: 

z Character – The general character of the owner and or key managers and specifically the probabil-
ity that a person will attempt to pay off the debt and how serious their intention is 

z Capacity – A judgment on the borrower’s ability to pay. Many small businesses attempt to grow too 
quickly and run out of the liquidity to service their loans, which is often referred to as overtrading. 

z Capital – The general financial condition of the borrower as reflected in its financial statements 
z Collateral – The assets offered as security 
z Conditions – General economic conditions and the specific circumstances of the borrower’s indus-

try or geographic area. In periods of economic downturn, even well-established businesses can 
fail and banks are reluctant to lend. 

CHAPTER SUMMARY 

An analysis of a company’s financial position is an indispensable part of any strategic review. Deci-
sion makers need to know whether the company has the level of funding required to finance their 
strategies; if not, financial resources will have to be raised. 

It is usually important to know where a company has obtained its capital and the cost of this capi-
tal. Both share capital and loan capital have their advantages and disadvantages for use in strategic 
development. It is important to note whether current levels of profitability are sufficient to service 
the costs of capital. In THE settings, it is also important to understand the relative capital intensity 
of the particular part of the industry being considered because it has important strategic conse-
quences for managers. 

There are a number of techniques that can be used to make sense of a company’s financial state-
ments. Longitudinal analysis examines trends over time; cross-sectional analysis compares a company’s 
finances against its competitors; and ratio analysis enables us to make sense of accounts by dividing 
one accounting number by another. Benchmarking enables us to compare one company’s perfor-
mance on a number of fronts with similar companies. 

Additionally, foreign exchange risk and cash flow risk are important facets of strategic financial risk 
for many THE companies, and this chapter has provided an overview for analyzing such risks. 
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Tourism, hospitality and 
event organizations – 
the  products and 
markets context 

Introduction and chapter overview 
So far in this part of the book in relation to THE organizations we have analyzed the operational 
aspects, human aspects and financial aspects of organizations in Chapters 3, 4 and 5, respectively. 
This chapter examines the final part of the ‘functional’ aspects of the organization – products and 
markets. The way in which an organization relates to its markets is one of the most important aspects 
of competitive strategy. The idea of a market as a place where buyers and sellers come together can 
apply to both inputs and outputs. Product markets are those in which an organization competes for 
sales, whereas resource markets are those in which an organization competes for its resource inputs. 

In this chapter, we discuss the key elements of this system – the nature of markets and the nature 
and importance of products in THE contexts. The way in which an organization configures itself in 
respect to these elements is crucial to the success of business strategy. 

LEARNING OBJECTIVES 

After studying this chapter, in relation to THE, readers should be able to: 

z Explain the term market and describe the ways in which markets can be defined 
z Understand the importance of markets and provide relevant examples from THE 
z Explain the ways in which markets can be segmented and be able to apply the principles to THE 

contexts 

Doi: 10.4324/9781003318613-8 

https://doi.org/10.4324/9781003318613-
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z Understand the concepts of targeting and positioning in relation to THE contexts 
z Explain the term product and describe Kotler’s five levels of product benefit and be able to illus-

trate the concepts with relevant THE examples 
z Understand the stages in and uses of the product life cycle and its derivative application in tour-

ism – the tourist area life cycle 
z Explain the concept of a product portfolio and understand the underlying cash flow implications 
z Understand the composition and limitations of selected strategic models such as plc, the BCG 

matrix and the GE-McKinsey matrix 

6.1 Strategic marketing for competitive advantage 
The way in which an organization’s products relate to its markets is one of the most important 
aspects of competitive strategy, the aim of which is to gain a competitive advantage over competi-
tors. An organization may have great technical and operational capabilities, but these capabilities 
only become a source of competitive advantage when such ‘distinctive capabilities’ are applied in the 
marketplace (Kay, 1995:127). Hence, it is of critical strategic importance that managers are able to 
define and understand the markets in which they are operating. The next section considers various 
ways in which markets can be defined. 

Modern management writers view marketing less as one of the main constituent departments of 
an organization and more as a holistic, competitive orientation for a business (Evans, 2012). Thus, 
marketing takes on a strategic role for an organization and, indeed, the ‘strategic’ dimension to mar-
keting reflects its growing impingement on traditional ‘strategic management’ territory (Fyall and 
Garrod, 2005). Thus, the strategic management literature and the marketing academic literature are 
closely linked, often covering similar concepts, tools and techniques. 

The intention in this chapter is not to cover marketing in a THE context in great detail (because this is 
done elsewhere as indicated below) but instead to concentrate on those strategic aspects of marketing 
that are necessary to analyze as part of a holistic understanding of organizations’ strategic positioning. 

Marketing as applied to specific THE contexts has generated a large academic literature in recent 
years, including a number of textbooks. Increasingly, tourism and hospitality are being considered 
jointly, with separate texts available for events management, or the approach of this text has been 
adopted, in which, given their commonality, tourism, hospitality and events are covered in a single 
text. See, for example, Preston (2012), Bojanic and Reid (2017), Bowie et al. (2016), Hudson and 
Hudson (2017), Reic (2017), Rogers and Davidson (2017), Kolb (2017, 2018), Morrison (2018), 
Fyall et al. (2019), Kotler et al. (2021) and George (2021). 

Markets are rarely completely homogenous. Within markets there are groups of customers with 
requirements that are similar, and it is this similarity of needs and wants that distinguishes one 
market segment from another. 

The most widely quoted author on marketing, Philip Kotler, used these differences when he pro-
posed that the heart of modern strategic marketing can be described as ‘STP marketing’ namely, seg-
menting, targeting, and positioning (Kotler and Armstrong, 2020). In STP (or ‘target marketing’), 
the seller distinguishes the major segments (identifiable parts) of the market, targets one or more 
of these segments and positions products and marketing programs so that they will appeal to the 
needs and wants of these chosen target segments. Kotler has also applied his approach specifically 
to tourism and hospitality (Kotler et al., 2021) and to destinations (Kotler et al., 1993). 

Kotler’s approach, which has been widely followed and adapted by other authors (see, for example, 
West et al., 2015; Ezeh, 2017), will be followed in this chapter because it takes a strategic view 
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of marketing within organizations, it is easy to understand and apply and, importantly, it is widely 
utilized in teaching and in practice. 

6.2 Understanding markets 
It is important before going on to consider how organizations approach their markets to consider 
exactly what we mean by the term ‘markets’. Economists refer to a market as a system comprising 
two ‘sides’. The demand side comprises buyers or consumers of a product or service. The supply 
side produces or operates products and services. 

In strategy, we often use the term slightly differently. By ‘market’ we usually mean a group of actual 
or potential customers with similar needs or wants (the demand side). We usually refer to the sup-
ply side as an industry. 

The definition and boundaries of an organization’s markets represent a key starting point for the 
formulation of strategy and provide a basis for measuring competitive performance. The analysis 
and definition of markets will also provide key information concerning the threats and opportunities 
facing an organization. 

An understanding of markets is important for several reasons, because managers are able to: 

z Gain an indication of the demand (and potential demand) for an organization’s products and services 
z Assess the potential for market growth and gaining market share over competitors 
z Recognize and evaluate the number, type and capabilities of competitors 
z Position products and services in the market so that they are able to develop and sustain their 

competitive advantage. 

6.3 Market attractiveness 
Managers often consider the attractiveness of a market; that is, they consider whether products 
offered in a particular market will deliver returns on investment that are attractive to the organiza-
tion and its investors. A number of factors contribute to market attractiveness, including market 
size, market growth and supplier concentration. 

z Market size. In general terms the larger the size of a market, the more attractive it will be, in that it 
will offer wider opportunities for a larger number of organizations. Such a market, however, will 
also attract powerful suppliers who will attempt to dominate it by gaining a high market share. 

For example: The market for mass holidays to Spain from Northern Europe is large and, 
consequently, it is supplied by a large number of tour operators, whereas the market for 
activity holidays for European teenagers is far smaller and is consequently supplied by 
fewer companies. 

z Market growth rate. A growing market is normally more attractive than a static or declining market, 
because growing markets allow opportunities for businesses to expand in line with the growth 
of the market. In static or declining markets, growth for individual organizations can only be 
achieved by taking market share away from competitors, which can be expensive and may lead 
to lower margins. 

For example: The market for fast travel between China’s major cities has been growing 
quickly in recent years and, consequently, state (or part state-owned) airlines, low-cost 
airlines, rail and road services have all considerably added to their capacity. Conversely, 
overall hotel capacity in many English seaside resorts has been falling. 
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z Supplier concentration. Concentration refers to the extent to which a market is dominated by its 
largest suppliers and is usually measured by the percentage market share of the top four or five 
suppliers. The Short Case Illustration below outlines the relative lack of concentration in the case 
of international hotels. 

Large organizations, which dominate the market, will tend to have advantages over smaller organi-
zations in terms of costs; available promotional budgets and power over customers and suppliers as 
to setting prices and minimizing costs. However, large organizations may find it difficult to increase 
their market share beyond a certain point owing to regulatory restrictions, and smaller organiza-
tions may compensate for their disadvantages. 

In contrast, smaller organizations may be more flexible in their approach, know their customers’ pref-
erences more thoroughly, have access to a market niche (which is too small to attract larger organiza-
tions) and be less bureaucratic than larger competitors. In such circumstances it may be medium-sized 
organizations that find their competitive position is difficult to defend, because they possess neither 
the advantages of scale nor the benefits that small organizations may be able to exploit. 

Market concentration: worldwide hotels 

the hotel industry around the world has traditionally been highly fragmented. in many 
countries, provision has been dominated by small operators often run by families with a 
single hotel. 

as such, the industry remains fragmented. branded hotel penetration has steadily increased 
as a long-term trend and is expected to continue to grow as consumers look to trusted 
brands to meet their evolving expectations. 

however, this pattern is changing, with large international groups becoming more active 
in many countries. one of the largest global branded hotel groups ihg (which includes 
brands such as intercontinental, holiday inn and Crowne plaza in its portfolio of brands) 
estimated that about 54% of worldwide hotels are part of branded groups. Five of the lead
ing branded hotel companies (ihg, Marriott, hilton, Wyndham and accor hotels) account 
for approximately a quarter of the market. (www.ihg.com). 

Consequently, the market is becoming more concentrated in some countries, though the 
position varies considerably in different national markets. ihg (2022) reported that cost 
remains a significant barrier to building a scale position in the industry, whether that is due 
to the investment required to build and maintain hotels, establish a strong loyalty program 
or market brands in a competitive marketplace (ihg, 2022). 

a 2013 report (Clifton, 2013) analyzed the extent to which the global hotel industry had 
been penetrated by the leading hotel groups in terms of the proportion of total room stock 
that was affiliated to the hotel groups. the proportion of total hotel room stock that was 
affiliated to one of the 2,100 groups of hotels was measured in percentage terms and the 
countries were categorized. 

the data (for selected markets for which data were available), presented in table 6.1, indi
cate a marked difference in concentration between some national markets and others. 
according to this study, countries such as the usa, uae and new Zealand have particularly 

6 .1  SHORT  CASE  I LLUSTRAT ION 

https://www.ihg.com
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high levels of concentration, whereas others such as italy, austria and pakistan show evi
dence of a fragmented structure and low levels of concentration. 

Table 6.1 penetration by hotel groups in selected countries (2013) 

>74% 50%–74% 25%–49% 10%–24% <10% 

uae south africa Finland Croatia austria 

Djibouti singapore spain portugal pakistan 

new Zealand Dominican republic France germany italy 

Cuba india australia Mexico argentina 

Monaco norway netherlands Morocco paraguay 

burundi Canada Denmark saudi arabia ukraine 

usa uK sweden turkey peru 

China ireland switzerland 

swaziland Japan 

egypt russia 

Source: Clifton (2013) 

Questions 

1. Why is worldwide hospitality relatively less concentrated than many other industry 
sectors? 

2. Consider what factors might make worldwide hotels more concentrated. 

6.4 Defining markets 
We can also define the boundaries of markets in different ways. If different companies define a 
market in different ways, it is not surprising that the sum of their claimed market share may add to 
more or less than 100%. The problem is particularly difficult in many service industries because the 
boundaries between them often overlap and are sometimes difficult to define, whereas the market 
for many manufactured products, such as cars, is obvious and relatively easy to define. 

For example: The ‘overseas holiday’ market, may mean different things to different 
companies. One company might include all holidays taken abroad, whereas another 
company might only include such holidays taken by air or sold as part of a ‘package’. 

The problem is perhaps even more difficult in a sector such as ‘events’ because its boundaries are 
difficult to define and recognize. The sector (as discussed in the Introduction to Part 1 of this book) 
has few recognizable brand names, a measure of its fragmentation, and there is some discussion as 
to the boundaries of the subject. It is, however, generally accepted (Getz, 2022) that events manage-
ment is concerned with managing in the contexts of: 

z Event management companies 
z Sports events 
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z Concerts and performances 
z Festivals 
z Exhibitions 
z Meetings and conferences 

It is clearly important, therefore, that market share measures be stated explicitly with the market 
boundaries clearly defined. 

Market share is a measure of an organization’s performance with regard to its ability to win and 
retain customers relative to other organizations. It can be measured either by volume or by value. 

z Volume measures concern the organization’s share of units sold to the market. 

For example: The number of air-inclusive holidays sold by a tour operator in relation 
to the total number of air-inclusive holidays sold over a period, the number of bed spaces 
sold by a hotelier relative to all bed sales or the number of event tickets sold by an event 
manager relative to sales made by all event managers. 

z Value measures concern the sales turnover of one company in proportion to the total value of the 
market. 

For example: The sales turnover of one air-inclusive tour operator relative to the turnover 
for all air-inclusive tour operators, the value of bed sales by one hotelier relative to the 
value of all bed sales or the value of event tickets made by one manager relative to the value 
of all ticket sales. 

There are three ways in which markets are commonly defined, based on: 

z Product 
z Need satisfaction (or function performed) 
z Customer identity 

We will briefly examine each of these in turn. 

6.4.1 Market – definition based on product 

If someone working for an organization is asked what market they are in, a common reply will be 
to describe the products that sold. Thus, we would have examples like holidays or conferences and 
exhibitions. If the product definition is wide, this type of definition is close to describing an indus-
try. Because government economic statistics are often produced on this basis, markets defined in 
this way often have the advantage of ease of measurement. 

A drawback of this approach is that it sometimes fails to consider that a product may provide a range 
of different benefits, and different products, often derived from completely different sources, might 
meet the same need. 

The strategic implication of this is that it could lead to a failure to recognize threats that may come 
from a different industry altogether, as the two examples below illustrate. 

For example: Rapid advances in technology enable competing organizations to rapidly 
reach a large scale of operations and to disrupt more traditional suppliers. The growth of 
Airbnb, Uber and Expedia is an example of where technology companies have grown to 
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disrupt markets and provide a threat to more traditional providers in accommodation, taxi 
services and travel distribution, respectively. 

For example: Holidays, watching sport and attending arts festivals appear to be entirely 
different products with different markets, but they each may compete for customers’ 
discretionary income and time (the income and time left over when essentials have been 
dealt with). They can also both be considered as part of the wider ‘leisure’ market. 

An advantage of a product-based definition of markets can be that economies of scale of operations 
may be gained by the sharing of particular processes. Taken to extremes, this can lead to a view of a 
market as the market for the products that a company happens to produce even where they appear 
to have little in common. 

For example: Saga Holidays is a UK-based tour operator selling holidays exclusively for 
the over-55 age group directly to the public. Using its database of clients, it is also able 
to sell other products such as financial services and insurance to the same target market. 

6.4.2 Market – definition based on need satisfaction or function performed 

Consumers purchase a good or service to gain utility. The concept of utility (a word often used by 
economists) infers that whenever a consumer makes a purchase, they make a cost–benefit calcula-
tion, in that they make a judgment that the benefit they will get from the product is worth more 
than the price paid. 

This understanding enables the organization to understand its markets according to customers’ 
perceptions. In this view, organizations are concerned with matching the product offered with the 
benefits sought by the customers. The matching of the two is, however, a challenging process. 

To illustrate this approach to defining markets, Table 6.2 considers the benefits being sought by 
visitors to various types of events and attractions 

Table 6.2 Main benefits sought in types of events and attractions 

type of event/attraction Main benefits sought 

theme park excitement, variety of on-site attractions, atmosphere 

beach suntan, sea bathing, company of others or solitude, water-based 
activities 

Cathedral history, aesthetic pleasure derived from architecture, sense of 
peace or spirituality 

Museum or gallery learning something new, nostalgia, purchasing replicas or 
souvenirs 

theatre entertainment, atmosphere, status – to be able to say you  
were there 

leisure center exercise, physical challenges, competing against others 

Mountains solitude, beauty, activities, walking 

Concert, event or festival entertainment, support, atmosphere, status – to be able to say 
you were there 

Source: adapted from swarbrooke and page (2012) 
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Though a definition based on satisfying needs can lead to a more open-minded approach to the 
formulation of strategy, its weakness can be that very broad definitions can lead to a view of markets 
that do not allow a practical approach to decision making. 

For example: A restaurant chain might define itself as being in the ‘leisure’ market, but it 
is probably wise for restaurant companies to also consider threats and opportunities that 
might arise from competing sources such as television, bars, computer games, holidays, 
etc. Opportunities only arise from leisure activities that the company’s competences would 
allow it to enter (see Chapter 2), and threats would come from activities that would be 
likely to provide adequate substitute for customers’ business. 

KEY  CONCEPT  

Needs and wants 

Whenever a customer makes a purchase decision, he or she expects to gain a benefit from 
the product purchased. this benefit of satisfaction is usually expressed as a need or a want. 
the difference between the two is in the perception of the consumer – one customer’s want 
is another’s need. 

the practical use of the distinction is in the price responsiveness of the product. generally 
speaking, customers who need – or who believe they need – a product will be less price 
sensitive than those who merely want it. hence, the greater the felt need, the more price 
inelastic the demand (see Key Concept on page 379). 

6.4.3 Market – definition based on customer identity 

Groups of customers have requirements in common and differ from other groups of customers. In 
this way, the identity of customers can be used to define markets. 

For example: Consider the ‘business travel market’ as a quite distinct market. The market 
might be for products as diverse as airline flights, hotel rooms, meeting and exhibition 
spaces, event management services, car hire, etc. But the market could clearly be seen as 
the market for types of travel, hospitality and ancillary services needed by those traveling 
for business purposes. 

In terms of strategy formulation, the advantage of this approach is that it allows accurate targeting 
of the customer, so that efficient use can be made of advertising, direct mail shots, personal sell-
ing, search engine optimization, social media, etc. Its main disadvantage is that though marketing 
economies may be made, a number of different suppliers in the supply chain might need to be used 
to service the various requirements, so that the control of the quality of these suppliers becomes an 
issue of concern. 

6.4.4 Market – combined definition 

In practice, most businesses serve several markets with a range of products. They will define their 
markets with a combination of the ways listed here, and to the extent that one or another approach 
is uppermost, the advantages and disadvantages that we have already encountered will apply. 

A key task for management at a strategic level is to produce combinations that gain synergistic 
benefits and that enable the best opportunities to be chosen and exploited. In cases where change 
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in aspects of the technology of supply or the characteristics of markets take place so that synergies 
previously achievable are no longer available, a case exists for restructuring an organization to divest 
itself of some activities and/or to acquire new ones. 

In terms of working out competitive success in markets, a key concept is that of the served market – 
that part of a market that the company is trading in. It is on that basis that the measure of market 
share is most meaningful. 

	z explain how the term market can be defined and analyzed. 

	z explain why a detailed definition and understanding of the market is so important for 
THE managers. 

	z explain the meanings of market attractiveness and supplier concentration, and illustrate 
your answer by providing examples from THE. 

TH INK POINTS  

6.5 ‘STP’ marketing 
Market segmentation has been considered one of the most fundamental aspects of marketing since 
Wendell Smith (1956) published his influential article in the Journal of Marketing. Organizations 
cannot realistically engage and communicate with the entire population, so the overall population, 
or potential market, has to be broken down into manageable chunks. Organizations can effectively 
engage with or, to use the terminology that is commonly used, ‘reach’ these chunks or ‘segments’. 

Thus, market segmentation is concerned with the process of dividing a market into distinct groups 
of buyers with similar requirements. 

To Kotler (Kotler and Armstrong, 2020), the essence of modern strategic marketing can be described 
as STP marketing, namely: 

z Segmenting 
z Targeting 
z Positioning 

In STP or target marketing (which, for example, Tsiotsou and Goldsmith [2012], Weinstein and 
Morritt [2012], Alexander et al. [2015] and Mody et al. [2019] discuss in relation to THE contexts), 
the seller: 

z Distinguishes segments (identifiable parts) of the market 
z Targets one or more of these segments 
z Positions products and marketing programs so that they will appeal to the needs and wants of 

these chosen target segments 

In this way, organizations are able to define unique customer groups, select those they wish to serve 
and then integrate the marketing mix to establish a unified image of the product relative to the com-
petition (Jonk et al., 2008). 
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Organizations widely adopt such an approach. Target marketing (as it is frequently termed) helps 
sellers to: 

z Identify marketing opportunities better 
z Develop the right product features to attract each target market 
z Have the ability to adjust their prices, distribution channels and promotional activities to ‘reach’ 

the target market efficiently 

The approach can be seen as focusing marketing efforts on those customers that the organization 
has the greatest chance of satisfying. Underpinning this strategic process are two important infor-
mation requirements. The organization needs to gain an understanding of: 

z The process by which potential purchasers arrive at a decision to purchase a particular product; 
that is, buyer behavior 

z The structure of the market and competitive product offerings that influence buyer behavior and 
require attention to be given to the importance of detailed marketing research 

6.6 Market segmentation 
Markets are rarely completely homogenous. Within markets there are groups of customers with 
requirements that are similar, and it is this similarity of needs and wants that distinguishes one 
market segment from another. These ‘submarkets’ are known as market segments. By considering the 
extent to which the segments should be treated differently from others and which ones will be cho-
sen to serve, organizations can develop target markets and gain a focus for their commercial activity. 

DEF IN IT ION/QUOTAT ION 

Tourism segmentation 

in justifying market segmentation as a tool for tourism, Dolnicar (2008:45) stated that: 

tourists are heterogeneous. Market segmentation is the strategic tool to account for 
heterogeneity among tourists by grouping them into market segments which include 
members similar to each other and dissimilar to members of other segments. both 
tourism researchers and tourism industry use market segmentation widely to study 
opportunities for competitive advantage in the marketplace. 

This process of segmentation represents a powerful competitive tool. It is true that a business will 
prosper by giving the customer what the customer wants. Because not all customers are likely to 
want the same thing, identifying subgroups and attending to their requirements more precisely is a 
way of gaining competitive advantage. 

Market segmentation 

a market segment is a homogeneous group of customers with similar needs, wants, 
values and buying behavior. 

(hollensen, 2019:296) 

KEY  CONCEPT  
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as such, each market segment can be viewed as the sector of the overall market in which 
competition takes place. the marketer is concerned with identifying subsets of people 
with similar needs and characteristics that lead them to respond in similar ways to product 
offerings. 

hollensen (2019) identified three reasons for the increasing importance of market segmen
tation in developing marketing strategies: 

z population growth has slowed and more product markets are maturing, which in turn 
leads to more intense competition as companies seek growth through gains in market 
share. 

z	there is an important trend toward ‘microsegmentation’ (one-to-one marketing). in 
manufacturing, flexible production techniques allow cars, for instance, to be made to 
order to the customer’s specifications. in THE, technology has allowed customers to be 
offered individualized tour itineraries and potential events to be offered based on past 
purchasing histories. 

z	expanding disposable incomes, higher educational attainment and greater awareness 
of the world have produced customers with more varied and sophisticated needs, tastes 
and lifestyles. 

Despite the advantages of segmenting a market, there may also be potential difficulties, as 
identified by gibson (2001). the difficulties may include: 

z segmentation normally describes current market segments – the future position of seg
ments may be different. 

z	segmentation assumes homogeneity within each identified segment – this may not be 
the case. 

z	segmentation implies competition-free segments – other competitors may identify the 
same segments. 

z	segmentation may identify the wrong segment – other segments not identified may hold 
more opportunities. 

It could be argued that it is better to be hated by half of potential customers and loved by the other 
half than to be quite liked by them all. The latter is a recipe for being everyone’s second choice and 
underlines the dangers of placing too much reliance on averages in market research. 

By identifying a specific market segment and concentrating marketing efforts at the segment, many 
organizations can build a degree of monopolistic power (a mini-monopoly) in the segment and thereby 
achieve higher profit margins than would otherwise be achievable. Many organizations that have 
identified a highly specific segment can succeed and gain reasonable profits by configuring their 
internal activities to precisely meet the needs and wants of the customer group. 

For the most part, we can assume that segments exist naturally in most markets, and it is up to 
organizations as to how to exploit the differences that exist in the submarkets. We do, however, have 
to recognize that companies activities can also shape the segments to some extent. We could expect, 
for example, that men and women buy differently. If, in those markets, suppliers offer and promote 
different products to men and women, this tendency will be reinforced. 
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Before considering the ways in which market segments might be identified and specific segments 
targeted, it is useful to consider the type of subgroups that exist within the different sectors of THE, 
as shown in Table 6.3. Destination organizations are excluded because most are seen as having 
relevance for all of the segments identified. 

6.6.1 Four approaches to segmentation 

Four broad approaches are recognized in respect to the ways in which an organization can approach 
marketing to market segments (or submarkets) 

undifferentiated marketing 

This means that the organization denies that its total markets are segmented at all and relates to 
the market assuming that demand is homogeneous in nature. The economies of a standardized 
approach to marketing outweigh any advantages of segmenting the market. Undifferentiated mar-
keting is appropriate when the market the organization serves is genuinely homogeneous in nature. 

Table 6.3 Consumer segments in the main constituent parts of tourism, hospitality and events 

tourism, hospitality and events principal consumer segments 

hotels	 z	Corporate/business clients 

z	visitors on group package tours 

z	independent vacationers 

z	visitors taking weekend/midweek package breaks 

z	Conference delegates 

tour operators	 z	young people, singles and couples, 18- to 30-year-olds 

z	Families with children 

z	retired/senior citizens/empty nesters 

z	activity/sports participants 

z	Culture seekers 

transport operators	 z	First-class passengers 

z	Club-class passengers 

z	standard-class passengers 

z	Charter groups 

z	advance purchasers 

z	purchasers close to departure – ‘last-minute’ 

Destination attractions, z	local residents in the area 
cultural, sporting and z	Day visitors from outside the local area – leisure and business 
business events 

z	Domestic tourists – leisure and business 
restaurants 

z	Foreign tourists – leisure and business 

z	school parties 

Source: author’s categorization 
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differentiated marketing 

Companies that adopt differentiated marketing recognize separate segments of the total market and 
treat each segment separately. Different segments need not always be different in every respect – it 
could be that some standard products can be promoted differently to different segments because of 
certain similarities or common characteristics. In other cases, the product will be substantially or com-
pletely different and marketing to each segment will necessitate a distinctive approach to each one. 

concentrated marketing 

An extreme form of differentiated marketing is concentrated marketing, where an organization’s 
effort is focused on a single market segment. In return for giving up substantial parts of the market, 
an effort is made to specialize in just one niche, referred to as niche marketing. 

This approach offers the advantage that the organization can gain a detailed and in-depth knowledge 
of its segment, which, in turn, can enable an ever-improving match between the product and the 
customer requirement. The disadvantage relates to the extent to which the company may become 
dependent on the one segment it serves. Any negative change in the demand pattern of the segment 
will leave the supplier vulnerable because of the narrowness of its market portfolio. Market portfolio 
considerations are covered later in the chapter, when the product life cycle and various models are 
discussed. 

customized marketing 

Customized marketing occurs in cases where a market is viewed as being so diverse that an organiza-
tion has to focus its marketing efforts on the needs of each individual customer. Such an approach 
enables the organization to modify its product or the way in which it is delivered, promoted or priced 
to satisfy individual requirements. Such an approach may be costly, because any potential econo-
mies of scale are lost. However, advances in technology, such as utilizing social media to enable 
dynamically interactive personalized social experiences (Buhalis and Sinarta, 2019) and analyzing 
big data sets (Ardito et al., 2019), can make such approaches easier to implement than previously 
was the case, leading to so-called mass customization (see, for example, Neuhofer et al., 2015). 

It should be noted that companies operating with a large product range in many markets will typi-
cally use a multifocus strategy – that is, a combination of the above. 

6.6.2 Criteria for segmentation 

Market segmentation occurs because organizations can no longer regard markets as being uniform, 
where all consumers wish to purchase the same product. Thus, each organization has to divide the 
market into clearly defined segments, where each segment represents a discrete body of consumers, 
each of whom will have clearly defined needs that warrant a separate marketing strategy. 

However, the method by which the marketer or strategist divides the market into segments is 
extremely important. 

For example: One method might be to divide the population into groups according to eye 
color. We might end up with people with blue eyes, people with brown eyes and people with 
mixed eye colors. This would be a perfectly valid method of classifying people into groups 
whose members were similar to each other and dissimilar from members of other groups. 
But what use would it be to the marketing of a tourist destination or a cultural event? The 
answer, of course, is very little, because consumer needs and wants are unlikely to vary 
according to eye color. 
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In THE sectors there are perhaps two major problems to consider when segmenting the market: 

1. The product itself is, in many cases, highly inflexible. In other words, supply is usually fixed, at 
least in the short to medium term. The basic attractions of the product are to a great extent given. 

For example: It is difficult to move a preplanned festival at short notice to a different 
date, the attractions of a tourist destination (sun, sea, mountains, etc.) cannot be altered 
and cruise ship or hotel capacity cannot be changed quickly. 

2. In many cases, resources are extremely limited. 

For example: Destinations, attractions and national or regional tourism authorities often 
have very small promotional budgets, whereas the promoters of a festival or event will 
have a fixed promotional budget they are expected to adhere to. 

The most important aspect of market segmentation is the choice of bases (criteria) used to divide 
customers into groups. The criteria selected must be relevant to the customers’ needs and/or their 
behavior in the market concerned. 

There is no single way of segmenting a market. Each organization has to choose bases, or variables, 
that it thinks are appropriate in respect of its consumers. It must never be forgotten that there is 
not only a great variety of THE products – countries, regions, cities, agencies, airlines, tour opera-
tors, festivals and events, etc. – but that the cost of promoting and distributing these products is 
extremely high. This forces each provider to critically consider all expenditure and to clearly define 
groups of customers that are most likely to purchase the products. 

In the literature and in practice, a distinction is often made between two groups of variables: 

z Sociodemographic variables 
z Geographic variables 

Consumer characteristics 
z Psychographic variables }
z Geo-demographic variables 
z Benefit variables } Consumer responses 

Kotler and Armstrong (2020) pointed out that there is a basic distinction between geographic, 
demographic and psychographic variables on the one hand and behavioral variables on the other. 
Behavioral variables represent the responses that consumers exhibit to various marketing stimuli, 
whereas the other categories of variables represent characteristics of the consumers themselves. 

We will look briefly at each of these means of segmentation. Segmentation has received considerable 
attention in the THE literature. For a detailed examination of the more common bases to segment 
markets in THE contexts, see, for example, Tkaczynski et al. (2009), Tkaczynski and Rundle-Thiele 
(2011, 2020), Morritt and Weinstein (2012), E. Kim et al. (2018), Mody et al. (2019), Dolnicar 
(2020), and McKercher et al. (2022). 

An important point to remember is that the various bases should generally be regarded not as 
alternative choices for segmentation but as overlapping and complementary ways of subdividing the 
total market. In most cases the actual segments chosen by organizations represent a combination of 
bases, sometimes referred to as matrix segmentation. 

6.6.3 Sociodemographic segmentation 

This form of segmentation addresses the question of ‘who buys?’ 
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Perhaps the most common means of segmenting the market, particularly where the major THE orga-
nizations are concerned, is by using demographic data. 

For example: Some tour operators specialize in providing packages for specific demographic 
groups. Contiki Tours (www.contiki.com, part of The Travel Corporation group of 
companies, www.thetravelcorporation.com) specializes in activity-based coach tours in 
Europe, Australia and New Zealand, Asia, Latin America and North America, aimed at 
the 18-to-35 age group of tourists worldwide. The company stress the activity-based nature 
of their holidays. Saga Holidays, on the other hand, specializes in tours and holidays for 
people aged over 50 predominantly located in the UK (www.travel.saga.co.uk/). 

There are a number of demographic variables (characteristics) that may be of relevance to different 
markets, as summarized in Table 6.4. These variables usually refer to the age, gender, income, socio-
economic (income) group and stage in the family life cycle of the consumer. 

6.6.4 Geographic segmentation 

This form of segmentation addresses the question of ‘where do they buy?’ 

An organization may segment its market according to the geographic location of its consumers. 
Similarly, it is useful to be able to make distinctions between affluent and poor areas and between 
various types of urban and rural areas. 

For example: A visitor attraction or an event organizer will need to know where their 
customers are coming from to plan their strategy for attracting repeat custom and for 
targeting new geographical areas. 

6.6.5 Psychographic segmentation 

In psychographic segmentation, consumers are divided into different groups on the basis of social 
class, lifestyle and/or personality; see, for example, Litvin (2006) and Park and Jang (2014). 

The majority of people do not regard holidays, hospitality or attendance at events as status symbols. 
Rather, they are merely seeking to spend their time in the most effective ways, at the best possible 
price. When choosing a holiday destination, for example, some tourists might be motivated by 
the chance to learn about the local culture, but others might be seeking destinations that are less 
demanding and remind them of home. 

In a frequently cited work, Plog (2001) identified a continuum of tourist types, ranging from self-
inhibited psychocentric tourists to extrovert allocentric tourists (Chang et al., 2011; Ho and McK-
ercher, 2015; Piuchan, 2018). Thus, Plog (2001) divided tourist consumers into five different psy-
chographic traits: allocentrics, near allocentrics, midcentrics, near psychocentrics and psychocentrics. At the 
two extremes, allocentrics seek cultural and environmental differences from their norm, belong 
to higher income groups, are adventurous and require little in the way of tourism infrastructure. 
Psychocentrics seek familiar surroundings, belong to lower income groups, are unadventurous and 
require a high level of tourism infrastructure. A psychocentric New Yorker might favor Coney Island 
(a New York beach resort), whereas an allocentric New Yorker might favor an African Safari. 

Attitudes and motivations, together with beliefs and perceptions, form the ‘psychographic’ profile of 
a consumer. Once the provider of THE products understands this profile, they can infer a person’s 
buying behavior and devise the appropriate tourist products to cater for these segments of the market. 

People’s product interests are influenced by their lifestyle, including their day-to-day habits, work 
patterns, leisure interests, attitudes and values. Lifestyle segments are based on distinctive ways of 
living and social values portrayed by certain types of people. 

https://www.contiki.com
https://www.thetravelcorporation.com
https://www.travel.saga.co.uk
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Table 6.4 sociodemographic segmentation variables 

sociodemographic Comments 
variables 

age segmenting customers according to age bands is very common, because  
children’s needs, for example, are clearly different to those of retired people. 

gender gender is a relevant segmentation criterion for many markets. some 
the products are, however, largely designed for either males or females, 
whereas others appeal to both sexes. spa days, for example, which have 
become increasingly popular at leading hotels, are primarily aimed at 
female customers. 

income the personal disposable income of the consumer can be used as a 
segmentation variable. some products are targeted at consumers with 
high disposable incomes, such as cruises and first-class travel, whereas 
other products are aimed primarily at consumers with lower disposable 
incomes, such as camping holidays. 

level of education sometimes the level of educational attainment is used as a segmentation  
variable. this criterion has obvious value with products requiring a certain  
level of intellectual application, such as books, but has also been found to  
influence other products as well. For example, people with lower levels of  
education often opt for the ‘safety’ of well-known destinations and estab
lished events, whereas those with higher levels of education are more  
likely to have the confidence to try more diverse locations and events. 

Family life cycle the stage that consumers have reached in their family development can 
be an important variable. two married couples with identical jobs and 
income levels, one with four children and the other childless will exhibit 
significant differences in their spending patterns. 

Family life cycle segments might include: 

z	young single people 

z	young couples with no children 

z	Families with young children 

z	Families with older children 

z	Middle-aged couples with no children or whose children now live away 
from home 

z	retired couples 

z	retired single people 

This approach (see, for example, Gonzalez and Bello, 2002; Scott and Parfitt, 2005; Füller and Mat-
zler, 2008; Valentine and Powers, 2013) is sometimes felt to offer a more complete picture of the 
consumer than other approaches. Lifestyle market segmentation divides the market according to the 
consumer’s way of life. This has resulted in the marketing world labelling segments with acronyms 
and descriptions such as: 

z Yuppies – young, upwardly mobile professionals 
z Dincs – double-income, no children 
z Wooppies – well-off older people 
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z Glammies – the greying, leisured, affluent, middle-aged sector of the market  
z Generation X – those born between 1965 and 1980  
z Generation Y (Millennials) – those born between 1981 and 1996  
z Generation Z – those born between 1997 and 2012  

VALS (values, attitudes and lifestyles) 

Many companies now utilize proprietary methodologies and software such as vals (values, 
attitudes and lifestyles) for psychographic market segmentation. vals was developed in 
1978 by social scientist arnold Mitchell and his colleagues at sri international and is offered 
as a product of sri’s consulting services division. vals draws heavily on the work of harvard 
sociologist David riesman and psychologist abraham Maslow. 

the main dimensions of the vals framework are primary motivation (the horizontal dimen
sion) and resources (the vertical dimension). the vertical dimension segments people based 
on the degree to which they are innovative and have resources such as income, education, 
self-confidence, intelligence, leadership skills and energy. the horizontal dimension repre
sents primary motivations and includes three distinct types: 

	z Consumers driven by knowledge and principles are motivated primarily by ideals. these 
consumers include groups called thinkers and believers. 

	z Consumers driven by demonstrating success to their peers are motivated primarily by 
achievement. these consumers include groups referred to as achievers and strivers. 

	z Consumers driven by a desire for social or physical activity, variety and risk taking are 
motivated primarily by self-expression. these consumers include the groups known as 
experiencers and Makers. 

at the top of the rectangle are the innovators, who have such high resources that they 
could have any of the three primary motivations. at the bottom of the rectangle are the 
survivors, who live complacently and within their means without a strong primary motiva
tion of the types listed above. 

Source: adapted from www.strategicbusinessinsights.com 

STRATEGY  IN  PRACT ICE  

A THE company that has taken a lifestyle approach can develop products that will appeal specifically 
to people with a particular way of life. One such company, Trailblazers, is discussed in the Short 
Case Illustration below. 

Trailblazers holidays in India 

With more than half of its 1.4 billion population under the age of 25, it is sometimes referred 
to as india’s ‘demographic dividend’. the country is expecting economic growth to be 
spurred on by a surge of new workers. the vast increase in the number of young people is 

6 .2  SHORT  CASE  I LLUSTRAT ION 

https://www.strategicbusinessinsights.com
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6.6.6 Geo-demographic segmentation

Geo-demographic segmentation seeks to combine geographic and demographic principles of seg-
mentation and, as Konu et al. (2011) pointed out, has become more popular with the advent of 
geographical information systems (see, for example, Middleton et al., 2009).

Geo-demographic segmentation is based on two simple principles:

z People who live in the same neighborhood are more likely to have similar characteristics than are 
two people chosen at random.

in itself driving new business opportunities. among these opportunities are american-style 
summer camps serving busy middle-class parents in india’s burgeoning in cities such as 
Mumbai and Delhi. With limited green spaces, traffic congestion, searing heat and pollu-
tion, many families are choosing to send their children to the hills during the long school 
holidays. the camps offer everything from music tuition to backpacking and rafting. Many 
such camps are based close to the old colonial-era hill stations such as shimla and Darjeel-
ing in the himalayan foothills, which have served as retreats for those seeking escape from 
oppressive summer heat for generations (Walsh, 2013). to serve these needs, many new 
companies have been born.

one such company is trailblazers adventure travel pvt. ltd. based in Mumbai. the com-
pany, established in 1994, is guided by a mission that states: ‘We aspire to transform people 
by providing enriching experiences that unveil the secrets and wonders of the outdoors, 
ensuring safety in all actions, following ethical business and sustainable environmental prac-
tices’ (www.trailblazersindia.com/).

to this end, under the marketing slogan ‘india’s leading outdoor school’, over the past 
25 years the company has designed and organized outdoor programs for some of india’s 
leading academic institutions and corporate clients. it has grown to become one of the 
largest operators of residential adventure holidays for school groups and children in india.

the camps operated by the company at various locations around india and in other asian 
locations are custom designed to help children learn from nature, offering an outdoor expe-
rience. at the same time, emphasis is placed on helping to develop leadership qualities, 
beliefs and independence of thought, all packaged in a fun way with the help of profes-
sionally trained outdoor trainers. since its inception, trailblazers has worked with over 600 
schools and over 150,000 campers across the country.

the company has grown by developing products that deliver learning programs delivered 
in camps across domains of adventure, culture, nature and curriculum for students across all 
age groups, combining learning with outdoor activities. For example, the economics camps 
have been developed in recent years with the aim of bringing to life this academic discipline. 
this is done through outdoor adventure activities and teaching, site visits to both urban eco-
nomic centers and rural agricultural communities, invited guest speakers and fun activities.

Questions

1. explain the approach to product development taken by trailblazers.

2. Why might trailblazers products be attractive to the indian market?



237 PRODUCTS AND MARKETS CONTEXT

 

 

 
 

 

z Individual neighborhoods can be categorized in terms of the characteristics of the population 
they contain. Any two neighborhoods can be placed in the same category – that is, they contain 
similar types of people, even though they are widely separated. 

Geo-demographic segmentation is normally based on proprietary software systems offered by com-
mercial suppliers such as Claritas Prizm and Tapestry in the USA, PSYTE HD in Canada, ACORN 
and MOSAIC systems in the UK, geoSmart in Australia and the world’s largest system, CAMEO, 
which covers about 40 countries. Other systems have been developed elsewhere in the world. 

For example: ACORN (A Classification of Residential Neighborhoods) was developed in 
the UK in the late 1970s and classifies households according to the neighborhood in which 
they are found. The underlying philosophy is that certain types of neighborhoods not only 
will display similar housing but also will have residents with similar demographic and 
social characteristics who will share common lifestyles and will tend to display similar 
purchasing behavior. 

The developers of a new visitor attraction in a particular area of the UK aimed at families 
with young children in the local vicinity could use an ACORN map of the town. This would 
inform the managers of the attraction of the types of residential areas in the vicinity and 
hence those most likely to include the target customers. 

6.6.7 Benefit segmentation 

Benefit segmentation involves segmenting the market based on the perceived value or advantages 
that consumers believe they will receive from a particular product. 

According to a much-cited article, the rationale behind this approach is that benefits sought by con-
sumers are the fundamental reasons for the existence of true market segments, and they determine 
consumers’ behavior much more accurately than do other descriptive variables such as demographic 
and geographic characteristics (Haley, 1968). 

In the case of benefit segmentation (unlike the use of other variables), we are concerned with 
consumer responses – that is, consumer behavior – rather than consumer characteristics, and the 
technique has been widely applied in THE contexts (see, for example, Frochot and Morrison, 2000; 
Jang et al., 2002; Frochot, 2005; Li et al., 2009; Mackellar, 2009; W. G. Kim et al., 2011; Almeida 
et al., 2014; Kinnunen et al., 2019). 

THE consumers are often attracted not by the product features but by the benefits they perceive 
they are likely to derive from their purchase. Consumers may be encouraged to buy a product if they 
recognize that they will benefit from it. 

For example: Customers who purchase an inclusive tour to the Australian Outback, are 
not buying their package holiday simply for the flight on the airplane, the accommodation 
provided and the excursions that are arranged for them (which we could describe as the 
features of the holiday). Rather, the tourists are buying the complete package to enjoy the 
benefits of going away on a particular type of holiday. The holiday provides a chance to 
experience a different lifestyle, the opportunity to sample different forms of culture, a break 
from normal everyday routine and the possibility of encountering wildlife not encountered 
in the home environment. 

To take advantage of this knowledge, tour operators would have to identify the specific benefits that 
consumers in a particular market segment look for when going on holiday. When identified, the tour 
operator can devise holiday packages providing the specific benefits that are attractive to different 
market segments. 
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Benefit segmentation: Mpumalanga, South Africa 

Mpumalanga province lies to the east of Johannesburg in south africa. the province con
tains the Drakensberg escarpment, which separates a western half consisting mainly of 
high-altitude grassland at over 2,000 m in places (the highveld) and an eastern half situated 
at low altitude (the subtropical). the southern half of Kruger national park, one of africa’s 
largest game reserves, is situated in the latter region. tourism is a key driver in the economy 
of the area, so segmenting the overall tourism market in a useful way that attracts additional 
spending is of fundamental importance. 

to understand what benefits tourists seek so that promoters can engage with distinct tour
ism market segments, nduna and van Zyl (2017) undertook a benefit segmentation study 
of visitors to Kruger national park. their questionnaire aimed to identify the key benefits 
tourists sought so that the significant market segments could be categorized. the study 
identified two segments of tourists in Mpumalanga, which the authors categorized as 
‘nature–escapist’ and ‘cultured–naturist’. 

the nature–escapist segment (79% of the sample) greatly appreciated spending time in a 
natural environment, stayed 3 nights on average and relied on blogs, tripadvisor, social 
media, video clips, travel magazines and travel brochures as information sources for plan
ning their visits and comprised mainly domestic tourists. the cultured–naturist segment 
valued experiences specific to Mpumalanga such as learning about new cultures; visiting 
local arts and crafts stalls and learning about the specific nature and wildlife of the area. the 
segment referred to travel magazines and brochures when planning their trips, researched 
their visits carefully, spent more money than nature escapists and predominantly comprised 
foreign visitors. 

the authors argued that developing a benefit segmentation framework provides a useful 
tool for marketing planning. 

Source: adapted from nduna and van Zyl (2017) 

Questions 

1. explain the benefits sought by tourists visiting Mpumalanga. 

2. explain what alternative types of segmentation might be useful. 

6 .3  SHORT  CASE  I LLUSTRAT ION 

6.6.8 Business-to-business marketing 

In this chapter, up to this point, we have primarily been concerned with businesses marketing 
to consumers (B2C) marketing and segmentation. However, in many cases in THE, as in other 
industries, organizations are concerned with marketing not directly to consumers but to other 
businesses – so-called B2B marketing. 

The concept of B2B segmentation has demanded increasing academic attention in recent years (see, 
for example, Crittenden et al., 2002; Powers and Sterling, 2008; Hall, 2017; Brotspies and Wein-
stein, 2019; Hollensen, 2019; Cartwright et al., 2021). 
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B2B consumers differ in their needs, resources and buying habits. According to the widely cited 
model of Bonoma and Shapiro (1983), the B2B marketer typically segments organizations broadly 
classified into two major categories: 

z Macro segmentation – centers on the characteristics of the buying organization and situation, thus 
dividing the market by such organizational characteristics as size and geographical location 

z Micro segmentation – requires a higher degree of market knowledge and focuses on the character-
istics of decisions making units within the macro segment, including buying decision criteria, 
perceived importance of the purchase and attitudes toward vendors 

The information required for the type of B2B segmentation outlined above is often difficult or costly 
to acquire. Consequently, in practice, many companies find it difficult to adequately segment their 
B2B marketing. 

The notion of reverse segmentation, or supplier segmentation as it is often referred to, has become com-
mon in recent years (Day et al., 2010; Lajimi and Majidi, 2021). Reverse segmentation highlights a 
process that parallels segmentation, a process by which customers select suppliers that meet par-
ticular specified criteria such as quality, financial stability, ethical stances, delivery reputation and 
collaborative development opportunities (Hollensen, 2019). 

The implication is that a supplier that is able to exhibit appropriate reverse segmentation criteria to 
a customer can become significantly more attractive to buyers, not least because they demonstrate 
a greater degree of understanding of customer needs. Actively seeking a particular supplier seg-
mentation variable could in itself become a significant segmentation variable, especially for those 
organizations seeking to benefit from long-term supplier–customer relationships such as in the car 
components industry or in corporate sponsorship markets (Mitchell and Wilson, 1998). 

For example: Hoteliers at a particular destination resort might target consistent and 
reliable deliverable quality standards to build up a long-term sustainable supplier – 
customer relationship with incoming our operators. Similarly, a conference venue might 
target well-trained staff delivering high levels of customer service and culinary excellence 
to attract repeat custom from corporate clients. 

6.7 Targeting 
When the possible range of segments has been identified and the characteristics of each of the seg-
ments has been analyzed, the THE organization then has to decide which market segments to target 
(see, for example, Jang et al., 2002; Lee et al., 2006; Camilleri, 2018; Çınar et al., 2020). 

When deciding which segments to target, a number of considerations should be borne in mind in 
relation to the segments. Each segment should reflect the following important characteristics: 

z Market size and market growth – Each segment should be large enough, or demonstrating growth 
potential, to justify further investment of time and money by the company. As part of this evalu-
ation, an organization might consider the number and type of competitors in each segment. 

For example: It would probably be possible to construct and promote hotels solely for 
people in wheelchairs, but would this be a substantial enough segment of the population 
to ensure success? 

z Accessibility – Each segment should be ‘reachable’, in the sense that it should be possible to give the 
consumers in that segment appropriate information about the organization’s products. 
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For example: A coach or bus operator finds that most customers are single and aged 
between 18 and 35, but unless they live in certain geographical areas, they may be difficult 
to reach cost-effectively. 

z Measurability – Each segment should be measurable, so that the likely demand for THE products 
in that segment can be identified. Research is very expensive, and certain variables are very dif-
ficult to measure. 

For example: In deciding on their holiday, many people do so in the expectation of receiv-
ing certain benefits such as peace and relaxation or a lively night life, but it is difficult 
to measure such ‘motivations’, especially when people are sometimes unwilling to answer 
personal questions honestly. Some young people’s true motivations for travel may be a 
desire to meet the opposite sex or to consume alcohol, but they may be reluctant to publicly 
acknowledge such motivations. 

z Actionability – Each segment should be actionable, in that cost-effective programs can be formu-
lated for servicing the segments. 

For example: A small airline identifies seven market segments, but its staff and financial 
resources are too small to develop separate cost-effective marketing programs for each seg-
ment identified. 

Targeting business travelers 

in THE, business travelers are usually highly sought after because they are normally able and 
willing to pay higher prices than leisure customers. however, targeting a segment of ‘busi
ness travelers’ is overly simplistic because they do not represent a homogeneous group that 
can easily be targeted, meaning that marketing resources could be wasted if an attempt to 
do so were made. 

hence, Camilleri (2018) identified six different types of business travelers: 

 z Hard Money Travelers (or the independent business travelers) – these include business 
individuals traveling at their own expense 

 z Soft Money Travelers (or corporate business travelers) – these include business individuals 
traveling on an expense account 

 z Medium Money Travelers (or the conference or incentive business travelers) – these 
include business individuals traveling within a group 

 z Interim Travelers – these include business travelers who are combining personal travel 
with a business trip 

 z Frequent Short Travelers – these include business travelers who consistently fly a short-
haul route 

 z Periodic Travelers – these include salespersons who make a round of stops on a steady 
itinerary 

each of the above target segments will have slightly different needs and wants and have 
differing attitudes toward prices to be charged. some of the groups are more likely to be 

6 .4  SHORT  CASE  I LLUSTRAT ION 
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willing to pay higher prices in return for added product features such as frequent services 
and ticketing flexibility. 

strategists and marketers must seek to identify the most appropriate target segments and 
seek to analyze and understand the requirements of each of these target segments so that 
products can be developed and positioned successfully. 

Questions 

1. explain why targeting a segment of ‘business travelers’ might not be successful. 

2. What are the main factors THE businesses should consider when deciding which seg
ments to target? 

However, some of the long-held assumptions that limit the smallest segments that can be eco-
nomically reached are likely to change. Flexible technology and augmented reality (Ghandour et al., 
2021) are enabling products to be tailored to individual requirements more cheaply, thereby increas-
ing choices available to consumers (Buhalis and Foerste, 2015). In advertising, we are used to the 
concept of broadcasting. In the future, we shall have to become used to the concept of narrowcasting, 
as a revolution in media takes place. If a company advertises on television and its product is only 
of interest to city dwellers, it is often also paying to reach rural viewers. Cable, satellite and mobile 
technology allows organizations to direct adverts much more accurately at prospective customers. 

The same process is taking place with regard to direct marketing (mail shots) and mobile and web-
based marketing, where data on buying habits and geo-demographic data allow accurately targeted 
marketing communications (see, for example, Skinner et al., 2018; Ramos et al., 2019). The result of 
this process is that great rewards are available to organizations that can come up with sophisticated 
targeting strategies, as opposed to straightforward ‘old-style’ mass marketing. 

6.8 Product positioning 
All organizations need to differentiate themselves and their products from competing organizations 
and products. Product positioning is the way in which a product or brand is perceived in relation to 
preferences of segments of the market and in relation to competitive products. 

The perceptual image that a consumer holds about an organization or product is important because 
a positive and favorable image can lead to the consumer purchasing products from the organization 
in question, whereas a negative image inevitably results in consumers looking elsewhere for their 
product purchases. Thus, THE strategists (and marketers) must seek to match the attributes of their 
product and buyers’ perceptions of those attributes with the needs and priorities of customers in 
that segment. A number of authors have considered positioning in a THE context (see, for example, 
Dev et al., 1995; S. S. Kim et al., 2005; Sahin and Baloglu, 2011; Morgan et al., 2012; Robertson and 
Wardrop, 2012; Rodríguez-Molina et al., 2019). 

By way of example, assume that market research has been carried out that has identified that the 
two key attributes used by customers to rate specific airlines are: 

z Price 
z Quality 

This enables the market position of all the main competing products in that segment to be ana-
lyzed by asking customers to rate each airline according to the two attributes of quality and price. 
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High price 

Low quality High quality 
Low price 

Figure 6.1 product positioning 

The customer may be asked to rate each on a ten-point scale. The results can then be plotted (see 
example shown in Figure 6.1) on a scatter diagram where the position of each response can be 
accurately marked. 

The five competitors A, B, C, D and E differ in sales volume, as reflected by the sizes of the circles. 
The competitors’ positions on the map are as follows: 

z Competitor A occupies the high-quality/high-price position, sometimes termed a ‘premium’ 
position. 

z Competitor B is perceived by the market as offering an average-quality product at an average price. 
z Competitor C sells a low-quality product at a low price, sometimes termed a ‘budget’ position. 
z Competitor D sells a high-quality product at a low price, sometimes termed a ‘value-for-money’ 

position. 
z Competitor E sells a low-quality product at a high price, sometimes termed a ‘cowboy’ position. 

The best position for a particular product can thus be determined. If the research carried out is suc-
cessful, it will reveal an ‘ideal’ position not occupied by any existing product. If so, the objective 
of locating a group of customers with an unsatisfied need will have been achieved. It might also be 
the case that in crowded markets there are no positions identified that are not occupied by exist-
ing products. Such a finding, though disappointing, gives an important signal as to the viability of 
launching a new product. 

In Figure 6.1, a newcomer to the market might give consideration to locating at position F, where a 
high-quality product is provided at an average price. However, in reality in today’s very competitive 
markets, the product positioning map will probably not reveal such an obvious opportunity. The 
ideal product may be close to or identical to an existing product or several existing products. If so, 
two basic positioning choices are possible: 

z Introduce a me-too product, replicating the attributes of existing products occupying a similar position 
z Move into a gap on the product-positioning map, introducing a product bearing little similarity 

to any of the existing leading products 

If an organization finds a group of customers with a particular requirement for a combination not 
currently offered, it will literally have discovered a gap in the market (see the ‘gap’ on the bottom 
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right of the chart). More likely, it will have to make the best of subtle differences in position, because 
all major combinations may be filled. 

However, in the B2B market, company image considerations rather than the brand image (which 
we have considered here) are more likely to be important in positioning. As Kalafatis et al. (2000) 
noted, the brand image-led positioning strategies that are prevalent in consumer goods marketing 
do not transfer well to business marketing. 

Product positioning: Marriott and IHG 

hotel brands are continually evolving and developing, with new niche markets being served. 
the larger international hotel groups (such as ihg and Marriott) all have several subbrands 
so that they can target different segments successfully. 

as richard solomons, former chief executive of uK-based ihg plc, which ran brands such as 
holiday inn and Crowne plaza, stated, ‘Customers are so much more discerning today, they are 
much clearer about what they want’ (goodman, 2013). to illustrate the point, solomons drew an 
analogy with cars: ‘When i grew up, it was a saloon, sports car or convertible. now you’ve got 
suvs and there are big suvs and small suvs and so on. Most consumer categories are becom
ing more segmented’ (goodman, 2013). indeed, his own group, which already encompassed 
brands such as holiday inn, Crowne plaza, intercontinental and, more recently, indigo, launched 
a new brand in 2012. hualuxe is a brand aimed firmly at the Chinese market and catering for 
Chinese tastes, as opposed to imposing Western tastes on the Chinese market. 

Marriott hotel group based in Washington, D.C., currently has 30 brands (including ritz-
Carlton, renaissance and luxury boutique brand edition), but it is constantly searching for 
new niches to serve. the development of the Courtyard brand in the 1980s and 1990s and 
the current development of Moxy provide illustrations. 

From its launch with three test hotels in 1983, Courtyard has expanded rapidly in several coun
tries, and several hotel chains have attempted to duplicate the format. research had identified 
a niche in the mid-level market that was not being filled by any hotel concept at that time. 

Marriott management identified three criteria that had to be met in the design of the Court
yard concept: 

 z ensure that the new concept offered consumers good value for money 

 z Minimize cannibalization (taking business away) from their other hotel offerings in the 
group 

 z establish a market position that offered a substantial competitive advantage 

Marriott developed a product positioning statement for the hotel concept that stated that 
the Courtyard product was to serve business travelers who wanted moderately priced hotels 
of consistent high quality and pleasure travelers who wanted an affordable room that was a 
safe base of operations. a basic conceptual framework for the product was then developed. 
the product would have the following features (Crawford-Welch, 1994), in that it would: 

 z be tightly focused for the transient mid-priced market segment 

6 .5  SHORT  CASE  I LLUSTRAT ION 
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6.8.1 Tourism destination positioning

The principles of positioning and repositioning can also be applied to destinations and events, and 
a large literature has developed around the subject area. See, for example, Gallarza et al. (2002), 
Usakli and Baloglu (2011), Pike and Mason (2011), Pike (2012), Hallmann et al. (2015), King et al. 
(2015), Souiden et al. (2017), Stylos et al. (2016), Shankar (2018) and Fyall (2019).

However, destinations differ from organizations in that the assumptions of strong leadership and 
clear goal-driven decisions to which all participants adhere may be lacking. This is because desti-
nations may be viewed as conglomerates of attractions, operators and agencies, which each have 
individual objectives (Scott et al., 2000). Consequently, successful destinations need to coordinate 
all of the parties involved so that a strong and consistent positioning is achieved.

z be relatively small (150 rooms or fewer) to project a residential image

z serve a limited menu and offer less than competitors in the way of public space and 
amenities

z be a standardized product managed in clusters (i.e., five to eight hotels in one area)

z have the Marriott name attached for recognition and a ‘halo’ effect

Moxy hotels is Marriott’s new entrant in the economy segment, developed in partnership 
with the property division of ikea group using modular construction techniques. Moxy, 
launched in 2014, is growing quickly in urban locations in europe, north america and asia. 
the 3-star brand is designed specifically to target generation y and Millennial travelers with 
features such as freshly brewed coffee, large flat-screen tvs, an always open bar and ‘grab 
and go’ bikes.

as the Moxy website says, ‘Marriott international’s newest player in the affordable 3-star-
tier segment for Millennial global nomads. it’s got the power of Marriott behind it. the 
potency of style, innovation and tech-savviness surrounding it. and a whole lot of wattage 
to light up its vibrant future’ (www.moxyhotels.com).

approximately 2 of 5 million rooms in europe are in economy hotels, but the goal is to 
attract the emerging next-generation travelers who do not want to sacrifice comfort and 
design for an affordable price.

technology and product design combined with Marriott’s hospitality experience are aimed 
at attracting younger customers: generation y and Millennials. Moxy’s 17 m2 (183 ft2) rooms 
feature high-tech amenities, such as built-in universal serial bus ports and large flat-screen 
tvs with airplay connectivity. each room also features a floor-to-ceiling signature art wall 
that is hand selected to reflect the local city or surroundings. public spaces, meanwhile, 
double as design-led hangouts with food and alcohol (Mayock, 2013).

Sources: www.ihg.com, www.marriott.com, www.moxy-hotels.marriott.com

Questions

1. Consider what advantages and possible disadvantages that belonging to a powerful 
branded chain brings to Moxy.

2. Consider the reasons why Marriott is developing its Moxy brand.

https://www.ihg.com
https://www.marriott.com
https://www.moxy-hotels.marriott.com
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Destination positioning for tourism and events in Queensland, Australia 

tourism is one of Queensland’s key sectors, generating au$25.0bn per year in over
night visitor expenditure. tourism also directly and indirectly accounts for almost 10% of 
Queensland jobs and is the state’s second largest export earner (behind coal). tourism 
and events Queensland (teQ) is the Queensland government’s lead marketing, experi
ence development and major events agency, representing the state’s tourism and events 
industries. 

teQ’s strategic plan 2022–2026 represents a new vision for Queensland as a tourism desti
nation. its vision lies in ‘inspiring the world to experience the best address on earth’ (teQ, 
2022:1). its relaunched brand is centered on the notion of ‘travel for good’, which ‘embod
ies a promise to travelers to leave restored and renewed. Connecting travelers with a place 
of diverse and rich epic wonder. a place that will change them, and eventually, the world’ 
(teQ, 2022:1). ambitious growth targets have been set based on the Queensland experi
ence Framework, which focuses on those ‘hero experiences’ (such as the great barrier reef) 
that are the heart and soul of the Queensland story. 

as the teQ organization’s name suggests, tourism and events are marketed jointly – a rec
ognition of the interconnections between the two. thus, alongside the marketing strategy, 
an events strategy puts the growth of events at the heart of the organization’s vision up to 
2025. the events strategy markets an enhanced Queensland calendar of events using the 
‘it’s live! in Queensland’ branding platform. 

though the new branding represents an umbrella brand to promote the whole of 
Queensland, the state has a unique position in australia of having a number of strong des
tination brands, each having distinctive attributes, target markets and a sufficiently devel
oped tourist industry to warrant a portfolio approach to their management as destinations. 
the approach reflects the diversity and scale of Queensland (and its tourism industry) and 
translates into different destination images, target markets and positional and promotional 
programs for each destination. these are summarized in table 6.5. 

Table 6.5 selected Queensland tourist destinations – positioning summary 

Destinations brand positioning brand themes 

tropical north 
Queensland 

Feel the natural 
exhilaration of an 
australian tropical 
adventure. 

	z great barrier reef 

	z the world’s oldest tropical rainforest 

	z tropical lifestyle and culture 

	z adventures 

	z aboriginal and torres strait islander people 

townsville 
north 
Queensland 

Feel the pride of 
discovering the essence 
of north Queensland 
in one vibrant, 
progressive community. 

	z great barrier reef Centre of excellence 

	z special places in nature 

	z eventful life in the tropics 

	z history and heritage 

6 .6  SHORT  CASE  I LLUSTRAT ION 
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Destinations brand positioning brand themes 

Whitsunday 
islands 

Feel the wonder of 
australia’s island 
paradise. 

	z Diverse island paradise 

	z iconic landscapes in the heart of the great 
barrier reef 

	z sailing, flying, snorkeling and diving 

	z airlie beach and Mainland 

sunshine 
Coast 

Feel the rejuvenating 
warmth of our beach 
culture. 

	z innovative food 

	z Wonders of nature 

	z immersive encounters 

	z exhilarating events 

	z beachside culture 

brisbane Feel the vitality of city 
life with a subtropical 
twist. 

	z vibrant 

	z relaxed 

	z urban outdoor lifestyle events 

	z Culture 

	z nature at your doorstep bursting with 
color and life 

gold Coast Welcoming, vibrant, 
diverse, fun and 
entertaining 

	z surf 

	z taste 

	z escape 

	z play 

	z Culture 

southern 
Queensland 
Country 

slow down, breathe 
deep and enjoy a taste 
of life in the country. 

	z natural beauty 

	z history and heritage 

	z Four seasons 

	z authentic country life 

outback 
Queensland 

number one choice for 
an authentic australian 
outback experience 
and adventure for 
families. 

	z outback adventures 

	z outback events 

	z palaeo-tourism 

	z heritage and locals 

Source: adapted from www.teq.queensland.com 

Questions 

1. explain the potential differences in positioning a destination rather than a THE product 
belonging to a single company. 

2. explain why Queensland might need a number of subbrands, and explain their relation
ship to the umbrella brand. 

https://www.teq.queensland.com
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6.8.2 Adjusting the marketing mix 

Once an organization has decided how it wants to position itself relative to its competitors, it 
adjusts its marketing mix to achieve such a differentiation. The marketing mix comprises those vari-
ables that an organization can control that stimulate consumer demand. Traditionally marketers 
have viewed the marketing mix as being concerned with the 4 Ps of: 

z Product 
z Promotion 
z Price 
z Place (distribution) 

However, it is common (Goi, 2009; Kwok et al., 2020) for those managing in service industries 
to also include three further aspects, sometimes labeled the services marketing mix, as shown in 
Figure 6.2. In this way, the importance of these three further aspects of marketing in service 
settings is recognized. 

These further 3 Ps are: 

z Personnel 
z Physical environment 
z Processes 

A full consideration of the services marketing mix is beyond the scope of this text, because it is 
concerned with more detailed implementation issues often dealt with by marketers. For a more 
detailed discussion of marketing mix issues in THE contexts, see, for example, McKercher (1995), 
Allen et al. (2005), Middleton et al. (2009), Kotler et al. (2022), Hudson and Hudson (2017) and 
Kwok et al. (2020). 

Here, however, we will consider the product, because achieving a balance between products at dif-
ferent stages of development can be viewed as a central strategic issue affecting resource allocation, 
cash flow and risk. 

Product marketing mix 

Product Pricing Promotions Placement 

People Process Physical 
evidence 

Services 
marketing 

mix 

Figure 6.2 the services marketing mix 
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6.9 Products 
6.9.1 Product definition 

Having considered markets, we turn our attention to products. 

Much of the strategic management literature is concerned with products and markets, and the ter-
minology product-market strategy is often used. 

Product 

according to Kotler et al., a product is 

anything that can be offered to a market for attention, acquisition or consumption that 
might satisfy a want or a need. it includes physical objects, services, persons, places, 
organizations and ideas. 

(Kotler et al., 2022:30) 

DEF IN IT ION/QUOTAT ION 

Importantly, of course, it is the sale of the product that provides sales revenue for the company. If 
a consumer buys a package holiday from one tour operator and is satisfied with that holiday or has 
had a good experience of an event or at a particular venue, he or she may decide to book again with 
the same company in the future. Therefore, the company must pay careful attention to all facets 
of the product to make sure that it lives up to consumers’ expectations and leads to brand and/or 
company loyalty. 

When thinking about THE products, it must be recognized that the ‘product’ does not just 
include the actual holiday or travel that is purchased or the visit to the tourist attraction, festi-
val or event. The product is, in fact, all of those elements that make up the experience enjoyed 
by the customer. Of importance in product-market strategy is how the product features might 
be enhanced in a way that is valued by customers and that consequently they are willing to pay 
for. To do this, it can be useful to consider the product’s features and benefits at a number of 
levels. Different suggested approaches can give a different number of levels, but Kotler et al. 
(2022) recommended that marketers (and strategists) recognize the product as being made up 
of five levels: 

1. The core product – the main benefit the customer gains when purchasing the product. 

For example: When a European holidaymaker goes on a holiday to Majorca, the core 
product may be one representing rest and relaxation, whereas the core product for a holi-
daymaker going to Vietnam might be somewhat different. In this instance, the core product 
might be to explore a newly developed international tourist destination. 

2. The generic product – a basic version of the product. It refers to the features of the holiday that are 
purchased. 

For example: A visit to a festival might include travel arrangements to and from the 
festival, accommodation at the festival and ‘add-ons’ such as excursions to local attrac-
tions and vouchers to use at local restaurants. All of the standard features that comprise 
the trip to the festival, including the brochure or promotional material, are part of this 
generic product. 
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3. The expected product – represents a set of attributes and conditions that buyers normally expect and 
agree to when purchasing a product 

For example: Customers might normally expect certain features at self-catering apart-
ments that might form a part of the package arrangements they book at their holiday 
destination, such as clean rooms, bed linen, towels, plumbing fixtures, hanging space for 
clothes, a quiet location and privacy. 

4. The augmented product – goes beyond the customer’s expectations to provide something extra and 
desirable. 

For example: The levels of service provided by staff in a travel or concert booking agency, 
those in a call center who arrange the booking or the way in which particular companies 
deal with customer complaints provide examples of the augmented product level. The way 
in which these and other services are delivered can ‘add value’ to the product sold and can 
often distinguish one company’s product offering from others. 

Importantly, Kotler (2020) viewed this augmented level as being the level at which most competi-
tion takes place in the increasingly competitive market now faced by companies. To be successful 
in business, companies have to continually review their products (and, crucial in THE contexts, the 
way in which they are delivered) to ensure that they are superior to competitors. 

However, each augmentation costs the organization resources in terms of time or money and, conse-
quently, questions must be asked as to whether customers will pay enough to cover the extra costs 
involved. Augmented benefits soon become expected benefits. 

For example: En suite rooms have moved from being the exception to the norm in most 
international standard hotels in the last 40 years and, more recently, internet connectivity 
has increasingly become the norm. 

Similarly, what is contained in the expected product in one market may be in the augmented product 
in another. 

For example: Air conditioning might be a bonus in a temperate climate but a necessity 
in tropical or desert climates. Short-haul airline passengers may tolerate cramped seating 
conditions in return for lower prices, whereas this is less likely to be the case with long-
haul passengers. 

This means that competitors have to continually search for still further features and benefits to add 
to their products. Sometimes, after a period of rivalry where competitors try to compete by adding 
more and more features and cost, a market segment emerges for a basic, stripped-down, low-cost 
version that supplies just the expected benefits. 

For example: The emergence of the low-cost airline sector (e.g., AirAsia, Southwest 
Airlines, easyJet, Wizzair and Ryanair) and budget hotel brands in Europe such as Formula 
1, Etap and Premier Inn in recent years can be seen in this way. 

5. The potential product – includes all of the augmentations and transformations that the product 
might ultimately undergo in the future. Whereas the augmented product describes product 
features included in today’s product, the potential product represents the possible evolution 
of the product. Successful companies will therefore manage and evaluate their products very 
carefully. They will appreciate that some additional benefits must be provided to attract custom-
ers in competitive markets. Farsighted companies will therefore put much effort into research 
and development because the potential product is the product that is likely to be successful in 
tomorrow’s markets. 
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6.9.2 The product life cycle 

The product life cycle (PLC) concept is based on an analogy with living things, in that they all have 
a finite life. All products would be expected to have a finite life, whether long or short. The life cycle 
can operate at an individual product level or a product type or at a product class level, where argu-
ably a market life cycle would be a more appropriate title. 

At the individual product level, the PLC is a useful tool in product planning, so that a balance of 
products is kept in various stages of the life cycle. 

KEY  CONCEPT  

The human life cycle metaphor for products 

the concept of life cycle does not just apply to humans (or animals); it also applies to prod
ucts, tourist destinations, festivals and events. human beings undergo a life cycle that has a 
huge bearing not just on our biological changes but also on behavior; products often move 
through a similar cycle. 

We undergo introduction when we are conceived and grow inside our mothers. after birth, 
we begin to grow – a process that continues until, after puberty, we reach our full height 
and weight. our maturity phase is the longest. For most people, it will last from our mid-
teens until the time when our faculties begin to fail us – perhaps in our 60s or 70s. When we 
reach old age, we begin to decline. our eyesight may begin to deteriorate, we slow down 
and we may lose some of our intellectual sharpness. Finally, when decline has run its course, 
life is no longer viable and we die. 

At the product class level, we can use the PLC concept to analyze and predict competitive condi-
tions and identify key issues for management. It is conventionally broken into a number of stages as 
shown in Table 6.6. We shall explore the key issues posed by the different stages. 

Each stage of the PLC has different implications for aspects of the organization and the way in which 
it manages its products. Specifically, managers need to be aware of the changing impact of costs, 
competitors, objectives and cash flow as products move through the life cycle. Figure 6.3 shows the 
life cycle and summarizes the main implications of these aspects. 

the introduction stage 

The introduction stage follows the product’s initial development. It is consequently new to the 
market and will be bought by innovators, a term used to describe a small proportion of the eventual 
market. The innovators may not be easy to identify in advance, and there are likely to be high launch 
and marketing costs. Because operational (or production) volumes are likely to be low, because the 
product is still at a ‘pilot’ stage, the operational cost per unit will be high. 

The price elasticity of demand will strongly influence whether the product is introduced at a high ‘skim-
ming’ price, or a low ‘penetration’ price. 

z Price skimming is appropriate when the product is known to have price inelastic demand such as 
with new exclusive resort developments or a first-class cabin provided by an airline serving a new 
destination. 
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 Table 6.6 implications of the product life cycle 

introduction growth Maturity Decline 

Costs highest costs per high costs per low costs per low costs per 
customer customer customer customer 

Competitors none or few Few Maximum num Declining num
ber of competi ber of competi
tors tors 

product  high product Maximum market Maximize profit reduce expendi
objectives awareness and share before too while defending ture and milk the 

trial – need to many competi market share and brand 
explain nature of tors arrive motivate custom Cost control is 
innovation ers to switch vital 

brand 

Cash flow likely to be as sales grow, Maximum posi strong cost 
negative as negative cash tive cash flow as controls enable a 
launch costs are flow turns into a product has positive though 
not covered by positive cash flow become estab diminishing cash 
sales lished which surplus to be 

allows surplus achieved 
cash to be 
invested in other 
products 

Figure 6.3 the product life cycle and its implications 

z Penetration is appropriate for products with price elastic demand and when gaining market share 
is more important than making a fast recovery of development costs. A low-cost airline launching 
a new route or a budget hotel operator launching in a new city provide examples of such products. 
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KEY  CONCEPT  

Price elasticity of demand (Part 1) 

Demand represents the quantity of a product buyers are willing and able to buy at a par
ticular price over a specified period of time. 

to an economist, demand is not quite the same as ‘wants’. everyone might want to travel on 
a luxury round-the-world cruise, but not everyone has the ability to pay for it. other things 
being equal, we would expect the quantity of services to be demanded to be inversely 
related to its price. in other words, if the price is increased, lower quantities would be 
demanded and vice versa. 

the important concept of price elasticity of demand measures the responsiveness of 
demand to a change in price – some services are very responsive, whereas others may be 
less so. in making pricing decisions, it is very important to understand just how responsive 
demand is to price changes if revenue is to be maximized. 

the main factors affecting price elasticity of demand in relation to THE products are likely 
to be: 

z The availability of substitutes – the greater the degree of competition (and hence the 
availability of substitutes), the more elastic (responsive) demand is likely to be. For exam
ple, there are many festivals throughout europe, particularly in the summer months, and 
competition between them is strong, whereas the number of airlines operating on par
ticular routes is often very limited. 

z The time period – over a prolonged period, consumers’ demands are likely to be more 
elastic. For example, if the price of holidays from northern europe to spain increases 
relative to those to greece, in the short term, demand may not change very much (because 
arrangements and bookings have been made), but over a longer period, consumers are 
likely to switch demand to greece. in other words, the price elasticity of demand for 
greece is likely to increase over time. 

z Proportion of income – the higher the proportion of a consumer’s income a particular 
product takes up, the higher the price elasticity of demand is likely to be. For example, in 
purchasing a trivial item like a pencil, a consumer is likely to be less concerned about the 
price than with an expensive purchase such as an airline flight or attendance at a concert. 

z Luxury vs necessity – those seeking luxury are generally willing and able to pay for it and, 
consequently, the price elasticity of demand is likely to be lower for luxury products. 

z Business vs pleasure – business travelers are likely to be less price sensitive than leisure 
travelers because they value time and reliability and, consequently, price elasticity of 
demand is likely to be lower. 

Source: adapted from evans (2002) 

Pioneer companies (those that are first to the market with a particular product) are often forced, or 
sometimes willingly seek, to sell the product idea to an existing established product brand. The early 
promotion of a product idea by pioneer companies may also enable the idea to become more widely 
accepted as a product innovation for the market more generally and help competitors who enter the 
market later with me-too versions of the product idea. 
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Entering the market at an early stage is usually risky. Not only will the company be likely to incur a 
negative cash flow for a period but many products also fail at this stage. Against this risk is the pros-
pect of increasing market share in the new product area faster than the ‘me-toos’ and, consequently, 
achieving so-called first-mover advantage. 

First-mover advantage occurs when the first product becomes the established provider and estab-
lishes a barrier to entry for subsequent entries to the market. 

First-mover advantage: Dubai and Singapore as international travel hubs 

a first-mover advantage can be simply defined as a firm’s ability to be better off than its 
competitors as a result of being first to market in a new product category (suarez and lan
zolla, 2005). it is useful to distinguish between durable first-mover advantages that improve 
a firm’s market share or profitability over a long period and those that are short-lived. 
although no advantage lasts forever, firms that succeed in building durable first-mover 
advantages tend to dominate their product categories for many years, from a market’s 
infancy until well into its maturity. 

Coca-Cola in soft drinks and hoover in vacuum cleaners unmistakably demonstrate both the 
value and longevity of early success (suarez and lanzolla, 2005). those products that follow 
on behind trying to catch up and copy those with first-mover advantage are often described 
as me-too products. 

the growth of air transport networks and deregulation have allowed small places with rela
tively small populations like singapore and Dubai to become major international tourism 
destinations and transportation hubs. both singapore and Dubai have managed to divert 
a significant number of passengers who stop in either of those cities on long-haul routes 
between europe, asia, the southwest pacific, and africa (lohmann et al., 2009). Dubai has 
been found to be one of the world’s most efficient airports (Junior et al., 2021). 

in both cases, integrated and complex networks have been developed, and both have enjoyed 
success both as hubs and through their respective airlines: emirates and singapore airlines. 
hubs were transformed into destinations by the complementary interaction of attractions, trans
port and accommodation sectors. both used shopping ‘paradises’ to persuade visitors to stay. 

singapore and Dubai have both enjoyed first-mover advantages in terms of the model they 
have adopted, but other countries have similar geographical features that may gradually 
erode this. regional rivals Kuala lumpur (Malaysia) and bangkok (thailand) enjoy similar 
locational advantages and are now endeavoring to challenge singapore as the premier 
hub of the region (bowen, 2000). abu Dhabi (uae) and Doha (Qatar) and their respective 
airlines, etihad and Qatar airways, are growing and provide competition to emirates and 
Dubai (lohmann et al., 2009). 

Questions 

1. explain what is meant by first-mover advantage and a me-too strategy, citing examples of 
both you are familiar with from THE. 

2. Consider what advantages singapore and Dubai might have been able to exploit in devel
oping first-mover advantage. 

6 .7  SHORT  CASE  I LLUSTRAT ION 
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the growth stage 

During the growth stage, sales for the market as a whole increase and new competitors typically enter 
to challenge the pioneer for some of the market share. The competitors may develop new market 
segments in an attempt to avoid direct competition with the established pioneering market leader. 

The market becomes profitable, cash flow becomes positive and the funds generated can be used to 
offset the development and launch costs. This is an important time to win market share, because it 
is easier to win a disproportionate share of new customers than to get customers to switch brands 
later on. As new market segments emerge, key decisions will need to be made as to whether to fol-
low them or stay with the original. 

the maturity stage 

Maturity is reached when a high proportion of people who will eventually purchase a product have 
already purchased it once. It is likely to be the longest stage, but depending on the market, this could 
range from days or weeks to many decades or even centuries. It is important at this stage either to 
have achieved a high market share or to dominate a special niche in the market. It can be expensive 
and risky to achieve large market share changes at this time, so some companies prefer to concen-
trate their competitive efforts on retaining existing customers and competing very hard for the small 
number of new customers. In this phase, it is likely that large positive cash flows are being generated 
that can be reinvested in new products or in products at an earlier stage of their evolution. 

To maintain and protect their position in a mature market, companies have to be vigilant in detecting 
changes taking place. In response to changes, organizations have to be ready to modify or improve 
products and how customers perceive them and to undertake product repositioning. 

the decline stage 

It is part of PLC theory that all markets will eventually decline, and therefore companies have to be 
ready to move to new markets where decline is felt to be inevitable or to be ready with strategies 
to extend the life cycle if this is feasible. Appropriate extension strategies could include developing 
new uses for the product, finding new users and repositioning the product to gain a presence in the 
parts of the market that will remain after the rest of the market has gone. Even where markets have 
reached an advanced stage of decline, there may remain particular segments that can be profitable 
for organizations able to anticipate their existence and dominate them. 

Companies that succeed in declining markets usually adopt a ‘milking’ strategy wherein investment 
is kept to a minimum and take up any market share that may be left by competitors that have left 
the market because of the decline. There is a certain recognition that death will come eventually and 
thus any revenues that can be made in the interim are something of a bonus. 

6.9.3 The tourism area life cycle 

The idea of the PLC has been applied in a tourism destination context through the tourism area 
life cycle (TALC). The TALC model has become one of the most cited and frequently used models 
in the tourism literature, having been applied in various parts of the world and in various contexts 
(see, for example, Whitfield, 2009: conference management; Garay and Cànoves [2011]: Catalonia, 
Spain; Kozak and Martin [2012]: managing for profit; Liu et al. [2016]: China; Strom and Kerstein 
[2015] and Garcia-Ayllon [2016]: Spain). 

Borrowing from the classic business literature on life cycles of products, and with strong links to 
other spatial economic models, Butler (2009) argued that destinations can be viewed as products 
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and that their pattern of development closely mirrors the classic life cycle curve. According to TALC 
(see, for example, Butler, 1980, 2009; Ma and Hassink, 2013; Dodds, 2020), destinations go through 
a similar evolution to that of products but visitor numbers are substituted for product sales. Desti-
nations move from evolution (similar to introduction in the PLC), through involvement, develop-
ment and consolidation (similar to growth in the PLC) before reaching stagnation (similar to matu-
rity in the PLC). Like the PLC, decline will inevitably follow unless actions are taken which result in 
rejuvenation of the destination. 

The shape of the curve, the length of each stage and the length of the cycle itself are variable. 

For example: Cooper et al. (1998) pointed to ‘instant’ resorts such as Cancun in Mexico 
or time share developments that move almost immediately to growth. In contrast, well-
established resorts such as Scarborough on England’s east coast have taken 3 centuries to 
move from exploration to rejuvenation. 

6.9.4 Product life cycle critique 

The PLC (and its application to THE contexts in the form of the TALC) appears to be both widely 
understood and widely used (Greenley and Bayus, 1993). Fleisher and Bensoussan (2003) provided 
a useful overview of the concept and its application. Nevertheless, some important criticisms of the 
concept have been made, and it is important in using concepts of this type that they are not used 
uncritically and are combined with other corroborating evidence. 

The first criticism that has been leveled is that though it is easy to go back into history and demon-
strate all of the features of the concept, it is hard to forecast the future and, in particular, it is hard 
to forecast turning points. Not to try to do so at all, however, would be to avoid confronting hard 
strategic issues. 

Another criticism is that life cycles may sometimes not be inevitable as dictated by the market but 
created by the ineptitude of management. If management assumes that decline will come, they will 
take the decision to reduce investment and advertising in anticipation of the decline. Not surpris-
ingly, decline does come but sooner than it otherwise would have done had the investment not been 
withdrawn. 

Moutinho (2000) detailed several criticisms of the concept in a tourism context. For the TALC, 
decline relates to visitor numbers exceeding capacity levels at the destination, but Moutinho (2000) 
pointed out that capacity is a notoriously difficult concept to operationalize because it is possible to 
envisage different forms of capacity threshold. Physical, environmental and psychological capacity 
may vary, and it may be possible to ‘manage’ capacity. 

6.9.5 S-curve (technology life cycle analysis) 

In arguing for a different approach that incorporates the role of technology changes, Brown 
(1991:189) stated that ‘marketing literature abounds with “S” curves to depict processes which 
start slowly, then gradually gather pace until they move into fast growth, which continues until 
saturation is approached, when growth slows down and finally plateaus’, the most notable of which 
is the PLC. A major difficulty in implementation in reality is that the PLC rarely assumes a smooth, 
predictable curve. There are often discontinuities in the curve. Product markets rarely develop as a 
single homogeneous unit; rather, they develop as a series of segments (Brown, 1991) because of the 
impacts derived from the introduction of new technology. 

Business history contains many examples of the enormous impact the introduction of new tech-
nology and innovation can have, such as the rapid displacement of mechanical cash registers by 
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electronic cash registers during the 1970s. Several examples can be cited in relation to the THE sec-
tors, and Hjalager (2015) tried to classify 100 of these innovations. 

For example: The introduction of jet aircraft from the 1950s and the introduction of the 
Boeing 747 (‘jumbo’ jet) in the 1970s had transformational impacts on the airline industry. 
Similarly, the development of the internet from the 1990s has had enormous repercussions 
for all industries but perhaps none more so than for travel and event intermediaries such 
as travel agents and booking agencies. The widespread diffusion of the internet allows 
customers to deal directly with travel companies and event organizers rather than going 
through an intermediary, allowing so-called disintermediation to take place. The internet 
has also allowed customers to gain far greater ability to quickly compare prices. 

‘Disruptive innovation’ in hospitality: the rise of Airbnb 

airbnb is a private company, with its headquarters in san Francisco, California, that oper
ates an online accommodation marketplace that is accessible via its websites and mobile 
apps. Members can use the service to arrange or offer accommodation primarily in the 
form of ‘homestays’. the company does not own any of the real estate listings but acts as 
a broker receiving commission from every booking. the company, which markets itself as 
‘the Worldwide alternative to hotels’ (www.airbnb.com), has grown enormously since its 
founding in 2008 to present a serious challenge to traditional accommodation providers. 

this innovative approach to tourism accommodation developed by airbnb (and other simi
lar companies) can best be viewed through the lens of disruptive innovation theory (gutten
tag, 2015). the concept was popularized by Clayton Christensen in several works (see, for 
example, Christensen, 2006). the theory, according to guttentag (2015), outlines a process 
through which a ‘disruptive’ product transforms a market. a disruptive product will gener
ally offer a distinct set of benefits, typically focused around being cheaper, more convenient 
or simpler. Consequently, the disruptive product appeals to the low end of the market or 
creates a completely new market and, using mobile and internet communications technol
ogy, is capable of growing very quickly. however, as growth continues, the disruptive prod
ucts can enter the mainstream market and be copied by ‘me-too’ products, so maintaining 
momentum through growth can be challenging. 

examples of disruptive products in the recent history of THE products include low-cost 
airlines challenging established airlines, uber (and other ride-handling apps) challenging 
traditional taxi firms and internet intermediaries such as expedia and booking.com chal
lenging traditional travel agents. 

Questions 

1. explain what is meant by disruptive innovation with regards to THE products. 

2. Consider other examples of disruptive innovation in THE and assess what factors have 
helped them grow and the factors that may challenge growth in the future. 

6 .8  SHORT  CASE  I LLUSTRAT ION 

S-curve analysis integrates technological change into strategic planning. It accomplishes this by 
plotting the effort expended into a product or process technology and the resulting return, the ratio-
nale being that every technology has a natural limit to the benefits it can generate. At some point, 

https://www.airbnb.com


257 PRODUCTS AND MARKETS CONTEXT

          
         

 

 

      
       

   

  

 

Distribution 

Service 
Performance 
Improvement 

Online 

Brochure 
Distribution 

Research & Development Expenditure over Time 

Figure 6.4 strategic implications of online distribution vs brochure distribution for THE companies 

increasing research and development expenditure will result in a decreasing rate of productivity 
growth (Fleisher and Bensoussan, 2003). 

Figure 6.4 illustrates the possible effects of distribution of THE products through traditional bro-
chures and through online distribution. The figure indicates that online distribution has established 
itself as a more effective means of distribution, though brochure distribution remains important. 

The existence of more effective or efficient technologies frequently results in the existence of mul-
tiple S-curves, as shown in Figure 6.4. Rivals operating on S-curves above and to the left of the 
firm’s current S-curve will be competitively superior in that they may have lower costs, higher qual-
ity or increased differentiation. Because this superior performance can be achieved, the challenge for 
managers becomes not whether to make a move but when. Switching technologies can be expensive 
and often involves new skills and processes. 

Achieving this transition to a new technology is very difficult for most firms, and timing is of utmost 
importance. Making the transition too early, before the marketplace is ready to embrace the new 
technology, is a costly mistake. Leaving the transition too late risks falling behind competitors and 
may make it very difficult to catch up on the ground that has been lost. 

Introducing new technology: Boeing’s ‘Dreamliner’ 

replacing older, less fuel-efficient long-haul aircraft such as the boeing 747 with more mod
ern fuel-efficient aircraft such as the boeing 787 (Dreamliner) may move an airline forward 
technologically, and it provides a public relations opportunity for the airline and manufac
turer. the Dreamliner incorporated many innovative features and was the first airliner with 
an airframe constructed primarily of composite materials. however, it is also expensive and 
requires extensive training and development work. Furthermore, it is not without risks in 
terms of proving a new aircraft type. 

6 .9  TECHNOLOGY FOCUS  
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the technical difficulties (mainly with batteries) encountered by the Dreamliner after its 
launch illustrate the point. two Japanese carriers, all nippon airlines and Japan air lines, 
were early purchasers (in 2012) of the Dreamliners and began flying the fuel-efficient air
craft to cities such as boston and san Jose, California, that would not be profitable with 
larger planes. 

however, in early 2013, a 4-month global suspension of 787 services was ordered by regu
latory authorities after lithium-ion batteries overheated on two different planes, with one of 
them catching fire while the aircraft was parked. such episodes severely dented public con
fidence and led to severe operating difficulties for all of the early adopting airlines, which 
included ethiopian airlines, Qatar airways, air india and united airlines. 

Despite initial problems (outlined by Moll and harrigan [2018] and schmuck [2021]), the air
craft has proved to be successful, with over 1,300 orders for the innovative fuel-efficient air
liner. boeing’s technical lead has now been challenged by the latest aircraft, the a350XWb, 
built by airbus, which represents a direct competitor to the Dreamliner. the european chal
lenger to us-based boeing delivered the aircraft, built largely from composite materials, to 
its first customer (Qatar airways) at a ceremony in toulouse, France, in 2014. 

Questions 

1. explain the potential advantages and disadvantages of first-mover advantage in this case. 

2. Consider other successful or unsuccessful introductions of technology in THE and pro
vide a relevant example. 

6.10 New product development 
Changes in society, markets and economies have led to a shortening of life cycles, and this has 
intensified the need for most organizations to innovate in terms of the products that they offer. New 
products can provide the mechanism whereby further growth can take place. Increasing competi-
tion, often itself coming from new or modified products, means that innovation is frequently not an 
option but a necessity for many companies operating in all sectors. 

However, totally new products are in reality quite rare, though they may be labeled as ‘new’ for mar-
keting purposes. Many products promoted as ‘new’ have evolved from existing product offerings or 
are merely ‘new’ to a particular market segment, such as a particular geographical territory. 

Thus, ‘newness’ can vary from restyling or minor modification such as the introduction of restyled 
promotional brochures, revamped festival schedules or new aircraft liveries to producing products 
that are new to the world and that lead to new markets being created, such as the creation of a new 
genre of music and the events that stem from it. 

For example: Though blessed with beautiful scenery, superb beaches and a tropical 
climate, the Caribbean country of Haiti has in recent years attracted only the most intrepid 
of international tourists. Lack of infrastructure, political turmoil and earthquakes have all 
had their impacts. However, this is beginning to change and a new international market 
is being created as international tour operators such as Canada’s Transat begin to feature 
the destination, which is a value-for-money destination. A further boost to the country’s 
international tourism aspirations was provided in 2014 when the US Department of 
Defense announced the removal of the country from its list of ‘danger zones’. 



259 PRODUCTS AND MARKETS CONTEXT

 

  

   

The higher the degree of newness, the more likely it is that major gains in sales and profits will 
be made; at the same time, however, the risks of incurring high costs and market failure are also 
increased. A single new product failure, if big enough, could lead to the financial failure of an orga-
nization. It is generally accepted that a very large proportion of new products fail, although precise 
quantification is impossible because many new products may be kept on the market despite not 
meeting their original objectives. 

Organizations are faced with a dilemma in the management of new product development: it is essen-
tial for further success but is also fraught with risks. The successful management of this dilemma 
requires a large number of new product ideas, most of which will never reach the market because 
they have been screened out by an appropriate screening process. 

6.10.1 New product idea generation 

Ideas for new products can come from many sources. The greater the range of sources used, the 
more likely it is that a wide range and large number of new ideas will be produced (Sowrey, 1990). 

ideas from customers 

For most organizations, the most important source of new ideas will be their customers. Terwiesch 
and Ulrich (2009), for example, noted that across industries, about a quarter of innovation opportu-
nities tend to come from interactions with customers and new customer requirements. 

Obtaining ideas from customers is a good way to ensure that ideas lead to products that are a result 
of ‘market pull’. This means that there will be a market for the products that result because they are 
specifically requested by the customers. Surveys and focus groups can help to produce ideas. The 
more straightforward approaches may provide ideas for improvements, but more subtle approaches 
may reveal new needs. 

Von Hippel (1978) showed that a very successful approach for new ideas in industrial markets was 
to work with lead customers (respected, technically advanced buyers) to overcome their particular 
problems and then sell the resulting new products to other customers. Sometimes the products 
may require modification at some cost. The modified products that ensue then have unique value 
for these customers, who are then willing to pay for the enhanced product features provided. Thus, 
the product enjoys the benefits of price inelasticity of demand. 

Poetz and Schreier (2012) considered the notion of outsourcing idea generation to the users of 
potential products (crowdsourcing). The authors compared the ideas generated by a firm’s profession-
als with those generated by users. They found that users’ ideas were more frequently among the 
very best in terms of novelty and customer benefit. 

other sources of ideas 

It is impossible to construct a comprehensive list of sources of new product ideas, but the following 
have proved useful in the past: 

z Intermediaries such as advertising agencies, legal firms and property agents (who sometimes 
have their ‘finger on the pulse’ of market requirements) 

z Consultants (who may carry out market research on a company’s behalf) 
z Universities and other academic institutions 
z Competitors (where an organization copies a competitive product) 
z Suppliers (who may have devised a way of using technology) 
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z Employees, sometimes through ‘employee idea’ schemes 
z Distributors and agents for the product 

6.10.2 New product screening 

Once ideas for new products have been generated, a company must then sift through them to 
develop only those with genuine potential – a process known as screening. The screening process 
attempts to avoid two potential types of errors: 

z GO errors, where products are developed that ultimately fail or do not meet objectives 
z DROP errors, where ideas are abandoned that would ultimately have succeeded 

GO errors are recognizable, at least by the organization that makes them, but most DROP errors 
are unrecognized because the project has been scrapped (unless, of course, a competitor makes a 
success of an idea that has been abandoned). 

In practice, the screening process is normally a multistage process, with at least some kind of review 
at several points in the process. Because risks may be high and organizational politics may play a 
part, it is usually recommended that in at least one of the stages a formal process is undertaken in 
which the idea is evaluated against predetermined objective criteria. 

6.10.3 New product development 

The stages in development will vary according to the nature of the product and the work required 
to develop a new version, but it is important to include stages of the screening process before 
activities that involve the commitment of large amounts of finance and human and marketing 
resources, and it would not make sense to spend large amounts in developing a new product 
without producing evidence that there would be some demand for it. Stages in the process are 
typically as follows: 

z Initial appraisal 
z Detailed business analysis and investment appraisal 
z Technical development 
z Market testing 
z Launch 

A traditional view of the development process is that one stage should precede another. With 
increasing competition, reducing time to market has become very important in many industries. To 
reduce the time to market, some of the activities may occur simultaneously, sometimes known as 
parallel processing. This puts a premium on good communications between functions such as opera-
tions, finance and marketing. 

To avoid the delays and complications that might be involved in handing a project from one function 
in the organization to another, multidisciplinary teams known as venture teams may be created, and 
in some circumstances the team may be given the new product to manage when it is on the market. 
If such a team is created, it is likely that more senior management will make the GO or DROP deci-
sions to avoid the risk of bias of an enthusiastic but optimistic team taking over. 

In some areas of THE, such as the development of new hotels, resort development, buying cruise 
liners or new aircraft and the creation of visitor attractions, new product development requires 
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•Preliminary concept 

•Rough costings 

•Market feasibility study 

• Identify location and site 

•Revise costings 

•Visitor number and spending projections 

•Financial evaluation 

• Identify sources of finance 

•Detailed design and planning including phasing 

Figure 6.5 a feasibility study process for a visitor attraction 

Source: adapted from swarbrooke and page (2012) 

significant capital investment. Consequently, it is common to carry out a feasibility study prior to 
decide whether to proceed to testing the viability of the proposed project. 

For example: Swarbrooke and Page (2012) identified a nine-stage feasibility study 
process when assessing the viability of a visitor attraction. The stages are summarized in 
Figure 6.5. 

Key points of the study include: 

z Assessing the penetration factor; that is, predictions of the proportion of people in each market 
segment who may visit the attraction 

z Analysis of where the visitors will come from, when they will come and how much they are likely 
to spend 

z Analysis of capital costs, estimated likely income and estimation of the breakeven level of visitors 

	z explain why segmenting the market is so important for THE managers and outline the 
main ways in which it can be carried out. 

	z explain and illustrate Kotler’s five levels of product benefit using relevant THE examples. 

	z explain what criteria might be used in selecting potential target segments. 

	z explain the major differences between b2b and b2C marketing using relevant THE 
examples to illustrate your answer. 

TH INK POINTS  
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6.11 The product portfolio 
All companies need to decide on an optimum number of different products to offer consumers: 

For example: Should a tour operator offer only inclusive air tours to Greece, or should 
packages also be developed for Cyprus and Turkey? Should the travel agent specialize in 
high-value cruise and long-haul specialized products or products that will have more of a 
mass market appeal? 

The organization must not only consider the present situation, however, because consumer tastes 
change, tourist destinations go out of favor as new resorts are developed and competing events and 
festivals are continually being developed. The organization must therefore also consider the future 
situation, specifically: 

z Which new products could be launched onto the market 
z When should they be launched? 

The answers to these questions will depend on factors such as: 

z The resources available to the business 
z The market segments to be targeted 
z The needs of the consumers 

Controlling the company’s range of products, the so-called product portfolio, and phasing in new 
products as established products decline is an important function of a strategic manager (as distinct 
from the marketing manager), who has also to take decisions concerning the features that will be 
included in each product. Such strategic decisions have led to the development of a number of con-
cepts and models, some of which are discussed in the following sections and were summarized by, 
for example, Brownlie (1985), Morrison and Wensley (1991), Fleisher and Bensoussan (2003) and 
Madsen (2017). 

Since its inception as an academic field, planning for the portfolio of products to be offered 
(so-called product portfolio theory) has been a central theme in strategic management. The theme 
has attracted much attention from academics, consultants and practitioners. 

The notion of a portfolio exists in many areas of life, not just for products. Underpinning the con-
cept is the need for a business to spread its opportunity and risk. A broad portfolio signifies that 
a business has a presence in a wide range of product and market sectors. Conversely, a narrow 
portfolio implies that the organization only operates in few or even a sole product or market sector. 

A broad portfolio offers the advantage of robustness in that a downturn in one market will not 
threaten the whole company. Against this advantage is the problem of managing business interests 
that may be very different in nature – the company may be said to lack strategic focus. Organiza-
tions operating with a very narrow portfolio (i.e., just one segment) can often concentrate whole-
heartedly on its segment, but it can become vulnerable if there is a downturn of demand in the one 
sector it serves. 

6.11.1 The Boston Consulting Group matrix 

Originally developed in the early 1970s for a leading management consulting company, the Boston 
Consulting Group (BCG) matrix offers a way of examining and making sense of a company’s port-
folio of product and market interests (see Fleisher and Bensoussan, 2003). As with other models 
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and matrices used in strategic analysis (of which there are many), the BCG matrix is a simplifying 
tool, and though it is long-standing, it is still widely used, cited and applied. 

The model works on two parameters: 

z Relative market share – as an indicator of the strength of the competitive position 
z Growth – as an indicator of the potential and attractiveness of the market 

A key point of the matrix is that market share and market growth provide approximations of the 
company’s ability to generate cash. Generating cash, which is normally referred to as cash flow, 
is important because it represents the most important determinant of a company’s ability to 
develop its product portfolio. Cash generated by successful products can be utilized in develop-
ing new products. 

Also implicit in the use of the matrix are the benefits to be gained from the so-called experience 
effect (Henderson, 2012). It is well recognized that companies (as with people) carry out their activ-
ities more efficiently with greater experience. Lessons are learned and adjustments to processes and 
systems are made. The experience effect is linked to market share through a virtuous cycle (Hooley 
et al., 2020), as shown in Figure 6.6. 

The virtuous cycle demonstrates the impact of the experience effect in that: 

z A company with high market share gains more experience than its competitors.  
z The experience results in lower costs.  
z The lower costs mean that, at a given price, the company with the highest market share has the  

highest profits. 

High market 
share & 
greater 

experience 

Lower costs 

Higher 
profits 

Figure 6.6 the experience effect 
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z The company with the highest profits or contributions from sales has more to spend on research 
and development or marketing, which allows it to maintain its high market share. 

For example: Applying this cycle to a tour operator in its dealings with hoteliers: 

A high market share enables the tour operator to have greater experience of dealing with 
hoteliers than its competitors. 

The experience represented by the large market share allows the tour operator to reassure 
the hoteliers that large volumes will be sold so that high occupancy rates can be achieved. 

As a consequence of the high volumes, lower room rates will be paid by the tour operator 
(than by its competitors) to the hotelier. 

The lower costs enable the tour operator with the highest market share to achieve the 
highest profits. 

The tour operator with the highest profits has more to spend on research and development 
or on marketing, which allows it to maintain its high market share. 

A large empirical study, the Profit Impact of Market Strategy (PIMS), provides further justification 
for the BCG approach. Perhaps the most important finding from the PIMS study is that there is a 
strong correlation between a high market share and the level of profitability (Buzzell, 2004). Thus, a 
high market share is not an end in itself but something that is desirable because it leads (on average) 
to higher returns being achieved. 

The BCG matrix is used to analyze the product range with a view to aiding decisions on how the 
products should be treated in an internal strategic analysis. Figure 6.7 shows the essential features 
of the BCG matrix. 

Relative Market Share 

 HIGH LOW 

HIGH 

Stars Question Marks 

Rate of 
Market 
Growth 

LOW 
DogsCash Cows 

Cash support for 
product developments 

Figure 6.7 the boston Consulting group matrix 
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6.11.2 Utilizing the BCG matrix 

Depending on their performance in respect of the two parameters (relative market share and 
growth), products are placed in one of four categories, normally (and somewhat creatively) 
labeled as: 

z Cash cows 
z Dogs 
z Stars 
z Question marks 

We will consider each of these categories in turn. 

cash cows 

A product with a high market share in a low growth market is termed a cash cow. Such a product is 
normally both profitable and a generator of cash. Profits from this product can be used to support 
other products that are in their development phase. Standard strategy would be to manage conser-
vatively but to defend strongly against competitors. Such a product is called a cash cow because 
profits from the product can be milked on an ongoing basis. 

These are products associated with high positive cash flows. Consequently, these products can be used to 
support stars and selected question marks (as indicated by the arrows in Figure 6.7). 

dogs 

A product that has a low market share in a low growth market is termed a dog. It is typically not very 
profitable or possibly loss-making. To cultivate the product to increase its market share would incur 
cost and risk, not least because the market it is in has a low rate of growth. Accordingly, once a dog 
has been identified as part of a portfolio, it is often discontinued or disposed of. 

More creatively, opportunities might be found to differentiate the dog and obtain a strong position 
for it in a niche market. A small-share product can be used to price aggressively against a very large 
competitor because it is expensive for the large competitor to follow suit. 

Dogs are products associated with modest positive or negative cash flow. 

stars 

A product with a high market share of a rapidly growing market, and therefore with rapidly grow-
ing sales, is termed a star. These products may be the sales manager’s dream but they could be the 
accountant’s nightmare, because they are likely to absorb large amounts of cash even if they are 
highly profitable. It is often necessary to spend heavily on advertising and product improvements so 
that when the market slows, these products become cash cows. If market share is lost, the product 
will eventually become a dog when the market stops growing. 

These are products associated with modest positive or negative cash flow. 

Question marks 

A product with a low market share of a rapidly growing market is termed a question mark. Ques-
tion marks are aptly named because they create a dilemma: they may or may not go on to become 
successful products as stars and cash cows. Alternatively, though they already have a foothold in a 
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Table 6.7 using the bCg matrix in strategic planning 

business category Market share thrust business  investment net cash flow 
profitability required 

stars hold/increase high high around zero or 
slightly negative 

Cash cows hold high low highly positive 

Question marks a increase none or negative very high highly negative 

Question marks b harvest/divest low or negative Divest positive 

Dogs harvest/divest low or negative Divest positive 

Source: adapted from hax and Majluf (1983) 

growing market, if market share cannot be improved, they will become dogs. Resources need to be 
devoted to winning market share, which requires intrepidness for a product that may not yet have 
high sales, or the product may be sold to an organization in a better position to exploit the market. 
These products will be high users of cash when trying to establish them in a growth market. 

These are products associated with large negative cash flow. 

In summary portfolio management is concerned with balancing products and hence cash flow, 
so that one category of products supports the development of other categories and risks can 
thereby be diminished. Specifically, companies should be looking to develop question mark prod-
ucts into stars and stars into cash cows (moving products in an anti-clockwise direction around 
the matrix). Dogs should be assessed carefully and disposed of unless a viable future position can 
be envisaged. 

Table 6.7 summarizes the strategic implications of using the BCG matrix. 

Using the terminology that is usually applied to the matrix, portfolio management is concerned 
with: 

z Milking surplus cash generated by cash cows 
z Using the cash generated in maintaining stars and investing in selected question marks 
z Withdrawal from dogs (if profitable niche positions cannot be established) or harvesting them if 

profitable niches can be established 

6.11.3 Limitations of the BCG matrix 

Accurate measurement and careful definition of the market are essential to avoid misdiagnosis when 
using the matrix. Critics (perhaps unfairly) point out that there are many relevant aspects relating 
to products that are not taken into account, but BCG never claimed that the process was a panacea 
and covered all aspects of strategy (Morrison and Wensley, 1991). 

Above all, the matrix helps to identify which products to push or drop and when. It helps in the 
recognition of windows of opportunity and provides strong evidence against simple rules of thumb 
for allocating resources to products. However, the information needed to apply the matrix might 
be difficult and time-consuming to obtain and update, and some THE managers might feel that the 
effort is not worthwhile. 
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6.11.4 Composite portfolio models 

The limitations of the BCG matrix have given rise to a number of other models that are beyond the 
scope of this text. A leading example is the General Electric-McKinsey (GE-McKinsey) matrix (see 
Fleisher and Bensoussan, 2003). The BCG matrix is intended for products but may be used for SBUs 
(which we encountered in Chapter 1) that are fairly homogenous, whereas the GE-McKinsey matrix 
is mainly applied to SBUs such as the subsidiaries of a holding company. 

The model rates market attractiveness as high, medium or low and competitive strength as strong, 
medium or weak. SBUs are placed in the appropriate category, and although there is no automatic 
strategic prescription, the position is used to help devise an appropriate strategy. 

Market attractiveness criteria will be set by the user and could include factors such as market 
growth, profitability, strength of competition, entry/exit barriers, legal regulation, etc. Competitive 
strength could include factors such as technological capability, brand, image, distribution channel 
links, operational capability and financial strength. The flexibility to include as many variables as 
required is useful but could lead to a lack of objectivity. Most users of the model recommend that 
the variables be given a weighting to establish their relative importance, which will in turn reduce 
the potential for bias. In practice, managers are aware that the tool is likely to be used as a basis 
for resource allocation and, consequently, they may attempt to influence the analysis in the favor of 
their own product or SBU. 

The analysis gives rise to a 3 × 3 matrix as shown in Figure 6.8.

Figure 6.8 the ge-McKinsey matrix
 

Source: adapted from Fleisher and bensoussan (2003: Ch.5)
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Each of the cell positions has associated strategic implications: 

z Cell A – The company would invest strongly in these products or SBUs because it offers an 
attractive strategic position where distinctive capabilities providing competitive strength can be 
harnessed in an attractive market. 

z Cell B – The company could be aggressive and attempt to build strength to challenge competitors, 
or it could build selectively. 

z Cell C – There is a real dilemma in that there is the difficulty of competing well against stronger 
competitors. The most plausible options would be to divest because the opportunity might be 
attractive to others or to specialize around selected niches where some strength could be built. 

z Cell D – Indicates limited investment but only aimed at maintenance of competitive ability 
z Cells E and F – Indicates risk minimization and prudently selecting choices for investment and 

expansion rather than investing in all possibilities 
z Cells G and H – Indicates management of a mature or declining market to maximize earnings 

through highly limited investment 
z Cell I – Could require divestment or minimizing investment to maintain the product or SBU as 

a going concern 

Extreme care is required in the judgments that place products or SBUs into any one category, and 
the model does not directly take account of synergies between different products or SBUs. However, 
importantly, the model does represent a means of relating competences (of the organization) to the 
external environment. Consequently, the model can be viewed as taking SWOT analysis, covered in 
Chapter 9, a stage further. 

	z Distinguish between price skimming and penetration strategies. 

	z explain what is meant by a product portfolio. 

	z explain the importance of cash flow to an understanding of the bCg matrix. 

	z explain the major benefits and potential difficulties of using the bCg and ge-McKinsey 
matrices. 

TH INK POINTS  

Small business focus 
Many of the marketing and product aspects considered in this chapter can be applied to small THE 
businesses similar to how they can be applied to larger businesses. In many cases, though, the con-
cepts were developed primarily for large-scale businesses often with a number of products or SBUs, 
and many of the textbook examples used also relate to such organizations. Studies have shown that 
marketing in an SME context frequently works in different ways. Marketing SMEs is often character-
ized by: 

z A focus on sales and promotion 
z A lack of formal marketing plans 
z The importance of the owner/entrepreneur in making marketing decisions 
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z The importance of personal contacts with customers and potential customers 
z The role of innovation and flexibility in continually adapting products to meet customer requirements 

The marketing function (if it exists) in many SMEs relates primarily to sales and promotions only, 
a perception that has grown from the ability of SMEs to obtain sales without planning their mar-
keting activities (Carson, 1990; Stokes, 2000). There is frequently a lack of formal structure and 
conventional marketing concepts, which can be misinterpreted as not recognizing the importance of 
marketing (O’Dwyer et al., 2009). 

However, as O’Dwyer et al. (2009) pointed out, much of the literature on SME marketing iden-
tifies the presence of a form of marketing that is unique to small firms (Carson, 1993; Stokes, 
2000), because the role of entrepreneurs and innovation is of central importance and thus SMEs 
frequently adapt general marketing concepts, practices and theories to suit their own purposes 
(Carson, 1993), while maintaining a process focus and concentrating on incremental innovations 
(Miles and Darroch, 2006). 

Central to SME marketing is the continual development of the experiential knowledge of the entre-
preneurs gained by doing business (Grant et al., 2001). Thus, to a certain extent, the marketing 
characteristics of an SME are often derived from the experiential knowledge of the owner/manager 
and the firm’s characteristics, such as a distinctive managerial style, independence, ownership, hav-
ing limited resources and the scale and scope of operations (Carson and McCartan-Quinn, 1995). 

These characteristics combine to form an inherently innate method of doing business for SME 
owner/managers, which enables them to focus on achieving competitive advantage through added 
value marketing initiatives. Traditionally, some marketing approaches have concentrated on the 
marketing mix: the traditional marketing paradigm of the 4 Ps (product, price, place and promo-
tion) or the 7 Ps adopted by service marketing (product, price, place, promotion, people, process and 
physical evidence). However, Stokes (2000) argued that the entrepreneurs who are central to SME 
decision making stress the importance of promotion and word of mouth. Such entrepreneurs often 
identify one of the unique selling points of their business as the nature of their personal contact 
with customers and stress that their focus is on the four Is of information, identification, innovation 
and interaction (Stokes, 2000). 

Palmer (2014) produced an overview of the potential marketing advantages that small businesses 
might experience that enable them to exploit being small and to achieve competitive advantages. To 
Palmer (2014), the competitive advantages may lie in three areas: 

z Small businesses often exhibit greater adaptability than larger companies. Larger companies tend 
to be burdened by slower decision-making processes and become more risk averse as they grow. 

z In many THE service environments, there are comparatively small economies of scale available, 
which allows larger organizations to become more efficient and dominate the market. Despite the 
inexorable rise of technology and the growth of international brands, this may explain why there 
are still many independent travel intermediaries, event management companies, tour operators 
and accommodation providers. 

z Small businesses, often driven by an entrepreneurial owner/manager, tend to be good innovators. 
The internet opened up many opportunities for entrepreneurs to establish new business formats. 
The travel agency presents an example, because it was largely smaller businesses that were the 
first to innovate with web-based sales facilities, whereas the larger chains were slower to adapt 
and set up their own internet facilities (Palmer, 2014). This was partly perhaps because setting 
up web-based activities presented a potential threat to other parts of their businesses such as the 
capital that had been invested in setting up physical travel agency branches. 
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Many larger businesses are primarily concerned with developing their brand and its values. 
In smaller businesses, the emphasis may switch to developing a personal reputation, expressed 
through consistency and providing particular levels of service. The growth of boutique hotels (with 
under 50 rooms and having individualized design and service) illustrates this point. The growth of 
such hotels may be viewed as appealing to segments of buyers seeking the experience of surprise, as 
opposed to more monotonous standardized, branded chains (Palmer, 2014). 

Smaller businesses have to seek ways of maximizing their limited budgets. A leading small business 
text (Scarborough and Cornwall, 2018), for example, advocated the use of so-called bootstrap mar-
keting strategy (sometimes termed guerrilla marketing). Such marketing strategies are characterized 
as being unconventional, being low cost and utilizing creative techniques to maximize the ‘bang 
from marketing bucks’. Though bootstrap marketing is certainly not limited to the internet, it has 
undoubtedly provided SMEs with a wide range of opportunities to reach their potential customers 
and to compete effectively with larger competitors. 

For example: Emails can be a very blunt instrument, but a company can send out hundreds 
or thousands of emails at low cost and wait for the responses. However, hiring a tracking 
company (or purchasing relevant software) to follow up on who opened the emails, what 
links were clicked on and more allows SMEs to more closely target their marketing efforts. 
Similarly, Facebook, Twitter and Instagram (and other social media sites) provide many 
additional bootstrap marketing opportunities. For instance, Facebook allows companies 
to target social network groups that match the company’s identified target demographics. 
Additionally, Facebook allows marketing messages to be spread when someone opts to 
become your ‘friend’. 

In many cases in THE, smaller businesses can successfully compete by forming alliances, partner-
ships and consortia (of various types), which allow marketing resources to be pooled so that they 
are leveraged and used more effectively. 

For example: Independent hotels are often able to compete and prosper by not using their 
own brand but by linking it to the brand of marketing consortia (such as Best Western, 
Small Luxury Hotels of the World and Consort Hotels). Accommodation providers and 
other SMEs may also be able to leverage additional marketing benefits in particular 
geographical areas by effectively utilizing networking and clustering opportunities to 
group together for collective advantage (Novelli et al., 2006). 

CHAPTER SUMMARY 

The chapter dealt with issues concerned with defining and analyzing markets for THE managers. It 
explained how splitting markets up into segments could be used as a competitive tool and inves-
tigated different ways in which market segments might be chosen. The concept of the augmented 
product was considered as a tool to examine how features and benefits might be produced to pro-
vide a competitive edge. 

The product life cycle showed how a number of strategic issues might be anticipated at different 
stages, and the management of the product portfolio dealt with the management of a whole product 
range or different SBUs. Aspects of product innovation were viewed by examining the processes of 
new idea generation and new product screening. 

Finally, the chapter considered the concept of a portfolio of products at different stages of devel-
opment. Two models, namely, the BCG and GE-McKinsey matrices, were outlined. These provide 
means by which the portfolio of products might be analyzed and provide a potential basis for the 
allocation of resources. 
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External analysis and SWOT 
External analysis and SWOT overview 

The analysis of the internal environment (which provides the analytical underpinning for the 
‘strengths’ and ‘weaknesses’ of the SWOT) was considered in Part 2 of this book. 

Part 3 of the book turns to the analysis of the external environment facing THE organizations. The 
analysis in the subsequent chapters provides a rigorous underpinning for the ‘opportunities’ and 
‘threats’ components of the SWOT. In some ways this form of analysis can be viewed as being more 
complicated than internal analysis because by definition it includes everything that is happening 
outside THE organizations’ control. Because such analysis potentially covers a vast array of factors, 
the problems lie in deciding the relevant factors to include and in categorizing them in a useful and 
meaningful way. 

Thus, Chapters 7 and 8 are concerned with developing concepts and frameworks that help organize 
material appropriately and help in understanding what is occurring outside the organization con-
cerned. Chapter 9 brings together the outcomes of the internal analysis (covered in Chapters 3, 4, 5 
and 6) and the external analysis (Chapters 7 and 8) in the form of a SWOT. 

Study progress 

part 1 

strategy 
and the 
tourism, 
hospitality 
and events 
contexts 

part 2 

analyzing 
the internal 
environ
ment 

part 3 

analyzing the external environment and 
sWot 

part 4 

strategic 
options 

part 5 

strategy in 
action 

Chapters 1 
and 2 

Chapters 3, 
4, 5 and 6 

Chapter 7 

The macro 
context 

Chapter 8 

The com
petitive 
context 

Chapter 9 

SWOT 
analysis 

Chapters 
10, 11, 12 
and 13 

Chapters 
14, 15, 16 
and 17 

Levels of external analysis 

We can view external analysis on two levels: 

z Firstly, the macro environment (sometimes called the far, broad or general environment) contains a 
number of factors that affect not only an organization itself but also all others in the industry. 
Most strategy textbooks use the STEP (or PEST) approach. In this book, in recognition of the key 
influence of environmental influences (in terms of the built and natural environments) in THE 
contexts, the STEP framework is widened to STEEP. 

STEEP – The sociodemographic, technological, economic, environmental and political fac-
tors are certainly beyond an individual organization’s control, although in some cases an 
organization may be able to exert some influence over some of the factors. Consequently, 
strategic management rests on an organization’s ability to cope with any changes in the 
macro environment through the successful formulation and implementation of appropriate 
strategies. The macro environment is considered in Chapter 7. 
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z Secondly the competitive (or sometimes termed micro, near or industry) environment is the sphere 
in which the organization interacts most often – usually on a day-to-day basis. Any changes in the 
competitive environment can affect a THE organization very quickly and sometimes dramatically. 
In most organizations, the competitive environment comprises influences from its industry and 
markets. In Chapter 8, two models are discussed for making sense of these important strategic 
influences – Porter’s five force model and the resource or core competence–based model. 

SWOT analysis 

Chapter 9 provides the culmination of the analytical phase by bringing together and summariz-
ing the results of the internal and external analyses in the form of a SWOT. The SWOT provides a 
position statement of where the organization is at the present time. Having understood the present 
position of the THE organization, the SWOT provides a firm platform for going on to consider the 
future in terms of the strategic options to be pursued. 

Part 4 will go on to consider the formulation, evaluation and selection of strategic options, which 
are derived in a logical and robust way from the analysis carried out. 



Chapter 7
The external environment 
for tourism, hospitality 
and event organizations – 
the macro context

Introduction and chapter overview
THE entities – whether hotels, tour operators, travel agencies, event managers, etc. – function as 
open systems in that they interact with, respond to and are affected by their external environ-
ment (Jogaratnam and Law, 2006; Adema and Roehl, 2010). Thus, having an understanding of the 
external environment is of critical importance to most managers. Gaining such understanding is 
sometimes termed environmental scanning or horizon scanning, but here we will refer to it as macro-
environmental analysis (see, for example, Bensoussan and Fleisher, 2013).

The most widely used technique for analyzing the macro environment is to divide the macro envi-
ronment into its constituent parts, and here we use the terminology of STEEP analysis. STEEP 
analysis divides the factors in the macro environment into five categories:

z Sociodemographic
z Technological
z Economic
z Environmental
z Political

It is worth noting that in some texts the acronym STEP is used, with environmental factors omit-
ted. In many other texts the STEP acronym is turned around and presented as PEST or sometimes 
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PESTEL. However, the framework for analysis is essentially the same. It is this popular framework 
that is explained and explored in this chapter. 

LEARNING OBJECTIVES 

After studying this chapter, students should be able to: 

z Explain what is meant by the macro environment 
z Explain Ginter and Duncan’s mechanisms of carrying out macro-environmental analysis 
z Describe the components of each of the five STEEP factors and be able to apply them to relevant 

THE contexts 
z Explain how the STEEP factors are interlinked and interrelated in THE contexts 

7.1 The macro environment 
The macro environment refers to the broad environment outside an organization’s industry and 
markets. 

The macro environment is sometimes referred to as the far or remote environment because it tends 
to exert forces from outside the organization’s sphere of influence and the forces are usually beyond 
the organization’s control. The forces identified in the macro environment can, however, have sig-
nificant impact on the industry environment in which the organization operates. 

Changes in the macro environment can be of immense importance to an organization in that 
(amongst other important aspects) they can: 

z Bring about the birth or death of an entire industry 
z Make markets expand or contract 
z Determine the level of competitiveness within an industry 

It is therefore essential that THE managers be alert to actual and potential changes in the macro 
environment and that they seek to anticipate the potential impacts on their industry and markets. 

Ginter and Duncan (1990) identified the potential benefits of macro-environmental analysis as: 

z Increasing managerial awareness of environmental changes 
z Increasing understanding of the context in which industries and markets function 
z Increasing understanding of multinational settings 
z Improving resource allocation decisions 
z Facilitating risk management 
z Focusing attention on the primary factors on strategic change 
z Acting as an early warning system, providing time to anticipate opportunities and threats and 

devise appropriate responses 

In many ways, analysis of the macro environment is more difficult than internal analysis because it 
involves everything that occurs outside the organization. 
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The problems when dealing with such a vast amount of information are: 

z Assessing what should be included 
z Assessing what should be left out 
z Determining how the information should be organized in a rational and meaningful way 

There are no simple rules governing the contents and presentation of macro-environmental analy-
sis, as Richard Lynch makes clear in the quotation below. 

DEF IN IT ION/QUOTAT ION 

Macro-environmental analysis 

There are no simple rules governing an analysis of the organization. Each analysis [of 
the macro environment] needs to be guided by what is relevant for that particular 
organization. 

(lynch, 2018:79) 

thus, though analytical frameworks can be suggested for sorting and organizing per
tinent information, the key issues are likely to be highly specific to each organization’s 
circumstances. 

7.1.1 Conducting macro-environmental analysis 

For Ginter and Duncan (1990), macro-environmental analysis involves: 

z Scanning macro environments for warning signs and possible environmental changes that will 
affect the organization 

z Monitoring environments for specific trends and patterns 
z Forecasting future directions of environmental changes 
z Assessing current and future trends in terms of the effects such changes would have on the 

organization 

The main features of STEEP analysis incorporating Ginter and Duncan’s framework are summarized 
in Figure 7.1. 

7.1.2 Limitations of macro-environmental analysis 

We should be careful to note that macro-environmental analysis has its limitations and pitfalls. 

At its root, the macro environment can be extremely complex, and at any one time there may be con-
flicting and contradictory changes taking place. The pace of change in many macro-environmental 
situations is increasing and becoming more turbulent and unpredictable, as discussed by, for exam-
ple, Chakravarthy (1997), Mason (2007), Vecchiato (2015), Benítez-Aurioles (2019), Senbeto and 
Hon (2020) and Schoemaker and Day (2021). Not surprisingly, in recent times, a large number of 
authors (including a number focusing on THE) have pointed to the high degree of turbulence and 
uncertainty caused by the worldwide Covid-19 pandemic (see, for example, Giousmpasoglou et al., 
2021; Herédia-Colaço and Rodrigues, 2021; Scheiwiller and Zizka, 2021). 
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Figure 7.1 the main features of steep analysis 

This degree of uncertainty has, to some extent, cast some doubt over the value of carrying out a 
macro-environmental analysis at all. By the time an organization has come to terms with one major 
change in the macro environment, another change often occurs that requires even more attention 
and action. 

Accordingly, those managers that are concerned with strategic analysis must: 

z Be aware of the limitations and inaccuracies of macro-environmental analysis 
z Carry out the analysis or update it continuously (because it changes so frequently) 
z Constantly seek to improve sources of information and techniques for its analysis 
z Use the information as one source of organizational learning 
z Use the information to inform future strategy 

Notwithstanding these points, macro-environmental analysis is a valuable mechanism for increas-
ing the strategic awareness of managers. 

KEY  CONCEPT  

Competitive and macro environments 

the most commonly used frameworks for analyzing the external business environment dis
tinguish between two levels or strata of environmental influence. 

z The competitive (micro or near) environment (considered in Chapter 8) is that which 
immediately surrounds a business, the parts the business interacts with frequently and 
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over which it may have some influence. For most purposes, we can identify competi
tors, suppliers and customers as comprising the main constituents of this layer of the 
environment. 

z	The macro (far or general) environment comprises those factors that can affect the whole 
industry in which a business operates. the macro environment comprises influence aris
ing from political, economic, sociodemographic and technological factors. the nature of 
these factors normally means that individual businesses are unable to influence them – 
strategies must usually be formulated to cope with changes in the macro environment. 

7.2 ‘STEEP’ analysis 
The complexity of the macro environment makes it necessary to divide the forces at work into the 
five broad categories we have already encountered (see Figure 7.1). It is important to remember that 
the five categories are interrelated and constantly interact with each other. 

In the process of STEEP analysis (sometimes called STEP, PEST or PESTEL analysis), it is therefore 
important to explore and understand the relationships between the forces at work. It is equally 
important to identify the relative importance of the factors at work for the organization, its industry 
and its markets. Finally, because of the uncertainty of the effects of macro-environmental change 
on the competitive environment, it is essential that a range of possible outcomes of the changes be 
identified and considered. 

In carrying out a STEEP analysis, it should be pointed out that some of the factors may be generic 
in that they affect all industrial sectors, whereas others are specific to THE or a particular sector. 
It should also be noted that the factors are somewhat subjective (i.e., open to opinion) and are 
dynamic in that they are likely to change over time. Rate et al. (2018b) provided a review of some 
of the major environmental factors in THE using an extended framework, which they termed SCEP-
TICAL analysis. The acronym stands for Social, Cultural, Economic, Physical, Technical, Interna-
tional, Communications and Infrastructure, Administrative and Institutional and Legal and Political 
factors. 

Some texts use the STEP or PEST acronym, thereby omitting explicit recognition of the environmen-
tal factors but considering these as part of the other factors. The approach adopted here, however, 
is to explicitly recognize the central importance of environmental factors in THE contexts by con-
sidering them under a separate heading. It is clearly the case that there can be few industries where 
the interdependence between the physical environment and economic activity is so clearly visible. 

A sizeable literature has developed in THE that considers the macro environment. See, for example, 
Costa (1995), Okumus (2004), Tum et al. (2011), Adema and Roehl (2010) and Clarke and Chen 
(2012). 

A further academic literature attempts to identify future trends, sometimes referred to as ‘mega-
trends’, that will shape future development of the sectors of THE. See, for example, Buckley et al. 
(2015), Tolkach et al. (2016), Rate et al. (2018a) and Doorly (2020). A number of international 
organizations, such as OECD (2018) and WTTC (2019), have also added their views on future 
trends affecting THE to this output. 

It is important to emphasize two points, however. Firstly, the analysis should be contextualized to 
the particular organization being considered and should therefore be selective in the points that 
are considered to be relevant. Secondly, though some of the material in the literature is highly 
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convincing, the future cannot be forecast with certainty, so caution and judgment should be applied 
in using the future trends identified, and the analysis should concentrate on what is known with 
certainty; that is, the present and the past. 

‘Megatrends’ shaping tourism 

a number of academic papers and reports from international agencies have claimed to 
identify the megatrends that will shape the fututre of tourism and, by extension, hospitality 
and events. because the future is unpredictable and dynamic, any such claims have to be 
treated with some caution, but studies from reputable organizations, based on a rigorous 
review of current and past activity, have a better chance of coming to fruition. 

one such study was published by the paris-based oeCD (2018). the intergovernmental 
organization, which represents 38 of the world’s economies, identified four megatrends that 
they argue will shape the future of tourism. 

the four megatrends are: 

 z evolving visitor demand – Changing demographics will transform the way people travel. 
For example, an expanding middle class creates new tourism markets, and an aging pop
ulation in many developed countries will alter patterns of demand. 

 z sustainable tourism growth – Developing tourism in a way that is sustainable for the 
‘natural’ environment and the local population is key to addressing the potentially 
damaging impacts associated with excessive tourism 

 z enabling technologies – evolving technologies continue to reshape the way in which 
people work, travel and do business. the digital economy, automation, artificial 
intelligence, blockchain and vr/ar have the ability to make travel more affordable, 
efficient and accessible to many people. 

 z travel mobility – the ability for people to be able to travel safely and freely across borders 
will be a key factor in the success and growth of the tourism sector. transport develop
ments will continue to be a key enabler of international tourism (as they have been in the 
past) in bringing consumers to commercial services and providers to global markets. 

Megatrends, the report argued, capture globally relevant social, economic, political, envi
ronmental and technological changes over the long term. such trends often unfold slowly, 
but they have potential for high impact and can drive the global economy and society in 
specific directions. it is argued that although the exact outcomes of these trends are typi
cally uncertain, it is important that governments and organizations involved with delivering 
tourism services assess their implications and put policies and plans in place accordingly. 

Source: adapted from oeCD (2018) 

Questions 

1. explain why an understanding of sociodemographic influences might be important for a 
manager of an airline or a cruise line. 

2. What sort of demographic factors might lead to greater air or cruise travel in the future? 

7 .1  SHORT  CASE  I LLUSTRAT ION 
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	z explain the meaning of the term ‘macro environment’. 

	z explain how the business competitive environment and macro environment relate to each other. 

	z explain the stages in a macro-environmental analysis. 

TH INK POINTS  

7.2.1 Using STEEP analysis 

Before looking at the individual elements of STEEP analysis, it is useful to consider how we might 
use the framework. What sort of information do we need to consider with each of the framework’s 
elements, and how might the information be used? 

The analysis is generally considered as falling into four stages. 

z Scanning and monitoring the macro environment for actual or potential changes in social, techno-
logical, economic and political factors 

z Assessing the relevance and importance of the changes for the market, industry and business 
z Analyzing each of the relevant changes in detail and the potential relationships between them 
z Assessing the potential impact of the changes on the market, industry and business 

In carrying out the analysis, there are a few important points to note in that the analysis should: 

z Concentrate on key strategic points; that is, those that are likely to have widespread and signifi-
cant impact 

z Not be an endless list of factors but should prioritize the most important ones 
z Consider the timescale being considered, because the impact of factors far into the future is dif-

ficult to assess 

7.2.2 What to analyze 

When managers carry out a STEEP analysis as part of a strategic analysis (and the same is true of 
students examining a case study), they would normally examine how each factor might impact: 

z The internal parts of an organization – The effects of STEEP factors on the organization’s core com-
petences, strategies, resources, value system and functional areas (operations, marketing, human 
resources and finance) 

z An organization’s markets – The effects of STEEP factors on product markets (e.g., market size, 
structure, segments, customer needs and wants, etc.) and the resource markets for human 
resources, financial resources, etc. 

z The industry in which the organization competes – The effects of STEEP factors on the five competitive 
forces (buyer power, supplier power, threat of entry, threat of substitutes, competitive rivalry) 
identified by Michael Porter (see Chapter 8) 

In the following sections, the component parts of STEEP are considered systematically. The array of 
potential factors in any particular organization at any time is vast. The factors are heavily dependent 
on the individual context of the organization (its location, sector, size, etc.). The approach adopted 
here is to discuss some of the generic factors and provide illustrations of some specific factors by 
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using the airline sector throughout for purposes of illustration (for consistency), together with 
some further examples and further reading from other sectors. 

As indicated earlier in the chapter, carrying out a macro-environmental analysis is not easy (but that 
is not to say that it should not be undertaken), because it is: 

z Context specific – Each organization’s circumstances will be different.  
z Time specific – Factors identified are dynamic.  
z Based on judgment – Managers may view factors identified in different ways.  
z Future focused – We need to consider how the identified factors are likely to change, but we can-

not predict the future with certainty. 

7.2.3 Sociodemographic factors 

Analysis of the social environment is concerned with understanding the potential impacts of society 
and social changes on a business, its industry and its markets. For most analyses, analysis of the 
social environment will require consideration of: 

z Social culture (values, attitudes and beliefs) – the impact on demand for products and services, 
attitudes to work, savings and investment, ecology, ethics, etc. 

z Demography – the impact of the size and structure of the population on the workforce and patterns 
of demand 

z Social structure – the impact of attitudes toward work and products and services 

social culture 

The culture of a country in which a business operates (considered in Chapter 4) can be of particular 
importance. The culture of a country consists of the values, attitudes and beliefs of its people, which 
will affect the way they behave (or, put simply, a country’s ‘personality’). There are important cul-
tural differences between all countries. Culture can affect consumer tastes and preferences, as well 
as attitudes toward work, education and training, corruption and ethics, credit, the social role of a 
business in society and many other things. 

demograPhy 

Demographic trends are similarly important. Demography is the social science concerned with the 
charting of the size and structure of a population of people. The size of the population will obviously 
be a determinant of the size of the workforce and the potential size of markets. Just as important is 
the structure of the population. The age structure will determine the size of particular segments and 
also the size of the working population. The size and structure of the population will change, and 
these changes will have impact on industries and markets. 

For example: Peluso and Pichierri (2021) considered socioeconomic variables of age, 
gender, education, income, health status and number of children to investigate their 
influence on individuals’ sense of control and ability to avoid the uncertainty derived from 
the COVID-19 health crisis in relation to their vacation intention. The research, based on 
an Italian sample, showed that older respondents and those in poorer health felt less in 
control and able to avoid the uncertainty related to the pandemic. This, in turn, decreased 
their intention to take a vacation when the pandemic ends. 

social structure 

Social structure is strongly linked to demography and refers to the ways in which the social groups 
in a population are organized. There are a number of ways of defining social structure, such as by 
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sociodemographic groupings, location, population density in different areas, etc. The social struc-
ture will affect people’s lifestyles and expectations and so will strongly influence their attitudes 
toward work and their demand for particular products and services. 

Among the most important general changes in recent years in the social environment have been in 
people’s attitudes toward the natural environment. Increasing awareness of the problems caused 
by pollution and the exhaustion of nonrenewable resources have caused travel and tourism orga-
nizations to rethink (in many cases) how they produce their products and the composition of the 
products themselves. Similarly, changes in social structure (upward mobility), lifestyle (increased 
leisure) and demography (aging populations in developed countries) have significantly altered many 
market and industry structures. 

Sociodemographic factors: aviation 

a number of demographic factors point toward a greater use of air travel. these factors include: 

 z an increasing proportion of the population being relatively healthy and prosperous 

 z increasing numbers of retired people 

 z a decline in average family size 

 z greater international mobility of labor 

 z increasing number of days of paid holiday 

 z larger numbers of two-income families 

all of these factors point to higher usage of air services. leisure travel (which accounts for 
about 80% of trips) has grown more rapidly than business travel. 

other factors that might be considered are lifestyle trends and attitudes towards air travel 
and associated airport development. an increasingly mobile society where people take 
safe, reliable and affordable air transportation for granted is challenged by a critical soci
ety that assesses the contribution of air travel to air and noise pollution (holloway and 
humphries, 2012). this dichotomy in which the competing needs and interests of airline 
stakeholder groups need to be considered represents a challenge to airlines, regulators 
and governments. 

one study (oyewole, 2001) of the airline industry found that gender, occupation, educa
tion and marital status have an important influence on satisfaction with airline services. 
another study (Jiang and Zhang, 2016), which considered service quality, customer satisfac
tion and loyalty in China’s airline market, also found that some demographic variables such 
as gender, income and education had a significant impact on customer loyalty among some 
groups. the authors suggested that different marketing strategies should be used in target
ing different segments to improve customer loyalty. 

Questions 

1. explain why an understanding of sociodemographic influences might be important for 
airline managers. 

2. What sort of demographic factors might lead to greater air travel in the future? 

7 .2  SHORT  CASE  I LLUSTRAT ION 
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7.2.4 Technological factors 

Analysis of the technological environment involves developing an understanding of the effects of 
changes in technology on all areas of a business and its activities, including: 

z Products and services 
z Operational processes 
z Information and communications 
z Transport and distribution 
z Society, politics and economics 

Developments in information and communications technology (ICT), like the development of per-
sonal computers, laptops and tablets, networks, satellites, cable and digital communications, the 
internet and mobile phone applications, together with rapid advances in software, have all contrib-
uted to revolutionizing how business is conducted in many industries. 

Activities are now better coordinated, and research and development are speeded up, thus making 
businesses more flexible and responsive. Many activities previously carried out by middle layers of 
managers, which often involved collating and analyzing data from operational activities and report-
ing to senior managers, can now be more effectively carried out using ICT solutions. 

It is beyond the scope of this book to present a full summary of all of the technological changes and 
their implications, which have been considered elsewhere (see, for example, Buhalis et al., 2019; 
Law et al., 2020). 

Furthermore, the particular aspects of technology to be considered are often highly specific to a par-
ticular context. A vast contemporary literature has emerged that focuses on changes brought about 
by technological advances and changes that are likely to affect THE organizations in the future. 
Three examples of technology from diverse THE contexts are presented to illustrate the profound 
changes that have occurred due to the introduction of various types of technology. 

‘Smart’ tourism, hospitality and events 

effective management of THE operations has been greatly facilitated in recent years by 
digital technology in its various forms (Filimonau and naumova, 2020; stankov and gretzel, 
2020). Consequently, the concepts of smart tourism (gretzel et al., 2015) and its extension 
to smart hospitality (buhalis and leung, 2018) and smart events (bustard et al., 2019) have 
emerged. the concepts serve to underline the ever-increasing role of digital technology in 
building sustainable business models (Filimonau and naumova, 2020). 

smart tourism refers to the burgeoning phenomenon in which tourism destinations, prac
titioners and tourists depend accumulatively on emerging iCts that enable colossal data 
transformation into value proposition (gretzel et al., 2015). the concepts of smart tour
ism and smart hospitality have received considerable attention in recent years (see, for 
example, shafiee et al., 2019; lee et al., 2020; Mehraliyev et al., 2020; law et al., 2022) and 
can be viewed as broad terms encompassing many THE technology-enhanced initiatives. 
indeed, the concept has to be treated with some caution because ‘in practice, “smart” 

7 .3  TECHNOLOGY FOCUS  
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has become a very fuzzy concept often used to drive specific political agendas and to sell 
technological solutions. this is especially true in the case of smart tourism’ (gretzel et al., 
2015:179). 

the eu, for example, has adopted smart tourism principles and applied them to a broad 
variety of tourism destinations (www.smarttourismdestinations.eu/). the project focuses on 
how eu cities can adopt data-driven approaches to become or improve as smart tourism 
destinations. 

Questions 

1. explain the meaning of ‘smart tourism’. 

2. provide an example of how digital technology has changed an aspect of THE in recent 
years. 

Emerging technologies are increasingly affecting the design and delivery of THE products and the 
experience of consumers in these sectors. The pace of change has been rapid, and further innova-
tions are expected. 

The development of these innovations (summarized by Buhalis, 2020) includes:  

z The IoT (Car et al., 2019)  
z Big Data Analytics (Mariani, 2020)  
z Artificial intelligence (AI; Ruel and Njoku, 2021)  
z Blockchain (Önder and Gunter, 2022)  
z Robotics (Koo et al., 2021)  
z Location-based services (Uphaus et al., 2019)  
z Virtual and AR systems (Loureiro et al., 2020)  

VR and AR enhancing heritage tourism 

Digital technologies are distorting the distinction between the real and the virtual world. 
this provides opportunities to increase the level of immersion within tourism experiences 
(Jung et al., 2016). importantly, vr and ar are able to enhance visitor experiences at the 
destination itself, prior to visiting and subsequently when recollecting tourism experiences. 

ar is a technology with the capacity to overlay the existing environment into a digital 
context, with applications including text, video, images and 3D objects. vr creates virtual 
three-dimensional environments that can be interacted with in a seemingly real or physical 
way (Jung et al., 2016). 

ar and vr has been successfully applied within various parts of THE, enabling an increased 
level of visitor engagement. bec et al (2019) considered ar and vr application in a heritage 
tourism context in which they recognized the ability of ar and vr to enhance the tourist 
experience. however, the technology can also make a contribution to addressing issues 
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associated with heritage, including the preservation of artifacts and understanding the 
contested nature of heritage. 

to address issues surrounding the virtual presentation of heritage and the management 
of digital heritage tourism experiences, the authors proposed a four-stage conceptual 
model to guide applications of ar and vr for tourism experience and heritage preservation 
(bec et al., 2019) 

Questions 

1. explain the differences between ar and vr. 

2. provide examples of how ar and vr have been applied to an aspect of THE. 

Similarly, changes in transport technology (such as high-speed trains, sophisticated cruise ships and 
newer, more fuel-efficient aircraft types) have revolutionized business and changed societies and 
cultures. It is possible to transport tourists and businesspeople as well as materials, components 
and products with far greater speed and at much lower cost as a result of developments in road, 
rail, sea and air transport. These improvements in transport have also increased the total amount 
of personal and business travel that people undertake, leading to profound societal changes both in 
tourist ‘exporting’ and ‘importing’ regions. 

Thus, it is important for organizations to monitor changes in the technologies that can affect their 
operations or markets. In most industries, organizations must be flexible and ready to innovate and 
adopt new technologies as they come along. The way in which (and the extent to which) organiza-
tions do or do not employ the latest technology can be an important determinant of its competitive 
advantage. 

Aviation: technology advances 

Despite the aviation industry’s heavy regulatory standards, technological advances in how 
parts are transported, planes are built and aircraft are maintained have been particularly 
rapid (berecz, 2017). the aviation industry has never shied away from technology. advances 
in aircraft development, including the ecological inclusion of better fuel efficiency, recy
clability concerns and more, mean that all involved, from manufacturers to suppliers, must 
become early adopters of useful technology to flourish (berecz, 2017). undoubtedly, 
emerging technologies such as electric-powered aircraft and blockchain technology will 
have profound impacts on airlines – but perhaps their major impact on most major airlines 
is some way off. 

Computer reservation systems such as sabre developed by american airlines are powerful 
travel marketing technology tools. the systems, developed largely in the 1960s and 1970s (with 
airlines in the forefront), have attained global reach, and hence they are now often referred to 
as gDss. gDss have emerged over several decades as a central feature of electronic com
merce in travel providing virtual real-time connectivity between thousands of suppliers of travel 
inventory (airlines, hotels, car rental, tour operators, cruise lines, etc.) and hundreds of thou
sands of retail sellers of travel products (sismanidou et al., 2009; goecke, 2020). 

7 .5  TECHNOLOGY FOCUS  
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gDss progressively consolidated their position to only five major systems, namely, sabre, 
amadeus, galileo, apollo and Worldspan (the latter three now acquired by travelport inc. 
but operated separately from travelport’s atlanta and uK data centers). allied to the use 
of gDss are the revenue management systems that have been developed. these systems, 
which utilize the gDs accumulated databases, allow for the yield realized to be optimized 
by varying prices and altering the mix between classes of tickets that are issued. 

the emergence of the internet in the mid-1990s forced airlines to reshape their distribution 
strategy to boost their competitiveness (buhalis, 2004). the emergence of internet search 
engines (such as expedia, travelocity and booking.com), together with the sophisticated 
databases, allows for diversified distribution and communication channels to be utilized, 
thus creating new opportunities for airline marketing. 

the aviation industry embraced the iot, which allows electronic devices to communicate 
with one another without the need of a host computer. today, maintenance, repair and 
overhaul professionals can communicate with plane sensors using tablets. this allows them 
to scan aircraft systems easily, identifying components in need of replacement or repair 
(berecz, 2017). 

in relation to the aircraft themselves, technological innovations continue to drive costs 
down and influence route structures. 

For example: The long-haul wide-body aircraft Airbus A350 has been developed by 
the European company Airbus. The aircraft is designed to carry 270 to 475 passen
gers up to 15,000 km. In this segment, the A350 is competing with the American 
Boeing 787 (Dreamliner). Such aircraft allow the airlines to consider introducing 
routes that were previously considered unviable or too long. 

In March  2022, Air New Zealand announced that it would launch the first non
stop service between Auckland and New York’s JFK Airport beginning in Septem
ber 2022. The 14,200-km flight, one of the world’s longest, will be operated by the 
airline’s Boeing 787–9 Dreamliner, which will be equipped with 275 seats, plus 13 
Skycouches – rows of three seats that convert into a couch after takeoff. 

Questions 

1. explain the meaning of the iot and provide an example of how it might be applied in a 
THE setting. 

2. assess the multitude of ways in which airlines are embracing new technology. 

7.2.5 Economic factors 

Analysis of the economic environment will center on changes in the macro economy and their effects 
on business and consumers. It is important to remember that because governments intervene (to 
varying extents) in the operation of all countries’ economies, many factors classed as political in this 
chapter will have important economic implications. 

Broadly speaking, the regulation of a national economy is brought about by two key policy instru-
ments – fiscal policy and monetary policy. These policy instruments, alongside factors from international 
markets, determine the economic climate in the country in which a business competes. From these, 
a number of other vital economic indicators ‘flow’ that affect an organization – for either good or ill. 
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Fiscal and monetary policy 

Fiscal policy: 

the regulation of the national economy through the management of government reve
nues and expenditures. each fiscal year, a government raises so much in revenue (such as 
through taxation) and it spends another amount through its various departments (such as 
on health, education, defense, etc.). the government is able to influence the economic 
climate in a country by varying either or both of these sides of the fiscal equation. 

Monetary policy: 

the regulation of the national economy by varying the supply and price of money. Money 
supply concerns the volume of money (in its various forms) in the economy, and the ‘price’ 
of money is the base rate that determines the interest rate that banks and other lenders 
charge for borrowings. 

in the uK, for example, the Chancellor of the exchequer (a government minister) is in 
charge of fiscal policy, whereas monetary policy is overseen by the Monetary policy Com
mittee of the bank of england. 

KEY  CONCEPT  

When the effects of fiscal and monetary pressures work themselves out in the economy, they can 
affect any or all of the following economic factors: 

z Economic growth rates (the year-to-year growth in the total size of a national economy, usually 
measured by gross domestic product, GDP) 

z Levels of income in the economy 
z Levels of productivity (i.e., output per worker in the economy) 
z Wage levels and the rate of increase in wages 
z Levels of inflation (i.e., the year-to-year rise in prices) 
z Levels of unemployment 
z Balance of payments (a measure of the international competitiveness of one country’s economy 

against its international competitor countries) 
z Exchange rates (the exchange value of one currency against another) 

Economic growth, exchange rates, levels of income, inflation and unemployment will all affect 
people’s ability to pay for products and services and hence affect levels and patterns of demand. 
Similarly, levels of productivity, wage levels, levels of inflation and exchange rates will affect costs of 
production and competitiveness. All of these indicators must be monitored in comparison to those 
faced by competitors abroad to provide indications of changes in international competitiveness. 
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Economic factors: aviation 

aviation is a dynamic industry that continuously adapts to various market forces. Key eco
nomic market forces that impact the airline industry are fuel prices, economic growth and 
stage of economic development. During the CoviD-19 pandemic between 2020 and 2022, 
the industry was severely disrupted, with many flights being canceled. 

air travel demand has closely mirrored the cyclical pattern shown by gDp figures in that it 
responds to cyclical upswings and downswings. however, air travel growth has far exceeded 
gDp growth over most periods. 

air travel has always been a strongly cyclical business. periods of 7% to 9% annual growth 
of global consolidated passenger traffic alternate with years of slower rising, or declining, 
demand (Franke and John, 2011). the industry has reliably returned to its long-term growth 
rate of approximately 5% per year, and the iata (2017) expects such long-term trends to 
continue (albeit spread unevenly across the regions of the globe) in their 20-year forecast 
through to 2036. 

Many factors will influence air travel markets in the long run, from shifting dynamics in 
energy markets to structural economic reforms. however, ultimately, they can be viewed as 
affecting air travel markets through one of the three following channels (iata, 2017): living 
standards, population and demographics and price of air travel. 

the airline industry also has a high level of fixed costs and, consequently, average load 
factors and revenue measures per passenger are crucial in maintaining profitability. load 
factors are measured systematically and are studied carefully by airline managers. the major 
measures are shown in table 7.1. 

Table 7.1 Key measures of airline performance 

Measure Description 

rpK – revenue passenger kilometers Measure of passenger traffic = number of 
paying passengers × Kilometers flown 

asK – available seat kilometers Measure of passenger capacity = number of 
seats × Kilometers flown 

FtK – Freight tonne kilometers Measure of freight traffic = Freight tonnes 
carried × Kilometers flown 

lF – load factor Measure of capacity utilization = rpK/asK 

Furthermore, fuel and aircraft prices are major expenditure items subject to fluctuations, 
and the international orientation of the industry means that movements in foreign exchange 
rates can have major effects on industry profitability. the post-2008 global recession and 
the CoviD-19 pandemic had severe impacts on airline finances, but most airlines learned 
lessons from the events of 2001/2003, (following 9/11) and reacted very quickly by ground
ing considerable capacity and reducing their workforces. 

7 .6  SHORT  CASE  I LLUSTRAT ION 
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Questions 

1. Why is airline travel so cyclical? 

2. explain the ways in which airlines assess their performance. 

7.2.6 Environmental factors 

Environmental factors here refers to the influence of concerns for the physical environment (both 
the natural environment and the built environment) on THE organizations. In recent years, increas-
ing concerns about ecology and ‘green’ issues have been an important social trend and has changed 
attitudes toward the effects of products and operational processes on the environment. Issues such 
as global climate change, ozone depletion, deforestation, extinction of species, soil erosion, deserti-
fication, acid rain, toxic wastes and water and noise pollution have become important concerns with 
regard to the natural environment (Peattie and Moutinho, 2000). 

To such concerns regarding the natural environment might be added others concerning the built 
environment such as traffic and airport congestion, deteriorating buildings and historic sites, poor 
urban planning and visually intrusive buildings. The problems and issues identified have certain 
unifying characteristics in that they: 

z All have international dimensions 
z Are not exclusively related to tourism, hospitality and events but nevertheless have important 

implications for managers in THE sectors, among others 

Whereas 30 years ago most consumers showed little concern for the long-term effects of products 
and processes on the natural environment, today people are increasingly aware of the need to pro-
tect it. Following various developments such as the publication of the Brundtland Report in 1987 
(WCED, 1987) and the Earth Summit in Rio de Janeiro in 1992 (Grubb et al., 2019), there has been 
increasing commitment to the principles of sustainable development in many industries, including 
tourism. The term ‘sustainable development’ was used by the ‘Brundtland Commission’, which 
coined what has become the most often-quoted definition of sustainable development. 

Sustainable development 

Development that meets the needs of the present generation without compromising 
the ability of future generations to meet their own needs. 

(WCeD, 1987:16) 

DEF IN IT ION/QUOTAT ION 

This has led to pressure on governments to introduce legislation and other measures to control 
pollution and limit emissions. The combined desire of consumers for products that are themselves 
environmentally friendly and that have been produced by ‘green’ methods has resulted in the realiza-
tion by business organizations that there are profits to be made by being ‘environmentally friendly’, 
or at least appearing to be so. 
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For example: International car rental firm Avis, founded in 1946 by Warren Avis, astutely 
anticipated postwar trends in postwar travel. Starting with three cars in Detroit, Avis is 
today a global brand, with over 5,200 rental locations in more than 165 countries. Avis 
(Europe, Middle East and Africa) was the first car rental company to launch a corporate 
social responsibility policy (in 1997) and claims to have been a ‘carbon-neutral’ operation 
since 2000. It has achieved this through initiatives such as fleets with electric- and natural 
gas–powered cars; offices with smart, energy-saving technology; and rigorous procedures to 
ensure that fuel spills and leaks are prevented. Though such measures are clearly beneficial 
in their own right, they also constitute an important part of the company’s business 
strategy, in that the company is able to use its carbon neutrality as part of its competitive 
offer (www.avisbudgetgroup.com). 

Environmental program as a source of competitive advantage: Scandic Hotels 

scandic hotels, with its headquarters in stockholm, sweden, is the leading hotel brand in 
scandinavia. its environmental program, which is central to the brand’s promotional activity, 
provides a source of competitive advantage for scandic in a region where consumers are 
traditionally highly environmentally conscious. the hotel group’s pioneering environmental 
programs have also been discussed in the academic literature (see, for example, bohdano
wicz et al., 2005; Chou, 2014; phi and Waldesten, 2021). 

the group, which employs over 10,000 people, has about 280 mid-market hotels mainly 
in the scandinavian countries, with others located around europe. the brand, which posi
tions itself as offering ‘value for money’, places great emphasis on continual competence 
development of employees at all levels of the organization and on its environmental 
program. 

scandic’s environmental program was launched in 1994 following consultation with staff, 
and the hotel group has won numerous awards. it was a scandic idea to ‘hang up your towel 
if you want to use it again’ – an idea that is now the standard in the hotel industry around 
the world. today, sustainability is a part of scandic’s values – an integral element of all of its 
operations – and the company produces a sustainability report as part of its annual report
ing cycle. employees have the opportunity to take part in training in environmental issues, 
and there is an environmental manager at each hotel. 

the environmental program involves the continuing education of all employees and includes 
initiatives such as reporting their energy, water and chemical use as well as unsorted waste 
(since 1996). since then, its operations have continued to show improved results. recycled 
waste, for example, increased from 69% to 97% between 2015 and 2019. 

Source: adapted from www.scandichotelsgroup.com 

Questions 

1. explain the ways in which scandic hotels make their environmental program a central part 
of their competitive offering. 

2. What risks might there be for the company in taking such a prominent environmental 
stance? 

7 .7  SHORT  CASE  I LLUSTRAT ION 
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The issue of the sustainability of tourist destinations, hotels, events and attractions has been widely 
addressed in THE academic literature in recent years by authors such as Getz (2009), Buckley 
(2012), Seguí-Amortegui et al. (2019) and Camisón (2020). A number of authors have also traced 
the environmental impacts of particular sectors of THE. 

For example: Getz (2009) discussed the need for public sector involvement in successful 
and sustainable planning for festivals and events, and Hsieh (2012) analyzed the 
environmental management policies and practices of 50 hotel companies as disclosed on 
their corporate websites. 

Mair and Smith (2021), in introducing a special journal edition on event sustainability, argued 
that researchers should examine how events might contribute to overall sustainable develop-
ment, rather than merely exploring how individual events could be made more sustainable. 

Graham (2018) traced environmental policies and practices at a number of airports 
including Oslo, Manchester, London Heathrow, and Amsterdam. 

Jones et al. (2019) outlined the main sustainability challenges facing the cruising sector 
and consider current industry practices. They found a marked variation in the extent 
to which the leading cruise companies publicly report on their sustainability strategies 
and achievements and argued that the cruise companies’ commitment to sustainability is 
comparatively weak. 

Environmental factors: aviation 

Managers operating in the aviation sector need to be concerned with the environmental 
impacts of the industry when making strategic plans. the industry is often the focus of 
environmental debate, and plans for airport developments and associated infrastructure 
and additional airline capacity have often proved contentious. public concerns have often 
thwarted potential developments for many years. the industry has responded in various 
ways, including technological advances to limit aircraft emissions, siting airports away from 
population centers and efficiencies in aircraft operating and routing procedures. 

environmental concerns in the airline sector include: 

 z the effects of noise 

 z air pollution caused by aircraft emissions 

 z impacts of developing airport and ground transportation infrastructure 

public tolerance of aircraft noise has been diminishing despite the reduction in noise levels 
due to the development of less noisy aircraft types (graham, 2018). the problems associ
ated with aircraft noise have led to ever more stringent and sophisticated noise abatement 
measures being introduced at most major airports. some of the gases emitted by aircraft 
in flight, primarily carbon dioxide and water vapor, are ghgs that contribute to global 
warming and climate change. however, it is thought that aviation’s contribution to global 
human-made carbon dioxide emissions amounts to only around 2% of the total (brandon 
et al., 2018). the environmental impacts caused by the airline sector and initiatives to deal 
with these impacts are well documented in the academic literature; see, for example, lynes 
and andrachuk (2008) and peeters and bongaerts (2015). 

7 .8  SHORT  CASE  I LLUSTRAT ION 
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the aviation industry recognizes the need to address the global challenge of climate 
change, and at the iata annual Meeting in boston, usa, in october 2021, a resolution was 
passed by iata member airlines committing them to achieving net-zero carbon emissions 
from their operations by 2050. this pledge brings air transport in line with the objectives of 
the paris agreement to limit global warming to 1.5°C. this will be achieved by a combina
tion of sustainable aviation fuel (65%), new technology (13%), infrastructure and operational 
efficiencies (3%) and offsets and carbon capture (19%; www.iata.org). 

the increasing infrastructure (airports and ground transportation) to support airlines has 
often proved controversial. thus, the agreement to proceed with a fifth terminal for lon
don’s heathrow airport was secured only after 10 years of public consultations, whereas 
Manchester airport proceeded with building a second runway in the face of strong lobbying 
by environmental pressure groups. 

Questions 

1. explain why airline managers need to take environmental concerns into account. 

2. Consider which stakeholder groups are likely to be influential when making decisions 
about airport infrastructure projects. 

7.2.7 Political, governmental, legal and regulatory factors 

The political environment is defined as that part of the macro environment that is under the direct 
control or influence of the government. Governments have direct control or influence over: 

z Legislation and regulation – this covers laws that influence employment, consumer protection, 
health and safety at work, contract and trading, trade unions, monopolies and mergers, taxes, etc. 

z Economic policy – particularly over fiscal and monetary policy. Governments usually set policy over 
the levels of taxation and expenditure in the country and control monetary policy concerned with 
interest rates and the money supply. 

z Government-owned businesses – nationalized industries. Some governments retain control over key 
strategic industries (such as airlines), and the way in which these are controlled can have ‘knock-
on’ effects on other parts of the economy. 

z Government international policy – government intervention to influence exchange rates, interna-
tional trade, etc. 

The objectives that a government may have regarding regulation of business will depend in large 
part on the political leaning of the governing party. Most governments have, however, sought to 
construct policy over a number of key areas of business activity: 

z Control of inflation (to improve international competitiveness) 
z Promotion of economic growth and investment 
z Control of unemployment 
z Stabilization of exchange rates 
z Control of balance of payments 
z Control of monopoly power, by both businesses and trade unions 

https://www.iata.org
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z Provision of public goods like health, education, defense 
z Control of pollution and environmental protection 
z Redistribution of incomes (to varying degrees) 
z Consumer protection 
z Regulation of working conditions 
z Regulation of trade 

To varying degrees, all businesses will be affected by political factors. Accordingly, it is important for 
managers to monitor government policy to detect changes early to respond effectively. 

Another important aspect of the political environment is political risk and its potential effects on 
business. Political risk is particularly important in international business. Whereas Western Europe 
and North America are comparatively politically stable, other parts of the world like Eastern Europe, 
South America, sub-Saharan Africa and parts of the Middle East, Central Asia and North Africa have 
undergone periods of instability. It is therefore necessary to closely monitor the political situation in 
these areas when trading with them, because the political risks are large. Even in more stable areas, 
political uncertainty can be higher during election years or when other political crises arise. 

For example: The referendum held in the UK during June 2016 resulted in a vote to leave 
the European Union – the so-called Brexit process. This political process, which involved 
the UK leaving the EU in March 2018, led to profound economic consequences for all 
businesses operating in the UK (including those in THE). 

Political factors: aviation 

governments have always taken a strong interest in the airline sector (far more than any 
other sector of THE), which has traditionally resulted in a high degree of regulation and 
state ownership. both of these factors have seen major changes in recent years, and these 
changes are continuing. three major reasons can be put forward for this strong government 
involvement: 

 z safety – controlling airline and airport safety 

 z security – ensuring that countries have adequate air resources in times of war or disaster 

 z prestige – government airline ownership of ‘national flag carriers’, often viewed as a sym
bol of national prestige 

international cooperation in regulatory matters has long been a feature of the airline sec
tor. the iCao is a un specialized agency based in Montreal, Canada, and was established 
in 1944 to manage the administration and governance of the Convention on international 
Civil aviation (Chicago Convention). iCao works with the Convention’s 192 Member states 
and industry groups to reach consensus on international civil aviation standards and recom
mended practices and policies. 

the iata is a trade association of the world’s airlines. Consisting of 290 airlines, representing 
117 countries, the iata’s member airlines account for carrying approximately 82% of total 
available seat miles. iata, headquartered in Montreal, Canada, with executive offices in 
geneva, switzerland, supports aviation and helps formulate industry policy and standards. 

7 .9  SHORT  CASE  I LLUSTRAT ION 
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the political environment of the airline sector has been characterized by an extended net
work of national and international rules and regulations, many of which date back to the 
Chicago Convention of 1944 and the bermuda agreement of 1946. based on the acknowl
edgment of the sovereignty of nations over their airspace and of the equal right for every 
nation to participate in air travel, the so-called five freedoms of the air were established as 
shown in table 7.2. 

Table 7.2 the five freedoms of the air 

Freedom Description 

	z First freedom the right to fly over another country without landing 

	z second freedom the right to make a landing for technical reasons 
(e.g., refueling) in another country without picking 
up/setting down revenue traffic 

	z third freedom the right to carry revenue traffic from your own 
country (a) to the country of your treaty partner (b) 

	z Fourth freedom the right to carry traffic from country b back to your 
own country (a) 

	z Fifth freedom the right of an airline from country a to carry 
revenue traffic between country b and other 
countries such as C or D on services starting or 
ending in its home country. (this freedom cannot 
be used unless country C or D also agrees.) 

the five freedoms were followed by a complex web of bilateral intergovernmental agree
ments that allowed national governments involved to maintain control over national 
interests related to air travel. a more liberal approach is reflected in the so-called open 
skies agreements granting carriers of the states involved unlimited access to the routes 
between airports in these states. the concept of open skies reflects a development 
of major importance for the airline industry: liberalization unfolding around the globe 
(Doganis, 2010). 

in the usa (which has the world’s largest airline industry), the strict regulations governing 
the domestic air travel market were swept away by the airline Deregulation act of 1978. 
the act abolished regulations specifying which routes the carriers were allowed to fly and 
controls on air fares. after deregulation, many new carriers entered the market (and many 
subsequently folded). some of the newer carriers such as southwest, Jetblue and Frontier 
are now substantial entities in their own right, operating low-cost operating models. Most 
of the largest so-called legacy carriers, such as united, american and Delta, survived but, 
undoubtedly, competition in the us domestic market has increased. 

subsequently, other parts of the world have followed with similar policies of deregula
tion. another major trend among european and other governments is the privatization 
(in whole or in part) of former state-owned carriers such as british airways, air France and 
lufthansa. 

Sources: www.icao.int; www.iata.org 

https://www.icao.int
https://www.iata.org
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Questions 

1. explain why the political environment for the airline sector is different from that of any 
other industry. 

2. Consider the effect that deregulation in various parts of the world has had on the airline 
sector. 

7.2.8 The relationships between the STEEP factors 

A temptation when carrying out a STEEP analysis is to think of each influence as separate when, 
in fact, they are often interlinked. The effects of environmental factors on organizations provide 
an example. 

For example: The environmental concerns themselves (such as the use of water resources 
for golf course development or the building of a visually intrusive hotel in a scenic area) are 
issues to be dealt with within the ‘environmental’ category of the STEEP analysis. However, 
such concerns might also involve social, political and technological factors in the analysis. 
Thus, in the simple example of the golf course or visually intrusive hotel development 
above, environmental concerns raised by the developments might lead to social factors 
(increased awareness) that impact political factors (legislation and regulation), and the 
two forces together might produce technological change (products and processes that are 
less damaging to the environment). 

Accordingly, a macro-environmental analysis should recognize the ways in which the five STEEP 
factors might be linked to each other in addition to the individual factors by themselves. 

	z Discuss the argument that suggests that turbulence and uncertainty render analysis of 
the macro environment less useful. 

	z explain the importance of sustainability to macro-environmental analysis in THE contexts. 

	z explain why it is important to recognize the linkages between the steep elements. 

TH INK POINTS  

Small business focus 
Understanding the external environment is important for all organizations, but from a manage-
rial perspective, the primary differentiating factor between the internal and external environment 
(considered in Chapters 3–6) is control. Whereas managers have some degree of control over the 
internal environment, this is rarely the case with regard to the external environment. However, in 
some cases, large organizations may have some influence over the external environment, or they can 
protect themselves against the dangers posed. 

Larger organizations may, for example, be able to: 

z Switch investment from one country to another 
z Influence government policy 
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z Use financial instruments to ‘hedge’ against interest rate and oil price movements 
z Diversify their product portfolios so a hostile external environment for one set of products (or in 

a particular market) may be offset by a benign environment in another 

However, SMEs are far more limited in that they rarely are able to have any meaningful degree of 
influence over the external environment, cannot easily switch investment and have far more limited 
access to the financial and commodity markets (or do so at far greater cost), leaving them more 
exposed. Furthermore, SMEs usually have a more limited product range, meaning that weak perfor-
mance in one area cannot be offset by strong performance in another. 

In their study of tourism sector small business performance, Morrison and Teixeira (2004) high-
lighted the weak power position within the tourism sector of individual SME units. One major 
change in the external environment, such as an increase in interest rates, an economic recession or 
a catastrophic event at an event or destination, could have a profound effect on any business, but for 
SMEs operating in THE sectors, such changes can result in business failure (and often have). 

There may also be a tendency for SME owners and managers to ignore the external environment 
in a belief that because they cannot alter it there is little point in attempting to understand it. This 
is a mistake, because though SMEs cannot alter the macro environment, because they are smaller 
and more agile, they can quickly alter their business models to cope with changing circumstances 
in ways that are not possible for larger less agile businesses. Thus, it is key to survival and busi-
ness success for SMEs to scan their external environment and understand possible scenarios where 
uncertainty is involved, as discussed by Oreja-Rodríguez and Yanes-Estévez (2007) in their study 
of Spanish hotels. 

It is necessary to think through the implications of each possible scenario and how the business 
might position itself to respond. However, by their nature, SMEs have more limited human, mate-
rial and financial resources. Furthermore, SMEs often focus on allocation of resources to achieve 
their maximum short-term advantage, which frequently leaves them to respond to external factors 
as they occur rather than taking a proactive approach (McAdam, 2000). Some evidence suggests 
that the majority of small firms do not utilize the traditional tools and techniques of strategic plan-
ning (Meers and Robertson, 2007). To achieve success in turbulent markets, a number of writers in 
THE have pointed to the need for organizations to form networks or clusters to jointly achieve the 
advantages of size enjoyed by larger competitors (see, for example, Novelli et al., 2006; Zhang and 
Morrison, 2007; Gardiner and Scott, 2014; Lee et al., 2020). 

Tools and models aim to clarify complex issues, and Banham (2010) introduced her ‘degrees of 
turbulence’ model to assist owner/managers of SMEs in understanding the externalities that impact 
their business operations. This represents an attempt to simplify and systemize external environ-
mental scanning for smaller businesses using a numerical scoring system to gauge the relative tur-
bulence of the environment. 

CHAPTER SUMMARY 

Analysis of the macro environment is primarily concerned with providing insight into the future 
facing an organization. The complexity and turbulence of the environment make prediction of the 
future problematic. 

Analysis, however, informs managers in their strategic decision making. The complexity of the 
external environment is simplified by breaking it down into the smaller social, technological, eco-
nomic, environmental and political/legal components. These environments can then be analyzed 
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for their potential effects on the business and its competitive environment. The process of macro-
environmental analysis must: 

z Be continuous to cope with the pace of change 
z Be selective (so that only factors of strategic significance are analyzed) 
z Avoid endless lists of factors 
z Recognize potential interactions between the differing aspects of the STEEP analysis 
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8 
The external environment 
for tourism, hospitality 
and event organizations – 
the competitive context 

Introduction and chapter overview 
In the introduction to Part 3, we encountered the idea that an organization’s external environment 
comprises two strata: the macro environment and the competitive environment. We considered 
the macro environment in Chapter 7 (using the STEEP framework); in this chapter we turn to an 
analysis of the competitive environment. 

The micro environment comprises those influences that the organization experiences frequently. 
For most businesses, this concerns the industries in which they operate. Businesses may compete 
with each other or, in some circumstances, collaboration may be more appropriate. We discuss two 
models for industry analysis in this chapter. We then go on to discuss the scope of collaborative 
behavior, before considering how competitors in an industry fall into strategic groups. 

LEARNING OBJECTIVES 

After studying this chapter, students should be able to: 

z Distinguish between micro- and macrolevel external analysis 
z Explain the importance of industry and market analysis with regard to THE sectors 
z Describe the construction and application to THE of Porter’s five forces framework 
z Explain the limitations of Porter’s five forces framework 
z Define and distinguish between competitive and collaborative behavior in industries 

Doi: 10.4324/9781003318613-11 

https://doi.org/10.4324/9781003318613-11
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z Assess and explain the limitations of the resource-based model of industry analysis 
z Define strategic groups and be able to apply the concept in industry analysis for THE sectors 
z Explain the meaning of critical success factors and distinguish them from key performance 

indicators 

8.1 Industries and markets 
Some strategic management texts wrongly use the terms industry and market interchangeably. Kay 
(1995) pointed out that confusing the two concepts can result in a flawed analysis of the competi-
tive environment and, hence, flawed strategy. Modern organizations, such as vertically integrated travel 
companies, may operate in more than one industry (or industrial sector) and in more than one market. 

For example: TUI plc, a ‘vertically integrated’ European travel group, operates in the 
airline, travel intermediary (tour operator and travel distribution), accommodation and 
cruising sectors of the travel industry and has major markets in Scandinavia, Continental 
Europe, the UK and North America. Each industry (or industrial sector) and market has 
its own distinctive structure and characteristics that need to be understood because they 
have particular implications for the formulation of strategy. 

Industries and markets 

z Industries produce goods and services – the supply side of the economic system. 

	z Markets consume goods and services that have been produced by industries – the 
demand side of the economic system. 

KEY  CONCEPT  

Industries are centered on the supply of a product or service, whereas markets are concerned with 
demand. It is therefore important to understand and analyze both industries and markets to assist 
in the process of strategy selection. 

It is sometimes difficult to define a particular industry precisely. Porter (1980) defined an industry as a 
group of businesses whose products are close substitutes, but this definition can be inadequate because 
some organizations and industries produce a range of products for different markets. The importance 
of identifying the industry setting successfully and understanding its implications has been examined 
by, for example, Rumelt (1991) and McGahan and Porter (1997). It has also been pointed out (see, for 
example, Sampler, 1998; W. C. Kim, 2005; Porter and Heppelmann, 2014; Szalavetz, 2022) that tradi-
tional concepts of industry boundaries have become blurred as technology creates new industries and 
new competitors emerge to challenge existing businesses, sometimes from surprising sources. 

Ways of understanding markets, industries and strategic groups 

Kay (1995) considered the differences between markets, industries and strategic groups. 
a core competence (or distinctive capability, to use his terminology) becomes a competi
tive advantage only when it is applied in a market, an industry or a strategic group. 

STRATEGY  IN  PRACT ICE  
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Competitive advantage is a relative term in that an organization can enjoy a competitive 
advantage by reference to other suppliers to the same market, other organizations in the 
same industry or other competitors in the same strategic group. Demand factors determine 
the market, whereas supply factors determine the industry. 

by way of example, Kay (1995) cited eurotunnel and p & o Ferries. both serve the same 
market and represent alternative options customers might choose to cross the english 
Channel between France and the uK. 

however, they are in very different industries in that one is a shipping company, whereas 
the other is the manager of a large infrastructure project. the strategic group is viewed as 
the competitive battleground and is determined by classifying companies with similar strat
egies. thus, lufthansa and british airways are part of the same strategic group, whereas 
southwest airlines, a low-cost airline operating only domestic services in the usa, would 
be in a different strategic group. 

it is important for organizations to identify the relevant market, industry and strategic group 
and to understand how and why they are not the same. 

Source: adapted from Kay (1995) 

Thus, whereas an industry is centered upon producers of a product or service, a market is centered 
on customers and their requirements (needs and wants). A particular market consists of a group of 
customers with a specific set of requirements that may be satisfied by one or more products. Analy-
sis of a market will therefore involve gaining understanding of customers, their requirements, the 
products that satisfy those requirements, the organizations producing the products and the means 
by which customers obtain those products (distribution channels). 

As well as selling their products in markets, businesses obtain their resources (labor, materials, 
equipment, land, etc.) in markets – referred to as resource markets. Additionally, most businesses are 
interested in markets for substitute products, and they will also be keen to investigate new markets 
for their products. 

8.2 Industry analysis 
Analysis of its industry and markets allows an organization to: 

z Identify other industries where it may be able to deploy its core competences 
z Understand the nature of its customers and their needs 
z Identify new markets where its core competences may be exploited (see Chapter 3 for a discus-

sion of core competences) 
z Identify threats from existing and potential competitors in its own and other industries 
z Understand markets from which it obtains its resources 

Analysis of the competitive environment (industry and market) is important to the development of 
an organization’s future strategy, as is analysis of the macro environment (covered in Chapter 7) 
and internal analysis (which was the subject of Part 2 of this book). The industry and market context 
will play an important role in shaping an organization’s competences and core competences. 
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The core competences of a business must continually be reviewed in relation to: 

z Changing customer needs 
z Competitors’ competences 
z Other market opportunities 

Industry analysis aims to establish the nature of the competition in the industry and the competitive 
position of the business. Industry dynamics, in turn, are affected by changes in the macro environ-
ment (see Chapter 7). 

For example: Aging populations in many developed countries have significantly affected 
the demand for tourism products with the growth in cruising, escorted coach tours and 
long-stay holidays being but three industry responses to the trend. 

	z using examples from THE, define and distinguish between an industry and a market. 

	z What is the purpose of industry analysis? 

	z explain using examples from THE what is meant by the term strategic group and distin
guish how it is different from an industry. 

TH INK POINTS  

There is a danger that industry analysis can be seen as a ‘one-off’ activity, but like all components of 
the strategic process, it should be undertaken on an ongoing basis. The industry analysis framework 
developed by Porter (1980) is the most widely used and is explained in the following section. 

8.3 Porter’s five forces model of industry analysis 
Models that become widely accepted and utilized are generally simple and easy to recall. Such is the 
case with Porter’s widely used ‘five forces’ model of industry analysis. The concept has been widely 
applied and critiqued in the THE academic literature (see, for example, Benson and Henderson, 
2011; Tavitiyaman et al., 2011; Ivanova and Ivanov, 2015; Roper and Hodari, 2015; Emery et al., 
2016; Moreno-Izquierdo et al., 2016; Nannelli et al., 2019). 

Porter (1985) developed a framework for analyzing the nature and extent of competition within an 
industry. He argued that there are five competitive forces that determine the degree of competition 
within an industry. Understanding the nature and strength of each of the five forces within an indus-
try assists managers in developing the competitive strategy of their organization. The five forces, 
which are shown in Figure 8.1, are as follows: 

z Threat of new entrants to the industry 
z Threat of substitute products 
z Power of buyers or customers 
z Power of suppliers (to businesses in the industry) 
z Rivalry among businesses in the industry 

By determining the relative ‘power’ of each of these forces, an organization can identify how 
to position itself to take advantage of opportunities and overcome or circumvent threats. The 
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Figure 8.1 porter’s five forces framework 

Source: adapted from porter (1985) 

strategy of an organization may then be designed to exploit the competitive forces at work within 
an industry. 

Before considering the detailed aspects of the five forces framework, a number of points should be 
noted: 

z Although originally developed with commercial businesses in mind, the framework can provide 
valuable insights for most organizations, destinations or attractions. 

z It is important to identify which of the five forces are the key forces at work in an industry. In 
many cases, one or more of the five forces prove to be ‘key forces’ and the strategic analysis must 
focus on these. 

z The dynamic nature of the competitive environment means that the relative strength of the forces 
in a particular industry will change over time. It is therefore important for the analysis to be 
repeated on a regular basis to detect such changes, before competitors do so, and allow an early 
adjustment of strategy. 

z The framework should be based at the level of the SBU rather than at the level of the entire orga-
nization (except where the organization is simple and consists of one SBU only). This is because 
individual organizations may be diverse in their markets and operations. 
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z The five forces are not independent of each other, with pressures from one competitive force hav-
ing the potential to trigger changes in the other forces. 

For example: Potential new entrants to a market, finding their route blocked, may find new 
routes to the market by bypassing traditional distribution channels using agents or interme-
diaries and sell directly to consumers. Most airlines following the low-cost model (such as 
easyJet, Norwegian, IndiGo, Jetstar, AirAsia, Frontier or Southwest) do not commonly use 
distribution through intermediaries such as travel agents and do not feature prominently on 
GDSs. Instead, tickets are normally sold directly to consumers (largely through the internet), 
thereby cutting out the intermediaries and the commission that would ordinarily have been 
paid to them. Thus, the bargaining power of one set of buyers (the travel agents) was reduced 
by the introduction of new market entrants, whereas the bargaining power of another set 
(consumers) was increased as a result of increased competition provided by the new entrant. 

KEY  CONCEPT  

Strategic business unit 

in strategy, the term strategic business unit is widely used, usually using the acronym SBU. 
an sbu supplies goods or services for distinct market segments (Whittington et al., 2020). 
the term sbu is rarely used by organizations internally (because it represents management 
jargon); rather, the terms ‘department’, ‘functions’, ‘subsidiaries’ and ‘profit centers’ are 
more widely applied to distinctive parts of organizations. 

an sbu allows organizations to be broken down into distinct parts that can be analyzed 
accordingly and appropriate strategies designed. this is useful because an individual organi
zation may be offering many products to different segments of customers in various markets in 
which they may face a different set of competitors. subdividing organizations into its constitu
ent sbus allows this complexity to be understood and for meaningful analysis to be carried 
out. Management decisions can then be made in relation to each sbu based on the analysis. 
in some cases, with smaller organizations, they cannot meaningfully be broken down, because 
they have a limited product range. in such cases the entire organization is a single sbu. 

For example: A vertically integrated travel company such as TUI (which we cited as an 
example previously) operates in various sectors. In each of these the company faces 
different sets of competitors, suppliers and substitutes and also encounters varying 
regulatory processes. Thus, the competitive forces are different in each of its chosen 
competitive arenas. 

Each of the five forces will be discussed in turn in the context of various forms of travel and tourism 
organization. 

8.3.1 The threat of new entrants to the industry 

The threat of entry to an industry by new competitors depends on the ‘height’ of a number of entry 
barriers. Barriers to entry can take a number of forms. 

the caPital costs of entry 

The size of the investment required by a business wishing to enter the industry will be an important 
determinant of the extent of the threat of new entrants. The higher the investment required, the 
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lesser the threat from new entrants is likely to be. The lower the required investment, the greater 
the threat. In some areas of THE, such as building a hotel or a visitor attraction, starting a cruise line 
or launching an airline, the capital costs are clearly quite high. 

However, in some situations it might be possible to avoid or defer some capital costs by separating 
ownership from the management of the assets or by leasing or franchising. 

For example: Separating ownership and management is common in the hotel sector, 
where a property company may own the physical assets but a hotel operator manages the 
hotel. Leasing aircraft and ships is common in the airline and cruising sectors and allows 
high upfront costs to be spread out over a period of time. 

In other areas of THE such as starting a tour operator, a travel agency, an internet intermediary or an 
event management company, the capital costs might be relatively low because they do not normally 
require the purchase of expensive assets. 

brand loyalty and customer switching costs 

If the companies in an industry produce differentiated products and services and customers are loyal 
to particular brands, potential new entrants will encounter resistance in trying to enter the industry. 
Brand loyalty will also be an important factor in increasing the costs for customers of switching to 
the products of new competitors. 

For example: In some instances, tourism destination products are able to fully differentiate 
their products. There is only one Louvre art gallery in Paris where the Mona Lisa can 
be viewed, and the emperor penguin can only be viewed (except in captivity) in extreme 
southern latitudes. Similarly, there is only one Glastonbury rock festival held in Somerset, 
UK, in the early summer each year. 

In other instances, though competitors exist, customers may have a preference for one 
brand over another. In the hotel, tour operating, airline and cruising sectors, companies 
spend heavily on establishing their individual brands, and many consumers are relatively 
loyal to particular brands. Loyalty is encouraged through an array of well-developed 
loyalty schemes. 

Brand loyalty: Hong Kong Dragon Boat Festival 

Dragon boats have a long and colorful history stretching back in China to the third century 
bC. the boats are best known for energetic and fiercely competitive dragon boat races, 
where teams of up to 80 paddlers race the long narrow boats accompanied by the beat of 
a drum down to the finish line. 

it all started in hong Kong in 1976 when hong Kong fishermen participated in an interna
tional dragon boat race (there was one foreign team – from Japan) off the northeastern 
coast of hong Kong island. From such humble beginnings the event sparked an explosion 
of worldwide interest in dragon boat racing and transformed an ancient Chinese folk ritual 
into a modern international sport. 

the races have now become established as an annual international event. although scaled 
back in recent years because of the CoviD-19 pandemic restrictions, in June 2018 over 

8 .1  SHORT  CASE  I LLUSTRAT ION 
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5,000 athletes representing more than 200 teams from all over the world competed in 
the hong Kong international Dragon boat races, with hong Kong’s iconic skyline as the 
backdrop. 

by definition, the ‘hong Kong’ dragon boat races cannot be staged elsewhere. a tradi
tion is formed over many years and a brand backed by business sponsorship becomes 
established, with loyalty among the sport’s participants and supporters. however, the hong 
Kong dragon boat races have formed a recognized identity and brand so that hong Kong 
branded dragon boat racing now takes place annually in other cities around the world, 
including london and new york. 

Source: www.discoverhongkong.com/ 

Questions 

1. explain how the building of a brand has established a barrier to entry in this case. 

2. provide another example from your knowledge of THE of a brand becoming so well 
established as to create a barrier to entry. 

Thus, customers cannot switch to new entrants if they want to experience these attractions or events. 

However, in many cases, THE consumers are driven by price and exhibit little brand loyalty. Thus, 
consumers may switch from existing tour operators, travel agents, hotel groups, events and attrac-
tions and airlines to new entrants on the basis of a more competitive offering. 

In some cases, however, switching costs are imposed through customer loyalty schemes such as the 
frequent flyer and guest loyalty programs operated by airlines, hotels, attractions and other THE 
suppliers. These programs (such as American Airlines’ AAdvantage, Air France–KLM’s Flying Blue, 
Hilton’s HHonors and Accor Group’s Le Club Accorhotels) represent powerful incentives for THE 
consumers to remain loyal to particular brands. 

economies of scale or scoPe available to existing comPetitors 

If existing competitors are already obtaining substantial economies of scale, it will give them an 
advantage over new competitors, who will not be able to match their lower unit costs of production. 

For example: A new entrant offering ‘package’ holidays to Spain from the major European 
markets (Germany, the UK and Scandinavia) would face strong competition from large 
entrenched operators such as TUI, Kuoni and Jet2. These operators often have long-
standing arrangements with accommodation suppliers in Spain and other Mediterranean 
destinations. Given their ability to contract bed spaces in bulk, they are able to negotiate 
highly favorable terms that may not be available to a smaller new entrant. 

Economies of scale and scope 

economies of scale and economies of scope are widely used terms in the academic litera
ture. they are conceptually similar (and often the term economies of scale is used loosely 
to denote both concepts), but they are different in detail. 

KEY  CONCEPT  

https://www.discoverhongkong.com/
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Economies of scale primarily refers to reductions in the average cost (cost per unit) associ
ated with increasing the scale of operations for a single product type. 

Economies of scope refers to lowering the average cost for a firm in producing two or more 
products. 

For example: An airline operating to single destination may be able to achieve 
economies of scale by operating a larger airplane as business increases because it 
will probably have lower operating costs per passenger. Similarly, if further routes 
are added to the airline network, economies of scope may occur because the 
costs of maintenance, sales and marketing, check-in staff, etc., may be shared by 
several products (the airline routes in this case), thus bringing average costs per 
passenger down. 

access to inPut and distribution channels 

New competitors may find it difficult to gain access to distribution channels, which will make it dif-
ficult to provide their products to customers or obtain the inputs required. 

For example: In the case of the tour operator cited previously, such is the shortage of 
some categories of accommodation in some destinations that existing operators have 
sometimes contracted all available capacity, thereby excluding new entrants from access 
to the necessary inputs. Furthermore, the existing large tour operators have established 
distribution channels (such as travel agents, call centers and the internet) in their major 
markets that they have developed over the years to provide the most cost-efficient means 
of distribution. A new entrant would require heavy investment to secure such access. 

the resistance offered by existing businesses 

If existing competitors choose to resist strongly, it will make it difficult for new organizations to 
enter the industry. 

For example: If existing businesses are obtaining economies of scale, it will be possible for 
them to undercut the prices of new entrants because of their cost advantage. In some cases, 
existing competitors may make price cuts or increase marketing expenditure to deter new 
entrants. It has been claimed that such predatory pricing behavior has been undertaken 
by the established ‘full-service’ airlines to deter new low-cost carriers (see, for example, 
Fageda et al., 2011). 

If barriers to entry make it difficult for new competitors to enter the industry, this will limit the 
amount of competition within it. As a result, competitors within the industry will seek to strengthen 
the barriers to entry by cultivating brand loyalty, increasing the costs of entry and ‘tying up’ input 
and distribution channels as far as is possible. 

Conversely, potential new entrants will lobby for the removal or reduction of such barriers to allow 
them to enter the industry and compete for business. In other words, they will try to make the 
industry contestable. 

government regulation 

In some situations, new competitors are prevented from entering the market by government or 
intergovernmental regulation of THE sectors. 
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For example: Provision of accommodation and services for tourists by organizations is 
strictly regulated within the internationally renowned national parks of the USA such as 
Yellowstone and Yosemite. This is in marked contrast to the largely unregulated position 
outside the parks. 

The institutional environment plays a very important role (in regulating competition), particu-
larly in so-called transition countries such as China. Government intervention is a typical charac-
teristic of the institutional environment in these transition countries (C. Wang and Xu, 2011). In 
such circumstances, the government intervenes not only in the formulation of investment policy 
but also in its implementation and even in firms’ operations, particularly those of state-owned 
enterprises. 

8.3.2 The threat of substitute products 

A substitute can be regarded as something that meets the same needs as the product of the industry. 

For example: An individual wishing to cross the English Channel between England and 
France can choose to travel by air, by cross-channel ferry or by the train service using the 
channel tunnel. These products all provide the benefit to the customer of crossing to France, 
despite the fact the ferry rail and air services are provided by different industries. 

The extent of the threat from a particular substitute will depend upon two factors: 

z The extent to which the price and performance of the substitute can match the industry’s product 

Close substitutes whose performance is comparable to the industry’s product and whose price is 
similar will be a serious threat to an industry. The more indirect the substitute, the less likely the 
price and performance will be comparable. Because most THE products (in leisure markets) are of 
relatively high cost and the expenditure is usually seen as a luxury rather than a necessity, the prod-
ucts will compete for disposable income with other high-cost items such as cars and ‘white goods’ 
(refrigerators and washing machines). 

z The willingness of buyers to switch to the substitute 

Buyers will be more willing to change suppliers if switching costs are low or if competitor products 
are lower priced or have improved performance. This is also closely tied in with the extent to which 
customers are loyal to a particular brand. The more loyal customers are to one supplier’s products 
(for whatever reason), the more the threat from substitutes will be reduced. 

KEY  CONCEPT  

Switching costs 

one of the key strategic maneuvers in maintaining customer loyalty is increasing the cost – 
to the customer – of changing to a new supplier. if switching costs are high, customers will 
have an economic disincentive to switch and hence will tend to stay with the existing sup
plier. For direct substitutes, switching costs may be increased by customer loyalty schemes 
or promotional offers to existing customers. 
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For indirect substitutes, there are likely to be higher actual or perceived switching costs, 
because the benefits derived from a holiday or attendance at a festival are very different 
from those derived from buying say a new washing machine, yet they both compete for a 
share of consumers’ disposable income. 

Competitors in an industry will attempt to reduce the threat from substitute products by improving 
the performance of their products, by reducing costs and prices and by differentiation. 

KEY  CONCEPT  

Direct and indirect substitutes 

there are very few products for which there is no substitute. a substitute can be defined 
as a product that offers substantially equivalent benefits to another. this criterion – that of 
receiving equivalent benefits – can be met in two ways: directly and indirectly. 

Direct substitutes are those that are the same in substance. Direct substitutes may simply 
be competitive brands or competing destinations. emirates airlines, singapore airlines, 
Malaysia airlines and thai airways are direct competitors for air services between south
east asia and europe. 

Indirect substitutes are those that are different in substance but which can, in certain cir
cumstances, provide the same benefit. thus, international air travel and teleconferencing 
are different in substance, but can provide similar benefits in certain circumstances. if a 
meeting is required to discuss new product ideas the two indirect substitutes should be 
considered. if, however the purpose of the business trip is to meet potential suppliers 
or view new hotel or event facilities it is unlikely that teleconferencing would provide an 
adequate substitute. 

8.3.3 The bargaining power of buyers 

The extent to which the buyers (customers) of a product exert power over a supplying organization 
depends upon a number of factors. Broadly speaking, the more power that buyers exert, the lower 
will be the transaction price. This has obvious implications for the profitability of the supplier. The 
factors that affect the relative power of buyers include: 

the number of customers and the volume of their Purchases 

The fewer the buyers and the greater the volume of their purchases the greater will be their bargain-
ing power. A large number of buyers each acting largely independently of each other and buying only 
small quantities of a product will be comparatively weak. 

For example: The major cruise lines operating in the Caribbean (of which there are 
relatively few) have power over the many competing small Caribbean island destinations 
when deciding on their cruise schedules and negotiating port charges. On the other hand, 
individual travelers will have limited bargaining power when dealing with large cruise 
lines because there are many such customers but relatively few cruise lines. 
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the number of businesses suPPlying the Product and their size 

If the suppliers of a product are large in comparison to the buyers, buying power will tend to be 
reduced. The number of suppliers also has an effect – fewer suppliers will tend to reduce the bar-
gaining power of buyers because choice and the ability to ‘shop around’ are reduced. 

For example: Individual airlines wanting to serve London – and wanting to serve 
the lucrative business market in particular – are faced with a difficult situation. The 
three largest London airports (Heathrow, Gatwick and Stansted) are separately owned. 
Heathrow is by far the largest, has the greatest number of business clients and has the 
most connectivity with other destinations. The Heathrow to New York route in particular 
is one of the most lucrative in the world for business clients. This gives the London 
Heathrow airport operator a strong position when negotiating landing rights and their 
cost with airlines. 

switching costs and the availability of substitutes 

If the costs of switching to substitute products are low (because the substitutes are close in terms 
of functionality and price), customers will be accordingly more powerful. 

For example: Customers would not normally be financially penalized for moving their 
business from one Spanish resort to another or for moving a concert from one venue to 
another (unless contractually bound). 

It should be borne in mind that buyers are not necessarily those at the end of the supply chain. At 
each stage of a supply chain, the bargaining power of buyers will have a strong influence on the 
prices charged and the industry structure. 

For example: In the supply chain for hotel rooms at a particular destination, the buyers 
include individual business and leisure customers, tour operators, travel intermediaries 
(such as travel agencies and internet comparison sites), airlines and other transportation 
groups and event promoters. The amount of power that each buyer exerts can differ 
substantially. Those buyers who can buy in bulk and provide the accommodation provider 
with guaranteed occupancy levels will be able to exert far greater pressure on the hotels in 
question than individual customers. 

In summary, the relative power of buyers is likely to be most powerful when: 

z There are few of them and they purchase large quantities 
z There are a large number of suppliers 
z The size of the buyers is large relative to the size of the suppliers 
z Switching costs for buyers from one product supplier to another are low 
z Substitute products are available 
z Switching costs between suppliers is low 

When the opposite conditions apply, buyers will be weak. 

8.3.4 The bargaining power of suppliers 

Organizations must obtain the resources they need to carry out their activities from resource suppli-
ers. These resources fall into the four categories we have previously encountered: human, financial, 
physical and intangible. 
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Resources are obtained in resource markets where prices are determined by the interaction between 
the organizations supplying a resource (suppliers) and the organizations from each of the industries 
using the particular resource in question. It is important to note that many resources are used by 
more than one industry. As a result, the bargaining power of suppliers will not be determined solely 
by their relationship with one industry but rather by their relationships with all of the industries 
that they serve. 

The major factors determining the strength of suppliers are as follows. 

the uniQueness and scarcity of the resource that suPPliers Provide 

If the resources provided to the industry are essential and have no close substitutes, suppliers are 
likely to command significant power over the industry. If the resource can be easily substituted by 
other resources, its suppliers will have little power. 

For example: People with rare or exceptional skills can command higher salaries than 
lesser-skilled people. The musician or sports team represents the talent appearing at a 
concert or festival or major sporting event, for instance. The power of the personal or 
team brand is such that they provide the principal unique selling point for the event. 
Consequently, the artist or members of the sports team command high salaries because the 
event depends directly on their participation for its success. 

Similarly, the limited number of aerospace suppliers gives them considerable power. The 
worldwide suppliers of large jet aircraft are limited to two (Boeing in the USA and Airbus, 
a collaboration between France Germany, and Spain with participation by the UK), and 
the large-scale suppliers of jet engines are limited to four (General Electric and Pratt and 
Whitney in the USA, Rolls Royce in the UK and SNECMA in France). 

how many other industries have a reQuirement for the resource? 

If suppliers provide a particular resource to several industries, they are less likely to be dependent 
on one single industry. Thus, the more industries to which they supply a resource, the greater their 
bargaining power will be. 

For example: In some of the most developed accommodation markets such as London, 
Dubai and New York, hotels often find it difficult to recruit an adequate supply of staff 
because they have to compete for labor with many other industries. Consequently, staff 
members are frequently supplied from foreign countries with lower wage rates and/or 
higher unemployment levels. Similarly, in these locations, development land is scarce and 
hotels have to compete with other uses (offices, retail and residential) for suitable sites. 

switching costs between suPPliers 

In some cases, switching between suppliers may be difficult and costly. Close working relation-
ships may have been built up over a protracted period so that any new supplier would not have the 
necessary knowledge or experience required, or systems and services may have been tailored to the 
requirements of a particular supplier. 

For example: An airline that operated an all-Boeing fleet of aircraft would find it difficult 
to switch quickly to supply from Airbus because pilots were trained for Boeing aircraft, 
capacity was calculated using Boeing seat configurations, engineers were trained to 
maintain Boeing aircraft and spares were bought for the Boeing aircraft. 

Conversely, the costs for an event management company in moving a concert in a particular city 
from one venue to another may be very low. 
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the number and size of the resource suPPliers 

If the number of organizations supplying a resource is small and the number of buyers is large, the 
greater the power of the suppliers over the organizations will be in any industry. If the suppliers are 
small and there are a large number of them, they will be comparatively weak, particularly if they are 
small in comparison to the organizations buying the resource from them. 

For example: Most of the suppliers of food and services to an international hotel group 
such as Sheraton are weak because they are small in comparison to the hotelier. Hotel 
groups will have a number of suppliers at its various locations and are able to switch 
suppliers, if necessary, to gain lower input costs or higher quality. 

In summary, suppliers to an industry are likely to be most powerful when: 

z The resource they supply is scarce 
z There are few substitutes for it 
z Switching costs are high 
z They supply the resource to several industries 
z The suppliers themselves are large 
z The organizations in the industry buying the resource are small 

When the opposite conditions apply, suppliers will be weak. 

8.3.5 The intensity of rivalry among competitors in the industry 

Businesses within an industry will compete with each other in a number of ways. Broadly speaking, 
competition can take place on either a price or non-price basis. 

z Price competition involves businesses trying to undercut each other’s prices, which will, in turn, 
be dependent on their ability to reduce costs of production (operations). 

z Non-price competition will take the form of branding, advertising, promotion, additional services 
to customers and product innovation. 

Market structure 

the markets for which an industry’s businesses supply their products differ considerably in 
their structures. there are four basic types of market structure: 

z perfect competition 

	z Monopolistic competition 

	z oligopoly 

	z Monopoly 

each of these types, which are shown in Figure  8.2, have their own set of characteris
tics and assumptions, which will in turn affect decision making within firms and the profits 
they can make. economists refer to the degree of monopolistic power that companies 

KEY  CONCEPT  
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possess – because the greater the power, the greater the degree of control companies will 
have over their pricing. broadly speaking, this power increases from perfect competition 
(where there is none) – that is, many competitors – to monopoly (where there is a great 
deal); that is, no competitors. 

Perfect 
competition 

Monopolistic
competition Oligopoly Monopoly 

Concentration 

Competitors 

Figure 8.2 Concentration and market structure 

z Perfect competition – a large number of small firms compete against each other. a single 
firm does not have any significant market power. as a result, the industry as a whole pro
duces the optimal level of output, because none of the firms have the ability to influence 
market prices. 

z	Monopolistic competition – a large number of small firms compete against each other. 
however, unlike in perfect competition, the firms sell similar but slightly differentiated 
products. this gives them a certain degree of market power that allows them to charge 
higher prices within a certain range. 

z	Oligopoly – is dominated by only a small number of firms. this results in a state of limited 
competition. the firms can either compete against each other or collaborate. by doing 
so, they can use their collective market power to drive up prices and earn more profit. 

z	Monopoly – a single firm controls the entire market. in this scenario, the firm has the high
est level of market power, because consumers do not have any alternatives. as a result, 
monopolists often reduce output to increase prices and earn more profit. 

In some sectors of THE, competitive rivalry is fierce, whereas in others, it is less intense or even 
nonexistent because oligopolies or monopolies are formed. 

For example: The competition among upscale hotels in Las Vegas, USA (see Short Case 
Illustration below) has been intense in recent years. A building boom during the 1990s and 
early years of the 2000s was followed by an economic slowdown after 2008 that affected 
occupancy rates and led to heavy discounting of room rates. 

This can be contrasted with rail services in many countries such as France, Italy, Germany, 
Malaysia and China where state-controlled enterprises hold monopoly (or near monopoly) 
positions. 
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Competitive rivalry: Las Vegas hotel occupancy rates 

las vegas, nevada, is unlike any other city in america. From its humble origins as a small 
desert town with a few hotels and saloons that served the workers who built the nearby 
hoover Dam, the town has mushroomed, constantly adding hotels and attractions. older 
hotels like the Dunes and the sands were demolished to make room for the new properties. 
people travel to las vegas for business, with convention business having increased mark
edly in recent years, and for leisure driven by gaming and high-quality entertainment. 

the las vegas Convention and visitors authority gathers a variety of data that are used to 
measure the health and growth of the economic engine that drives the las vegas economy. 
Figure 8.3 shows annual occupancy rates for las vegas. in 2021, some 32.2 million people 
visited the town, well down from the pre-CoviD-19 figure of 42.5 million. the las vegas 
hotel market is intensely competitive and continually seeking ways to attract additional visi
tors through price incentives, refurbishment of existing facilities and new building, provid
ing entertainment and adding attractions. 

nevertheless, overall occupancy rates fell from their 2007 peak as the economic recession fol
lowing the 2008 banking crisis took its toll. hotel occupancy levels have recovered somewhat 
since 2013 but are still lower than those achieved in the early years of the new millennium. 

in most years, occupancy rates of over 80% are still high by most standards, but occupancy 
rates vary enormously between high weekend demand and lower occupancy rates during 
the week. variable occupancy rates in turn lead to highly elastic pricing structures. prices 
usually rise in las vegas on weekends and fall during the intervening period, in marked 
contrast to most city-based accommodation markets, which exhibit higher rates during the 
week to cater to business demand. 

the CoviD-19 pandemic severely affected occupancy rates (as with all accommodation 
markets) in 2020, with rates falling to 37.4%. some recovery was evident in 2021, with rates 
increasing to 60.5%. 

Figure 8.3 las vegas hotel occupancy rates 

Source: adapted from www.lvcva.com 

8 .2  SHORT  CASE  I LLUSTRAT ION 
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Questions 

1. explain the pattern of demand for hotel accommodation in las vegas and contrast it with 
most other city markets. 

2. Contrast the competitive rivalry in las vegas with a state-controlled railway company. 

In highly competitive markets companies engage in regular and extensive monitoring of key com-
petitors by such means as: 

z Examining price changes and matching any significant move immediately 
z Examining any rival product change in great detail and regularly attempting new initiatives in 

one’s own organization 
z Watching investment in new competing operations 
z Attempting to poach key employees 

In Figure 8.1 it can be seen that the other four forces point inwards toward this fifth force. 

This representation is intentional, to remind us that the strength of this force is to a large extent 
dependent on the contributions of the other four forces that ‘feed’ it. The overall market structure 
in which industries sell their products is also important. However, there are also some additional 
conditions within the industry itself that may lead specifically to a higher degree of competitive 
rivalry. These specific factors include the following: 

the relative size of comPetitors 

When competitors in a sector are of roughly equal size, there is a possibility that rivalry is increased 
as the competing companies try to gain a higher degree of market dominance, but profits fall as a 
result of this increased rivalry. 

Conversely, in situations where there is a dominant organization, there may be less rivalry (and con-
sequently higher levels of profitability) because the larger organization has a degree of monopolistic 
power and is often able to stop or curtail moves by smaller competitors. 

For example: In relation to Macao, Sheng (2011) argued that there has been local 
underinvestment and a large influx of foreign labor, and in such circumstances large 
transnational enterprises may make their profits at the expense of local businesses. 
Therefore, Sheng (2011) maintained that it is the government’s responsibility (China in 
the case of Macao) to regulate foreign investment in a way that is conducive to sustainable 
development. 

the nature of costs in industry sectors 

If sectors of an industry have high fixed costs and thus are capital intensive, rivalry among competi-
tors may become more intense as price-cutting becomes a way of filling capacity. 

For example: In the cruise sector and among airlines, hotel brands and tour operators and 
event managers, discounting during the period close to departure, when the accommodation 
is required or the event is scheduled to take place is commonplace because of the inherent 
perishability of the product and the high level of fixed costs. 
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the maturity of the markets served 

If the market is mature (and thus only growing slowly), competition is likely to be more intense 
than that in a market that is still growing vigorously. This is because in a mature market the only 
way for an organization to achieve higher sales is by taking market share from competitors and, 
consequently, rivalry is increased. In markets that are still growing vigorously, however, new oppor-
tunities are opening up for organizations and thus sales can be increased without taking market 
share from competitors. 

the degree of brand loyalty among customers 

If customers are brand loyal, there is likely to be less competition, and what competition there is will 
be on a non-price basis. If there is little brand loyalty, competition will be more intense. 

For example: Cruise passengers have traditionally been very loyal to a particular cruise 
line and even to their preferred ship, whereas Northern European tourists taking packaged 
Mediterranean holidays are willing to switch brands freely, lured by a high level of price 
competition. Such brand loyalty is closely linked to a further factor – that of differentiation. 

the degree of differentiation 

Where products can be easily differentiated, rivalry is likely to be less intense, whereas where dif-
ferentiation is difficult, rivalry is likely to be more intense. 

For example: Continuing the example from above, it is relatively easy to differentiate 
a cruising product through the type, size, quality and crew of a ship. By contrast, with 
regard to a package holiday to the Mediterranean, tour operators may use similar types 
of aircraft, accommodation, ground handling agents and distribution channels and offer 
the same destination choice. Consequently, the opportunities to differentiate their product 
offerings are more limited. 

government regulation 

The degree of government regulation will have an influence on the extent of competitive rivalry in a 
sector. The international airline industry has traditionally been heavily regulated, with governments 
taking direct roles in setting intergovernmental agreements to exert control. 

For example: International air travel between many countries has been regulated through 
a complex web of bilateral treaties negotiated between the governments at either end of the 
air routes. Although much deregulation has taken place, many restrictions still remain. 

Similarly, in the UK, the government, acting through the Civil Aviation Authority’s Air 
Travel Organisers’ Licence system, seeks to control the capacity of air inclusive tour operators. 
In both these cases, rivalry might be more intense if government regulation ceased to exist. 

By contrast, government controls over the international hotel sector are rare, other than 
through normal planning restrictions and investment incentives. 

the height of exit barriers 

The height of exit barriers (the ease with which organizations can leave the sector) will have an 
impact on competitive rivalry. Where high capital costs have been incurred, as with the purchase 
of aircraft, cruise liners or the construction of hotels or visitor attractions, it may be difficult to exit 
from these sectors, because these assets cannot easily be put to other uses and may be difficult to 
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sell, particularly in times of economic downturn. Consequently, overcapacity may persist in such 
sectors for a period of time, leading to increased rivalry between competitors. Conversely, because 
new capacity is difficult to add quickly, undercapacity may be an issue at certain times, leading to a 
decrease in rivalry between competitors. 

For example: Issues in relation to overcapacity in some Asian hotel markets such as Hong 
Kong and Shanghai were discussed by Tsai and Gu (2012) and Zheng and Gu (2011), 
respectively, and S. K. Lee and Jang (2012) assessed potential overcapacity issues in US 
lodging provision. 

A high degree of rivalry will usually reduce the potential profitability of an industry and may lead to 
innovations that serve to stimulate consumer demand for the THE products being offered. In recent 
years, many sectors of THE have become more competitive as the result of the influence of several 
factors, including: 

z Technology advances 
z Government deregulation 
z Government privatization 
z Economic slowdown in many economies 
z Removal of restrictions on foreign travel 
z Removal of limits on supply 

For example: The competition among European tour operators to secure hotel rooms 
and self-catering accommodation rooms at prime Spanish resorts, the competition between 
European cities as short break destinations, the growth of Dubai as a tourist destination, 
the increasingly crowded schedule of European summer music festivals and the increased 
competition in the air travel market between Europe and North America are all examples 
of increasingly competitive sectors of THE. 

	z explain how porter’s five forces framework works as a tool of industry analysis. 

	z What are the limitations of the five forces framework? 

	z using examples from THE, explain what entry barriers are and the link between their 
‘height’ and the likely profitability of an industry. 

TH INK POINTS  

8.3.6 The five forces framework and profitability – a summary 

As has been discussed, a relationship can be established between an organization’s position in 
respect to the five forces and its potential profitability. Table 8.1 summarizes how the five forces can 
help to determine company and industry profitability. 

8.3.7 Limitations of the five forces framework 

Porter’s five forces framework represents a good starting point for the understanding of competitive 
forces and has obvious value as a tool for managers seeking a better understanding of such forces. 
However, the framework is subject to several important limitations. The major limitations of the 
framework are as follows. 
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Table 8.1 porter’s five forces and profitability – a summary 

Force profitability likely to be profitability likely to be 
higher if there is/are: loWer if there is/are 

z	bargaining power of suppliers Weak suppliers strong suppliers 

z	bargaining power of buyers Weak buyers strong buyers 

z	threat of new entrants high entry barriers low entry barriers 

z	threats from substitute products Few possible substitutes Many possible substitutes 

z	Competitive rivalry little rivalry intense rivalry 

IT imPlies that suPPliers, buyers and comPetitors are threats 

The framework is built on the premise that suppliers, buyers and competitors represent threats that 
need to be tackled. However, some organizations have built successful strategies on the basis of 
building close working relationships with suppliers, buyers and competitors. 

Collaborative (or cooperative) strategy has become an important part of the overall THE competitive 
landscape and takes a number of forms involving aspects such as strategic and marketing alliances, 
partnering, networking and clustering. In all of these activities (see Chapter 11), separate organizations 
(or parts of them) work together in various ways for mutual benefit, and in many cases public and 
private sectors work together in PPPs. 

This facet of strategy for THE organizations has generated a broad literature, having been dis-
cussed by a number of authors, including Evans (2001), Casanueva et al. (2014), Zou and Chen 
(2017) and Peng and Lu (2022) in relation to airlines; Chathoth and Olsen (2003), Pansiri (2008), 
Ramayah et al. (2011) and Dewally and Gordon (2022) in relation to tourism and hospitality; 
Andersson and Getz (2009) and Zapata and Hall (2012) in relation to PPPs; Long (2000), Aas 
et al. (2005) and Stokes (2006) in relation to events and attractions; and Y. Wang and Fesenmaier 
(2007), Y. Wang et al. (2012), Garrod and Fyall (2017) and Cehan et al. (2021) in relation to 
destinations. 

IT claims to assess industry Profitability 

Porter (1980) argued that the framework makes it possible to assess the potential profitability of a 
particular industry. Though there is some evidence to support this claim, there is also strong evi-
dence to suggest that company-specific factors are more important to the profitability of individual 
businesses rather than industry factors (Rumelt, 1991; Karniouchina et al., 2013). 

IT imPlies that the five forces aPPly eQually to all comPetitors in an industry 

In reality, the strength of the forces may differ from business to business. The framework 
implies that if, for example, supplier power is strong, this will apply to all the businesses in the 
industry. In fact, supplier power may differ from business to business in the industry. Larger 
businesses will face less of a threat from suppliers than will smaller ones. Similarly, businesses 
with strong brand names will be less susceptible to buyer power and substitutes than those with 
weaker brands. 

Notwithstanding the criticisms, Porter’s five forces analysis has been highly influential and is widely 
applied. As with other simplifying models, it has to be applied carefully and critically and should be 
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used as one form of evidence to be used in conjunction with others. Dobbs (2014) provided a set of 
industry templates for applying the model successfully. In a widely cited article, Grundy (2006) cri-
tiqued the model and recognized its influential position in the strategy field. In the article, he argued 
that despite its inherent difficulties, the model is valuable and that there are a number of important 
opportunities for using Porter’s model in an even more practical way. 

The Short Case Illustration below applies Porter’s five forces analysis to the European airline industry. 

Forces driving competition: the European airline industry 

New entrants 

 z relatively high entry barriers 

 z high capital costs for start-ups 

 z Well-established brands 

 z some examples of tacit government support for national ‘flag carriers’ 

 z shortages of airport take-off and landing slots at some major airports 

 z Corporate jets, low-cost carriers and regional airlines challenging larger, more established 
airlines 

Buyers 

 z Decreasing customer loyalty 

 z airline frequent flyer programs 

 z greater choice on some routes 

 z Complicated and confusing fare structures 

 z Competition from charter carriers on some routes 

 z Consolidation among travel intermediaries 

 z increasing consumer use of price comparison sites 

Substitutes 

 z Development of high-speed trains across europe 

 z extensive motorway network for car usage 

 z telecommunication technologies such as teleconferencing 

Suppliers 

 z oligopoly of aircraft and aircraft engine suppliers 

 z oligopoly of aircraft leasing companies 

 z local monopolies of infrastructure providers (airports and surface transport) 

 z national monopolies and undercapacity of air traffic control providers and air space 

8 .3  SHORT  CASE  I LLUSTRAT ION 
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Rivalry among competitors

z varies on different routes but increasing generally

z increasing price competition and continuing quality and service competition

z extensive use of gDs systems and internet and mobile distribution

z sophisticated yield management systems enabling price discrimination to take place

z Collaboration through strategic alliances and code sharing

z Charter, regional and low-cost entrants and high-speed rail providing increased 
competition

z established carriers dropping service features to compete with new entrants

Discussion

air transport is only one example of the various sectors in which industry leaders are facing 
increased competition from low-cost companies. the nature of competition has changed in 
recent years as market liberalization has enabled low-cost airlines (lCas) to enter the market. 
new operational practices, lower service levels, internet and mobile distribution and the oper-
ation of a single aircraft type keep costs at low levels in a manner pioneered by southwest 
airlines in the usa. the lCa model started in europe in 1995. irish airline ryanair’s Michael 
o’leary visited southwest in 1991 and adapted its model a few years later (Creaton, 2005). 
subsequently, easyJet was launched as an lCa in 1995, and many others have followed.

the newer entrants to the european airline industry have induced new demand for air 
travel among the population, and new city pairings previously thought not to be viable 
have emerged. an environment of deregulation and privatization has resulted in a more 
open market, but congestion at several major airports, air traffic control limitations and 
strong entrenched airlines, sometimes benefiting from tacit government support, have lim-
ited competition on some routes. the turbulent environment has placed a high degree of 
pressure on airlines to adapt to survive. as a sign of adaptation, the formation of strategic 
alliances has become a defining characteristic of the global air transport sector.

Questions

1. outline the factors leading to the rise of low-cost airlines.

2. how has the intensity of competitive rivalry changed in recent years in the european air-
line industry?

3. Comment on why it might be useful to apply porter’s five forces model in situations like 
the european airline industry.

8.4 Clustering
An important aspect of Porter’s work relates to the importance of clusters. Clusters are geographic 
concentrations of interconnected companies and institutions in a particular field. They encompass 
an array of linked industries and other entities that are important to competition. The best-known 
international examples that are often cited include the cluster of technology companies south of San 
Francisco in California’s Silicon Valley and Tennessee’s music industry cluster centred on Nashville 
(see Porter et al., 2012), but many other examples exist around the world.
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Clusters 

the application of the cluster theory to THE sectors has long been of interest (Capone, 
2015). 

porter (1998:78) defined clusters as geographical concentrations of interconnected 
companies, specialized suppliers, service providers, firms in related industries and 
associated institutions in particular industries that compete, but also co-operate. 

the clustering in a territory as a determinant of firms’ competitiveness was extended some 
time ago to the tourism, hospitality and cultural and creative industries, which led to the 
coining of terms such as tourist cluster, cultural cluster, district cluster and creative cluster 
(Capone, 2015). 

by way of an example, porter discussed the idea of a tourist cluster in analyzing the Cali
fornia wine and tourist cluster. he drew attention to the host of linkages among cluster 
members that result in a whole greater than the sum of its parts. in a typical tourism cluster, 
for example, the quality of a visitor’s experience depends not only on the appeal of the 
primary attraction but also on the quality and efficiency of complementary businesses such 
as hotels, restaurants, shopping outlets and transportation facilities. because members of 
the cluster are mutually dependent, good performance by one can boost the success of 
the others (porter, 1998). 

Clusters are not only composed of interrelated firms but benefit from the presence of local 
institutions and governance organizations. the cluster concept focuses on the linkages and 
interdependencies among actors in the value chain of products, services and innovations 
(Capone, 2015). 

thus, clustering often involves all elements of THE (accommodation, tourist facilities, 
events, transport, etc.) working in an interrelated way supported by government and public 
and private bodies to improve competitiveness for all participants. 

Clustering also takes place in various sectors of THE, and the phenomenon and its implications have 
been investigated in the academic literature. However, whereas manufacturing industries have been 
widely studied from the clustering perspective, service clusters and specifically touristic clusters 
have received less attention (Peiró-Signes, 2015). See, for example, Hawkins (2004), Jackson and 
Murphy (2006) and Novelli et al. (2006). 

For example: Y. J. A. Lee et al. (2020) examined the importance of tourism clusters in 
relation to Airbnb listings in Florida. The results indicated that overall tourism clusters 
(especially in relation to accommodation and food services) lead to superior Airbnb 
performance. 

In THE sectors, clustering clearly takes place in terms of supplying the needs of visitors at destina-
tions; indeed, a ‘resort’ can be viewed as a form of cluster development. 

For example: Peiró-Signes et al. (2015) identified US tourist clusters using a 
concentration measure, the ‘location quotient’, and checked whether hotels located in 
tourist clusters obtain higher economic results than hotels outside the identified clusters. 
The authors found that a hotel’s economic performance is indeed enhanced when in a 
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cluster but that it is more pronounced within luxury and upscale hotel categories and 
within chain-managed hotels. 

Another aspect of clustering among THE-oriented companies and ancillary services is that such 
organizations tend to cluster around transport hubs, particularly airports. 

For example: London’s Gatwick airport and nearby towns such as Crawley and Dorking 
host a growing cluster of travel-related firms. These companies include airlines and ancillary 
services but also tour operators such as British Airways Holidays, Virgin Holidays, Kuoni 
and Italian specialist tour operator Citalia. Companies such as these benefit from access 
to a hub airport, ease of access to London as an international business and professional 
center, access to airline partners and access to an experienced pool of labor. 

The Short Case Illustration below demonstrates the importance of clustering in the context of the 
Italian meetings and conventions sector. 

Clustering: Italian meetings and conventions 

the meetings, incentive travel, conventions, and exhibitions (MiCe) industry is one of the 
fastest growing segments of the tourism industry today, in both global and country-specific 
contexts (s. s. Kim et al., 2003). though it is difficult to define precisely, it is clear that it is 
growing steadily in many countries. s. s. Kim and Chon (2009), for instance, reported the 
increased importance of MiCe to the south Korean economy. 

bernini (2009) investigated the clustering of the convention industry in italy. in 2004, it was 
estimated that italian convention turnover was worth approximately us$28bn to the italian 
economy or about 26% of the total turnover produced by the tourism and hospitality industry. 

the study identified a number of clusters of convention activity. preeminent among these 
are the two ‘capital’ clusters of rome and Milan and a further cluster of eight ‘leading con
vention towns’: venice, turin, rimini, genoa, bologna, naples, palermo and Florence. given 
italy’s cultural and artistic heritage, a further cluster of minor arts cities such as verona and 
siena were also identified as being important. 

rome and Milan are the two largest italian cities and represent the national and business 
capitals, respectively, and hence have many ancillary services for convention delegates such 
as hotel accommodation, restaurants and international airports. both cities have about 
220 convention-oriented firms, which represents about 43% of the national total. bernini 
(2009:884) stated that ‘these clusters are the result of the co-location of complementary 
firms, not involved in the same activity, which benefit from the network membership and 
alliance dynamics’. 

Source: adapted from bernini (2009) 

Questions 

1. if you were managing a company managing conventions in rome or Milan, what spe
cific benefits might you hope to gain through clustering, and are there likely to be any 
drawbacks? 

2. What other examples can you cite of clustering in THE sectors, and do you think cluster
ing of such activities is likely to be more or less important in the future? 

8 .4  SHORT  CASE  I LLUSTRAT ION 
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Thus, where such clusters can be identified, a mutually supportive set of enterprises exists that com-
pete and collaborate in such a way that may give rise to competitive advantage being established. 

Though clustering is usually applied in the literature to multi-organization contexts, the clustering 
of activities can also benefit individual organizations due to the economies of scale and scope that 
can be achieved. 

For example: The advantages of clustering have long been recognized by leading hotel groups. 
Many such groups concentrate their development efforts on particular geographical territories 
to focus management expertise and to obtain economies of scale and scope. Many hotel groups, 
for instance, have regional or area managers whose responsibilities cover the overall activities 
of several hotels within a group. Clustering in this way is rather different from the clustering 
involving numerous companies clustering for mutual benefit; in cases of this type, clustering is 
done largely to achieve operating efficiencies or so-called economies of scale and scope. 

The Short Case Illustration below illustrates the importance of clustering to the UK’s largest group 
of hotels. 

Clustering of hotels: Premier Inn 

Whitbread plc uses the advantages of clusters in developing its premier inn brand, which has 
grown quickly to become britain’s largest hotel chain. in an investor presentation, the company 
demonstrated the advantages of clustering. at that time, there were 656 premier inn hotels 
arranged in 110 clusters. in Manchester, for example, there were 14 premier inn hotels that 
were arranged in three clusters: Manchester trafford, Manchester City and Manchester north. 

by clustering in this way, opportunities are provided for: 

 z Managerial expertise to be shared between hotels 

 z associated costs to be shared between several sites rather than just one 

 z staff to follow clear career progression standardization can be facilitated between sites 

 z the pooling of consumables procurement and administration 

 z processes (e.g., staff training and hiring) to be streamlined within the cluster 

Source: adapted from www.whitbread.co.uk 

Questions 

1. explain how the clustering involved in the premier inns case is different to conventions in 
italy in the previous short Case illustration. 

2. What factor might inhibit working in clusters for a group of hotels, and could clustering 
work on a basis other than geography? 

8 .5  SHORT  CASE  I LLUSTRAT ION 

	z using examples from THE, explain what is meant by clustering and assess its usefulness 
for THE organizations. 

	z Define and distinguish between competition and collaboration. 

TH INK POINTS  

https://www.whitbread.co.uk
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8.5 A resource-based approach to environmental analysis 
8.5.1 Competitive and collaborative arenas 

It is not always the case that businesses in an industry compete with each other – they might, from 
time to time, have reasons to collaborate with each other. Accordingly, in some ‘arenas’, businesses 
compete, whereas in others they may work together. 

At the root of this understanding is the fact that organizations and industries are open systems – 
they interact with many environments. The arenas in which the organization operates are described 
below: 

z The industry – the industry within which the organization currently deploys its resources and 
competences in producing products 

z Resource markets – the markets from which the organization, its competitors and other industries 
obtain their resources 

z Product markets – markets where the organization sells its products. These can be subdivided into: 
z markets for the organization’s products 
z markets for substitute products 
z new markets to which the organization may be considering entry 

z Other industries – where businesses possess similar competences to those of the organization. 
Such industries are important for two reasons: 
z the business may be considering entry to them 
z organizations in these industries are potential competitors who may enter the business’s 

industry and markets 

Each of these arenas must be analyzed because they directly affect an organization’s competitive 
positioning and hence its chances of outperforming competitors. 

The competitive and collaborative arena framework builds on Porter’s five forces framework but explic-
itly recognizes that the competitive environment is divided into four separate but interrelated arenas. 

8.5.2 Limitations of existing frameworks of analysis 

This chapter has concentrated on explaining the traditional strategic management frameworks 
employed in the analysis of the competitive environment. 

The resource-based approach to strategic management, which is particularly associated with the 
work of Jay Barney in the early 1990s (Barney, 1991) and more recently assessed by Barney et al. 
(2011), emphasizes the importance of core competences in achieving competitive advantage. In doing 
so, it employs a different approach to analysis of the competitive environment because several limi-
tations (Bensoussan and Fleisher, 2013) were identified with the existing frameworks in that they: 

z Do not sufficiently integrate external and internal analysis 
z Presuppose that businesses are naturally competitive and not collaborative in their behavior 
z Tend to emphasize product and service markets rather than those where organizations obtain 

their resources 
z Do not adequately recognize the fact that organizations themselves may alter their own competi-

tive environments by their competence leveraging and building activities (see the Key Concept 
in Chapter 3) 
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z Do not adequately recognize the fact that organizations currently outside a company’s industry 
and market may pose a significant competitive threat if they possess similar core competences 
and distinctive capabilities 

z Do not recognize that the leveraging of existing competences and the building of new ones may 
enable businesses to compete outside their current competitive arenas 

8.5.3 The resource-based framework 

A resource-based framework for analysis of the business and its competitive environment is shown 
in Figure 8.4. Analysis is divided into five interrelated areas: 

z The organization 
z Its industry 
z Product markets (existing markets, markets for substitutes, potential new markets) 
z Resource markets 
z Other industries 

The significance of each area is considered below. 

the organization 

‘The organization’ concerns the configuration of the internal value chain, its competences, resources 
and core competences and was discussed in Part 1 of this book (particularly in Chapter 2). 

Competitive 
rivalry 

The 
company's 

industry 

Product 
markets 

The 
organization 

Competence-
related 

industries 

Resource 
markets 

Buyer power 

Threat of 
substitutes 

Organization's
products 

Supplier New markets power 

Substitutes 

Threat of new 
entrants 

Figure 8.4 the resource-based model of strategy 

Source: adapted from Campbell et al. (2002:145) 
Note: Competence-related industries are those where businesses possess similar competencies to those of 
competitors 



P
ar

t 
3

334 ANALYZING THE EXTERNAL ENVIRONMENT AND SWOT

  

 

 

the organization’s industry 

The organization’s industry consists of the business and a group of companies producing similar 
products, employing similar capabilities and technology. 

Analysis of the industry therefore examines the following over time (for each player in the 
industry): 

z Skills and competences of the competitors 
z Configuration of value-adding activities 
z Technologies employed 
z Number and relative size of competitors in the industry 
z Performance of competitors (particularly in financial terms) 
z Ease of entry to and exit from the industry 
z Strategic groupings (see later in the chapter for a discussion of this concept) 

This analysis will assist the organization in gaining greater understanding of its core competences, 
its major competitors and their core competences, and competitive and collaborative opportunities 
and threats. 

Product markets 

Product markets are those where businesses deploy their competences and sell their products and 
services. A business may operate in one or more product markets. In addition, a business will be 
interested in understanding markets to which it is considering entry on the basis of its core compe-
tences as well as markets for substitute products. Each of these markets will have its own character-
istics, and each market can be analyzed in terms of: 

z Customer needs and motivations 
z Unmet customer needs 
z Market segments and their profitability 
z The number of competitors to the market and their relative market shares 
z The number of customers and their relative purchasing power 
z Access to distribution channels 
z Potential for collaboration with customers 
z Ease of entry 
z Potential for competence leveraging 
z Need for new competence building 

In commercial (for-profit) settings, unless an organization’s products and services are sold at a 
profit, the business will ultimately fail. Market-driven businesses that set out to meet existing cus-
tomer needs and that anticipate their currently unmet needs and actually seek to shape the needs of 
their customers are likely to be the most successful. 

Thus, when companies have products that have leading positions in their identified markets, they 
are likely to be most successful. An example of a market leading product that competes partly on the 
basis of its sustainable practices is provided by the Peruvian company Inkaterra, which is illustrated 
below. 
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Market-leading products: Inkaterra, Peru 

inkaterra has pioneered and promoted sustainable tourism in peru and at the same time 
operated a profitable business model. the successful coexistence of profitable commercial 
activities funding scientific research brought it to international prominence in 2012 with the 
award of the prestigious WttC ‘tourism for tomorrow World Conservation award’. in the 
same year, inkaterra also became the first world hotel to be recognized with the international 
Certificate in sustainable tourism by the Cu green Choice sustainable tourism standard. 

Founded in 1975, inkaterra is a for-profit tourism company that actively supports scientific 
research and biodiversity conservation and hosts over 200,000 tourists each year. the com
pany, which employs over 500 staff mainly drawn from local towns and villages, operates 
five hotels in the area of Machu picchu (which was declared a unesCo World heritage 
site in 1983) and the Madre de Dios area of the amazon rainforest in southern peru. the 
inca settlement of Machu picchu dates from the 15th century and is a highly sensitive site 
because of environmental degradation, which has been monitored by the World Monu
ments Fund. 

since its inception, an outstanding guest experience along with a commitment to con
servation and local community benefit has been driving forces in the company’s growth 
and development. sustainable tourism principles and practices are used to facilitate the 
increased understanding among travelers of the biodiversity and cultural heritage of the 
andes and the amazon of peru. 

With the establishment of the inkaterra association, focused solely on biodiversity research, 
a model partnership was formed between a for-profit tourism company and a nonprofit 
research organization. Funding for scientific study of rare fauna and flora as well as education 
of national and international tourists about peru’s diverse tropical ecosystems and wildlife has 
been provided. projects include sequestering over 3 million tons of carbon dioxide within 
the rainforest in the inkaterra ecological reserve (monitored with the university of leeds, 
uK, since 1989); a rescue center for endangered ‘spectacled bears’, the only south american 
native bear species; and the restoration of many acres of rare native cloud forest. inkaterra 
hotels also practice environmentally friendly operations, including state-of-the-art irriga
tion systems utilizing rain and grey water and closed-pit composting and recycling, which, 
together with other measures, provide a dedicated 100% carbon-neutral hotel stay for guests. 

Sources: adapted from www.inkaterra.com; www.wttc.org; www.wmf.org; www.whc.unesco. 
org; richter and tveteras (2012); sloan et al. (2013). 

Questions 

1. Consider why inkaterra might be considered to be a market leading product. 

2. Consider the sustainability of inkaterra’s business model. 

8 .6  SHORT  CASE  I LLUSTRAT ION 

market subgrouPs 

An important part of understanding the market is identifying subgroups within the market that 
share common needs. Such shared characteristics will mean that specific customer groups have dif-
ferent needs and act and behave differently to other customer groups (or segments). Fundamentally, 

https://www.inkaterra.com
https://www.wttc.org
https://www.wmf.org
https://www.whc.unesco
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segmentation means subdividing the total market into customer subgroupings, each with their own 
distinctive attributes and needs. 

Customer groups are commonly segmented according to demographic variables (or ‘people divid-
ers’) like age, sex, occupation, socioeconomic group, race, lifestyle, buying habits and geography 
(i.e., where they live). When customers are other businesses, they can be grouped by the nature of 
the business, organization type and size. 

Each segment is then analyzed for its size and potential profitability, customer needs and potential 
demand, based on ability and willingness to buy. Segmentation analysis assists in the formulation 
of strategy by identifying particular segments and consumer characteristics that can be targeted. 

The concept of market segmentation is discussed in greater depth in Chapter 6. 

customer motivations 

Once market segments have been identified, they must be analyzed to reveal the factors that influ-
ence customers to buy (or not to buy) products. It is particularly important to understand factors 
affecting customer motivations like: 

z Sensitivity to price 
z Sensitivity to quality 
z The extent of brand loyalty 

Differences in customer motivations between market segments can be illustrated by reference to the 
market for air travel. The market can be segmented into business and leisure travel. Customers in 
each group have very different characteristics and needs. 

For example: Business travelers are not particularly price sensitive but are sensitive to 
standards of service, scheduling and availability of connections. Leisure travelers, on the 
other hand, are generally much more price conscious and are less sensitive to scheduling 
and connections. 

Market research has an important role to play in building understanding of customer needs so that 
they can be targeted by appropriate product or service features. 

Potential new markets are those where the product or service bought by customers is based on 
similar competences to those of the organization or where customer needs are similar to those of 
customers in the business’s market. If conditions are favorable, the organization may consider using 
its current competences to enter new markets. Of course, it may also have to build new competences 
to be able to meet new customer needs. 

resource markets 

Resource markets are those markets where organizations obtain finance, human resources, mate-
rials, equipment, services, etc. It is evident that businesses will normally operate in several such 
markets, each with its own characteristics, depending on the company-specific resources that are 
required. Resource markets can be analyzed in terms of: 

z Number of actual and potential resource suppliers 
z Size of suppliers 
z Supplier capabilities and competences 
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z Potential for collaboration with resource suppliers 
z Access by competitors to suppliers 
z Nature of the resource and the availability of substitutes 

By analyzing each of its resource markets, the managers of a business can identify the extent of 
competition they face from suppliers of resources, the competition they face from other competitors 
using the same resources and the potential for collaboration with suppliers (if appropriate). 

comPetence-related industries 

Other industries comprising businesses possessing similar competences and that often produce 
products or services that are substitutes for those of the business in question must also be analyzed. 
This analysis is necessary for three reasons, in that the organization may: 

z Face a threat from other competitors possessing similar competences that may seek to enter its 
industry and markets 

z Be able to enter industries where competences are similar to those it already possesses 
z Be able to enter the markets currently served by competitors in the competence-related industry 

Competence-related industries can be analyzed for: 

z Key competences of the businesses in the industry 
z The number and size of the businesses in the industry 
z The threat from competitors in such industries that may leverage their competences to enter the 

markets of the business 
z Opportunities for the business to leverage its existing competences and build new ones to enter 

competence-related industries and their markets 
z Substitutability of the products of the industry for those of the business – how close the substi-

tute product is to satisfying the same consumer demands as the business’s product or service. 

8.5.4 Resource-based model – a summary 

The competence/resource-based model is more complex than the five forces framework but offers a 
more comprehensive analytical framework in that it enables an organization to: 

z Establish the extent of competition within its own industry and market 
z Assess the threat of competition from competitors in industries where competences similar to 

their own are employed 
z Identify other markets that it may be able to enter by leveraging its existing competences and by 

adding new ones 

Once adapted, the framework enables managers to understand: 

z The nature of competition within the industry and markets (both product and resource) in which 
they operate 

z The threat from competitors in other industries 
z Potential opportunities in new industries and markets 
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	z What is a resource market? 

	z explain how the resource-based model aids the understanding of industry analysis. 

	z Compare and contrast porter’s five forces model with the resource-based view of indus
try analysis and assess the usefulness of both. 

TH INK POINTS  

8.6 Strategic group analysis 
A business can rarely confine its analysis to the level of the industry and markets in which it 
operates. It must also pay particular attention to its closest competitors, which are known as its 
strategic group (Porter, 1980). Strategic groups cannot be precisely defined, but they consist of 
organizations: 

z Possessing (or potentially possessing) similar competences 
z Serving customer needs in the same market segment 
z Producing products or services of similar quality 

Such analysis (see, for example, Söllner and Rese, 2001; Fleisher and Bensoussan, 2003; Gursoy 
et al., 2005; Short et al., 2007; Varelas and Georgopoulos, 2017) allows the managers of a business 
to compare its performance to that of its closest competitors in terms of profitability, market share, 
products, brands, customer loyalty, prices and so on. In this way, managers are able to benchmark the 
performance of their organization against their closest rivals. It is important that the closest rivals 
br identified carefully. 

For example: Although the ‘five-star’ Ritz Hotel in Paris’s Place Vendôme and a small 
guesthouse in rural France both provide the same service (providing accommodation and 
dining for guests), and hence are technically competitors, they operate in quite different 
strategic groups. 

They are unlikely to appeal to the same customers (or will appeal to the same customers 
but at different times), and their products, distribution channels, identities and prices are 
quite different. The Ritz strategic group (the grouping of hotel operators that compete with 
each other directly) will include other luxury hotels in Paris and key world capitals, whereas 
the rural French guesthouse strategic group will include other guesthouses in rural France. 

Strategic group analysis (sometimes called competitive group analysis) is an interesting way of analyz-
ing the competitive structure in an industry and assessing the positioning of key competitors. By 
plotting how the major organizations in an industry (or a subsector within it) compete along two 
competitive dimensions, managers start to understand the relative position of their company and its 
products or services relative to major competitors. 

There are three steps involved in the analysis and graphical representation of strategic groups: 

z Identify the important competitive dimensions in an industry, taking into account the informa-
tion you have available. Competitive dimensions are the specific factors the firms are using to 
compete within the industry. The competitive dimensions might include factors such as quality 
(perceived or actual), price, geographical scope or typical customer types. 

z Construct two-dimensional plots of the competitive dimensions. 
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z Analyze the firm’s position relative to competitors. 

For example: In a study of Taiwan hotels, Tsang and Chen (2013) collected empirical 
data from 56 international tourist hotels. Five strategic groups were identified in terms of 
efficiency, and the hotels within the groups were ranked by attractiveness scores to reveal their 
competitiveness. The hotels were also assessed by progress scores to reveal how to advance to 
a higher level. By integrating both of these scores, a clear benchmarking path was designed for 
each hotel to guide inefficient hotels and identify suitable role models for excellence. 

Strategic group analysis: Wyndham Hotel Group 

Many companies produce informative, revealing and analytical presentations for investors 
that are usually available online. though such presentations need to be viewed critically 
(because they are designed to attract investors and present the organization in the most 
favorable light), they nevertheless give valuable insights into the: 

 z organization’s financial position 

 z strategic thinking of its management 

 z position of the organization relative to competitors 

Wyndham hotel group, headquartered in new Jersey, usa, is one of the world’s largest 
and most diverse hotel companies, with over 9,000 hotels worldwide. 

the company is one of the world’s leading hotel groups, with leading brands in lodging 
franchising; 99% of its hotels are franchised as opposed to owned or managed, and it is 
the world’s largest hotel franchisor. hotel brands include Wyndham, travelodge, Days inn, 
howard Johnson and ramada. 

the company’s presentation to investors portrays the company as benefiting from its diversified 
income streams, which delivers high levels of cash flow that it contends enables it to deliver 
superior growth. the asset-light franchise model provides a resilient and reliable source of fees at 
lower risk than other models of operation. the strategic group analysis, adapted from its presen
tation below, shows the company in relation to four other lodging groups: Marriott, Choice, hil
ton and ihg, which comprise the strategic group constituting Wyndham’s primary competitors. 

Sources: Wyndham Worldwide investor presentation, www.wyndhamhotels.com 

Questions 

1. Consider why the asset-light franchise method of development is favored by Wyndham. 

2. Consider potential disadvantages of this method of development. 

8 .7  SHORT  CASE  I LLUSTRAT ION 

8.7 Competitor profiling 
The strategic group analysis potentially enables an organization to identify its key competitors in a 
way that is easily communicated to both internal and external stakeholder groups. A useful further 
step is to profile these key competitors to gain a more detailed insight as to: 

z How and where the competitors might pose a threat 
z Under what circumstances collaboration might be sought and thereby opportunities realized 

https://www.wyndhamhotels.com
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This sort of analysis is very useful in providing a detailed analysis of each competitor, but caution 
needs to be exercised in interpreting the information gathered. 

Industries and competitors are dynamic as opposed to static, and the competitors an organization faces 
have an interest in providing forward information that is not too useful to their rivals. Thus, the informa-
tion gathered often represents mainly historical information that is in the public domain (as in the Whit-
bread Short Case Illustration below). Information based on future proposed changes to strategy for com-
petitor organizations is usually much harder to obtain because it is likely be highly commercially sensitive. 

Such an analysis might be carried out using the following headings: 

z Overview 
z Objectives 
z Resources 
z Past record of performance 
z Current products and services 
z Present strategies 

The Short Case Illustration below applies the competitor profiling to the UK-based hospitality com-
pany Whitbread plc. 

Competitor profiling: Whitbread plc 

a hotel operator seeking to expand in the uK hotel market would need to profile existing 
key competitors. 

one of these would certainly be Whitbread plc, which has developed the leading brand of 
‘lodge’ hotels that offer modern value-for-money accommodation with few added extras 
but with consistent and reliable standards. the company is traded on the london stock 
market and is a constituent member of the Ftse 100 index of the uK’s largest companies. 

Overview: the uK Company Whitbread plc was a major brewer founded in the middle of 
the 19th century. the end of the 20th century and the start of the 21st marked a watershed 
in the company’s history, as Whitbread sold its breweries and then exited its pubs and bars 
business. after several decades of diversification, Whitbread can be viewed as one of the 
uK’s largest hospitality companies, employing about 35,000 people with the leading lodge 
hotel brand and a number of food and beverage brands. until January 2019, Whitbread 
owned Costa, a coffee bar chain operating in many countries and the market leader in the 
uK. this business was sold to Coca-Cola, with part of the £3bn sale proceeds earmarked for 
expansion of the premier inn brand. 

Objectives: the priorities, on behalf of shareholders, are to grow the business and to achieve 
annual improvements in the return on their capital. the business is focused on growth sec
tors of the uK leisure market – lodging and eating out. 

 z to grow and innovate in the core uK market 

 z Focus on a unique operating model 

8 .8  SHORT  CASE  I LLUSTRAT ION 
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 z Deliver best-in-class operational performance 

 z Further enhance and invest in the model 

 z to focus on strengths to grow internationally 

 z replicate uK success in germany 

 z to enhance capability to support long-term growth 

 z Deliver £150mn of efficiency savings over 5 years 

 z enhance digital, distribution, procurement and property capabilities 

Resources: in 2022, the company had a turnover of about £1.8bn, with profits before tax of 
approximately £60mn. approximately 40,000 people are employed by the company. 2020 
and 2021 were challenging years because of the CoviD-19 pandemic, and the company will 
not return to pre-CoviD levels of profitability until 2023. 

Past record of performance: the repositioning of the company some years ago to move 
away from brewing to focus on three core areas (hotels, restaurants and coffee shops) in 
which it possesses strong brands has shown consistent results. 

Current products and services: in the hotel sector, the company has hitherto concentrated 
its efforts on its premier inn brand, which, with over 840 hotels and 80,000 rooms, is the 
uK’s leading hotel operator. the premier inn brand has grown significantly in recent years 
and gained market share throughout the pandemic. Distressed property values caused by 
the economic downturn and CoviD-19 and a focus on driving down building costs have 
provided opportunities to expand quickly in a cost-effective manner. the company has a 
strong and clear stance on sustainability issues. 

Present strategies: see table 8.2 for a summary of Whitbread plc’s present strategies. 

Table 8.2 summary of Whitbread plc’s present strategies (2022) 

premier inn uK premier inn germany 

Market position 	z uK’s leading hotel chain with 
a long-term structural growth 
opportunity 

replicating the success of premier 
inn in germany 

	z Continued to gain market 
share during pandemic 

	z returned to prepandemic 
occupancy levels 

Competitive 
and structural 
advantages 

	z largest uK network by 
comfortable gap 

significantly fragmented market 
with independent market share 
approximately 75% 

	z leading digital and direct 
distribution model 

Flexible freehold/leasehold/ 
acquisition model 

	z strong freehold property 
underpinning 
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premier inn uK premier inn germany 

building 
strategic 
momentum 

	z significant uK capacity 
additions with high occupancy 

strong customer feedback 
following 2-year Frankfurt trial 

	z good return on capital and 
fast maturity 

leveraging uK digital distribution 
capability 

	z best-in-class digital distribution 

strong return 
on capital 

	z strong capacity increase in last 
5 years 

initial market entry model delivers 
return on capital above capital cost 

	z return on capital consistently 
above 13% 

Further expansion has strong 
premium to cost of capital 

long-term 
structural 
opportunity 

	z pipeline to 90,000 rooms 
secured 

german market is 35% larger than 
the uK market 

	z ‘line-of-sight’ to over 100,000 
rooms 

potential to replicate the scale 
and success of the uK business 

	z innovation to extend further 

Source: Categorization and analysis by author based on Whitbread plc company information available 
at www.whitbread.co.uk 

Questions 

1. Consider what you would regard as Whitbread’s strengths and weaknesses if you were a 
manager at a competing hotelier. 

2. Consider why a competitor might not want to rely too heavily in its decision making on 
the competitor profiling tool of analysis alone. 

8.8 Critical success factors and key performance indicators 
In any industry and its associated markets, there will be certain factors that are of fundamental 
importance to the success of the businesses operating within that competitive environment. These 
are known as critical success factors (see the Key Concept in Chapter 4). Competitive analysis 
allows managers to identify CSFs. A business must ensure that its competences and core compe-
tences directly address these CSFs. 

CSFs differ between individual industries and markets. In the pharmaceutical industry, CSFs will be 
in the areas of research and development and production. For THE organizations, however, CSFs are 
likely to lie in areas such as the reputation of the brand, service excellence, product range, product 
features, distribution and innovation. 

The concept of ‘success factors’ is attributed to Ronald Daniel of the international management 
consultancy firm of McKinsey and Company (Daniel, 1961). The concept was developed further into 
critical success factors by Rockart (1979). 

CSFs can be viewed as those elements that are vital for a strategy to be successful. Thus, a critical success 
factor drives the strategy forward and makes the strategy successful; hence the use of the word ‘critical’. 

CSFs have been applied broadly in various THE contexts, with a large academic literature having 
emerged that applies the concept to all sectors of THE. See, for example, Lade and Jackson (2004) 

https://www.whitbread.co.uk
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and Andersson and Getz (2009) on festivals and events; Padilla-Meléndez and Garrido-Moreno 
(2014) and S. Wang and Hung (2015) on hospitality; and Getz and Brown (2006), Haven-Tang et al. 
(2007), Baker and Cameron (2008), Hughes and Carlsen (2010), Jones et al. (2015), Marais et al. 
(2017) and Chingarande and Saayman (2018) on tourism and tourist destinations. 

The Short Case Illustration below uses the work of Getz (2004) to illustrate the specific CSFs found 
to be important in relation to Canadian destination marketing organizations. 

CSFs: Canadian destination marketing organizations 

getz (2004) undertook research to gain a better understanding of the nature and competi
tive importance of bidding for events by destination marketing organizations in Canada, 
with emphasis on identifying CsFs for winning bids. Data were collected on the goals and 
nature of the event bidding process from convention and visitor bureaus in Canada. 

the study found that Canadian bureaus were very active in bidding on a diverse range of 
events, especially meetings, conventions, political events and sports events. Most bureaus 
encouraged and assisted other local organizations to make bids and themselves concen
trated on major events with city-wide economic impacts. 

in this context, the most important CsFs for winning bids were found to be: 

 z strong partners 

 z excellent presentations 

 z treating each bid as a unique process 

Many respondents in the study also felt their destination needed bigger and better facilities 
and more marketing/bidding resources. 

Source: adapted from getz (2004) 

Questions 

1. Why might getz’s research be useful for Canadian destination marketing bureaus to con
sider in formulating their strategies for future development? 

2. Consider the CsFs for another aspect of THE you are familiar with. 

8 .9  SHORT  CASE  I LLUSTRAT ION 

Sometimes confusion exists about the distinction between CSFs and another popular term in strat-
egy, namely, key performance indicators (KPIs). 

	z using relevant examples from THE, explain the concepts of strategic group analysis and 
competitor profiling. 

	z explain what is meant by Kpis and CsFs and comment on their usefulness in managing 
THE organizations. 

TH INK POINTS  
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 	z using relevant examples from THE, explain what the limitations of competitor profiling 
might be. 

	z explain the links between industry analysis and CsFs. 

Whereas CSFs are concerned with those factors or elements without which the strategy would not 
be successful, KPIs represent a measurement tool. They are measures that quantify management 
objectives and enable the measurement of strategic performance. 

For example: Whereas the KPI is a measure of progress toward a goal or objective, CSFs 
allow the strategy to be successful by, for instance, attracting new customers through 
putting measures in place to attract those customers: 

z KPI = Sales rise 10% each year over a 5-year period 
z CSF = Installation of a new customer relationship management system and enhanced booking 

functionality on the website (and indirectly influencing acquiring new customers through customer 
satisfaction). 

Small business focus 
In the previous chapter, it was pointed out that large organizations may in some cases have some 
influence over the external environment or they can protect themselves against the dangers posed. 
This statement has validity for the macro level of external analysis but also for the competitive level, 
as discussed in this chapter. 

Unlike large firms, which have some chance of shaping or influencing their competitive environ-
ment (at least to some degree), smaller organizations generally have little choice but to accept the 
competitive environment in which they operate. The smaller company has to focus on minimizing 
the harmful consequences (as best they can) and adapting to the circumstances. 

To react to the competitive environment, it is necessary for the smaller business first to understand 
it. Consequently, analysis of some sort is of great importance to smaller businesses, just as it is to 
larger businesses, so that they are able to react quickly and effectively to competitive threats. 

It is necessary for small business owners to explore the basis on which they are competing by fully 
understanding their CSFs. 

For example: In a study by Avcikurt et al. (2011) of the perceptions of small hotel managers/ 
owners in the Aegean region of Turkey, the main CSFs were efficient use of the internet, service 
quality, financial performance and marketing. However, it was also found that there were some 
different perceptions of CSFs, depending on educational background and work experience. 

It is also vital for small businesses to understand who they are really competing against. This is 
not always as obvious as it may sound. Understanding who the real competitors are and the type of 
competitive threat they pose will require a focus on the particular arena in which competition takes 
place and may need the adaptation of relevant tools and techniques. 

There are generally two possibilities with regard to identifying key competitors (Lasher, 1999). The 
most important competitors may be those companies that are identified as the: 

z Leaders in the segments targeted 
z Companies that are in some sense close 
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Close competitors might be competitors that are close either geographically or in a different sense. 

For example: Close competitors might be competing for the same suppliers, pool of employees, 
distribution channels or destination accommodation or offering similar product features. 

Thus, when dealing with smaller companies, the scope of the analysis carried out needs to be con-
sidered carefully. Establishing the relevant scope of analysis may help identify who the key com-
petitors might be. Furthermore, the tools and techniques of competitive analysis outlined in this 
chapter may need to be modified for the circumstances. 

For example: In its analysis of competitors, a large international restaurant chain or 
hotel company might take a global view of competition and compare itself in the main to 
other international branded chains. 

However, a single family-owned restaurant or hotel may be more concerned with the local 
town in which it operates. Hence, the boundaries of the analysis are largely established as 
the boundaries of the town itself (though there needs to be some recognition that consumers 
are mobile and can switch to a different town). Therefore, the relevant competitors may 
include the international branded chains but may also include other smaller restaurant or 
hotel businesses operating in their vicinity. 

The family business (of which there are many in THE) may not have the competitive advantages 
of the branded chain elsewhere, but in their particular town they might be able to compete very 
effectively. This effective competition provided by the independent business might be on the basis 
of characteristics such as location, pricing or reputation for good service. 

A strategic group analysis and competitor profiling could help in this situation, in that they may aid the 
hotelier or restaurateur in identifying the key competitors in the industry. The scope of the analysis, 
however, would not be on the industry regionally, nationally or even internationally but would be 
based on the town in which the hotel or restaurant is situated. 

For example (continuing the example above): A strategic group analysis could be 
carried out on the basis of the two attributes of price and location for a single family-
owned hotel business in the town, as shown in Figure 8.5. In Figure 8.5, four strategic 
groups are identified: 

A. Midscale branded chain hotels with moderate prices in poor to moderate locations 

Location 

Poor Prime 

High 

Low 

C 

A D 

B 

Pr
ic

e 

C 

Figure 8.5 strategic group analysis for hotels in a particular town 
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B. Budget branded chain hotels with low prices in poor locations 

C. Upscale branded hotels with high prices in moderate locations 

D. Independent hotels with moderate to high prices in prime locations 

It is assumed that the independent family-run hotel in question is in Group D and is (like 
others in the group) well established, and this has enabled it to have a prime location, unlike 
the newer branded arrivals in town. The location enables the independent hotels or restaurants 
to charge higher prices than would otherwise be the case, enabling the independent hotel in 
question within this group to compete effectively in this particular town. 

Following on from the strategic group analysis, a competitor profiling exercise could be 
carried out by the independent family-run hotel to gain a deeper understanding of the 
competitive positioning of each identified competitor. 

In this way, some of the tools of analysis covered in this chapter are adapted to the relevant circum-
stances and scope of a smaller company. In different circumstances, this type of analysis might be 
adapted and applied to: 

z A small event management company specializing in particular types of events, such as leadership 
development courses or firework displays 

z A tour operator specializing in a particular market niche, such as selling holidays to a specific set 
of Greek islands that the company knows well 

This chapter has also covered different ways in which smaller companies can group together in 
various ways to protect themselves against larger competitors. One such way is through cluster-
ing together with similar companies so that a city or area becomes known for certain specialisms. 
Smaller companies can also gain protection through collaboration and networking (touched upon in 
this chapter), which will be covered in greater detail in Chapter 11. 

CHAPTER SUMMARY 

Analysis of the competitive environment is intended to increase managers’ understanding of the 
industry and markets in which their organization operates. The process begins with a clear iden-
tification of those industries and markets and their key characteristics. The process then allows 
managers to develop a detailed picture of the industry in which they operate, the markets for their 
products, the markets where they obtain their resources, their strategic grouping, markets that they 
may wish to enter in the future and industries with related competences. 

This analysis will enable managers to identify: 

z Critical success factors in their industry and markets 
z Needs and opportunities for competence building and leveraging 
z The potential for collaboration with suppliers, distributors, customers and competitors 
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SWOT analysis for tourism, 
hospitality and event 
organizations 

Introduction and chapter overview 
The previous chapters in Part 2 have covered the internal analysis of organizations (Chapters 3–6) 
and the external environment that organizations face (Chapters 7 and 8). 

It is important to bring all of the analytical work together in one place to provide a summary and 
a firm foundation for the next stage – formulating strategy. This work provides an opportunity to 
summarize the previous analysis in the form of a SWOT. 

SWOT analysis is an acronym for Strengths, Weaknesses, Opportunities and Threats. The analysis 
has become a major analytical tool and is firmly established in the literature. Although it is the most 
widely used technique for summarizing the results of the various types of analysis described in the 
previous chapters, it nevertheless can be implemented in various ways. Consequently, different 
approaches are suggested in the many texts that cover this analytical technique, but here a simple, 
structured and logical approach is suggested. 

The chapter covers the ways in which SWOT has been applied to THE contexts, before considering 
the general principles of SWOT analysis. Finally, the chapter considers how the technique should 
be implemented. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z Recognise the way in which SWOT has been applied in various THE contexts 

Doi: 10.4324/9781003318613-12 

https://doi.org/10.4324/9781003318613-12
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z Explain what is meant by SWOT analysis 
z Understand the coherent and logical sequence that exists between the SWOT presentation and 

detailed internal and external analyses 
z Describe how a SWOT should be constructed 
z Consider the way in which relevant points can be presented in a SWOT 
z Apply the SWOT analysis principles appropriately in THE settings 
z Understand the relationship between the SWOT analysis and strategic formulation 

9.1 SWOT analysis in THE contexts 
SWOT analysis has been widely applied in THE contexts. It has been applied not only to organiza-
tions operating in the sectors of THE but also to destinations and individual events. 

For example: Karadakis et al. (2010) produced a SWOT in which the mega sporting 
event of the Athens Olympics was analyzed, and Bardolet and Sheldon (2008) 
produced a SWOT comparing tourism in the Balearic Islands with Hawaii and found 
that there are many common factors. It has also been applied at the micro level (such 
as an individual hotel or a particular event) and at the macro level (covering, say, 
an entire country or region or a group of hotels). Mondal and Haque (2017), for 
instance, utilized SWOT analysis in assessing strategies to develop sustainable tourism 
in Bangladesh. 

In applying SWOT analysis to festival managers, Carlsen and Andersson (2011) 
investigated how a strategic approach can be adopted in the public, private and not-for-
profit sectors. The findings indicated significant differences between the three ownership 
types. Private and nonprofit festivals are more strategic in responding to financial 
opportunities, threats and weaknesses, and public festivals are more dependent on a single 
stakeholder and revenue source. Other significant differences exist in terms of stakeholder 
management and sponsorship strategies. 

In applying SWOT analysis, it is argued below that strengths and weaknesses are normally factors 
that are internal to the organization, destination, etc., and can therefore be controlled by managers, 
whereas opportunities and threats are factors that are external to the organization and consequently 
are beyond mangers’ control. 

However, in applying SWOT in THE settings, it is very important to recognize that THE organiza-
tions, destinations, festivals and events rely very heavily on the resources that are available. THE 
often relies very heavily on resources that are natural or that cannot be easily replicated or moved 
elsewhere. Although such resources are clearly not controlled by individual managers, they repre-
sent key factors that are given and cannot be altered. Thus, they are underlying strengths (or possi-
bly weaknesses). As such, they can be viewed as internal to the analysis rather than external because 
they are integral to success or failure. 

For example: In Chapter 2, resource immobility was discussed. The Mediterranean climate 
of southern Spain cannot be replicated in Northern Europe, and the grandeur of the Grand 
Canyon cannot be moved. Similarly, the success of the annual Salzburg Festival of classical 
music (which was first held in the Austrian city in 1877) to some degree depends on the 
fact that the famous composer Wolfgang Amadeus Mozart was born there. Conversely, the 
unpredictable summer climate of Northern Europe might be viewed as a weakness in trying 
to attract international summer visitors. 

Thus, many SWOTs applied in THE settings will cite climatic, geographical or social factors as 
strengths or weaknesses. These are resources that are relied on and consequently (although external 
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to the organization) are integral to success, so it is argued that it is legitimate to consider them as 
strengths or weaknesses, rather than opportunities or threats. 

For example: In their comparison of the Balearic and Hawaiian archipelagos, Bardolet and 
Sheldon (2008) cited ‘the attractive climate’ as a strength common to both destinations. 
It is clear that the climate is a key part of the attraction in both cases and that this is 
an underlying resource on which the destinations rely. However, it is also the case that 
managers in the two cases do not control the climate, but they do rely on the nature of 
the climatic resources as an underlying strength that supports THE and the associated 
businesses involved in the two archipelagos. 

The Short Case Illustration below demonstrates the use of the SWOT technique in relation to the 
destination of Macau. 

SWOT analysis applied to Macau 

Macau, which lies on the western side of the pearl river Delta, is one of the two spe
cial administrative regions of the people’s republic of China, the other being hong Kong. 
the territory’s economy is heavily dependent on gambling and tourism but also includes 
manufacturing. 

the sustainability of tourism development has become a leading issue in Macao in recent 
years. though the industry has grown dramatically over the last decade, this issue has been 
gaining importance in line with the growing contribution the industry makes to the terri
tory’s economy as a whole. With a population of about 650,000 and a land area of only 
30.5  km2, visitor arrivals have grown enormously, and the increasing significance of the 
tourism industry has given rise to discussions regarding social and economic consequences. 

Macao is a city blending eastern and Western cultures with a mixture of euro-asian architec
ture that attracts large numbers of international tourists. tourism employs approximately a 
third of the territory’s workforce and generates about 40% of the territory’s gross domestic 
product. 

Macao is renowned for its gaming activity (which is the world’s largest), but the tourism 
industry also comprises hotel and catering businesses, recreational activities and MiCe 
industry. MiCe (meetings, incentives, conventions and exhibitions) is a commonly used term 
that broadly covers the arrangement of symposiums, seminars, exhibitions, expositions, 
trade fairs, incentive events and cultural and sporting events. 

as part of an extensive analysis, the Macao Tourism Industry Development Master Plan 
(Macao, 2017) produced a sWot as shown in table 9.1. 

Table 9.1 sWot analysis applied to tourism in Macao 

strengths Weaknesses 

	z unique location in pearl river Delta limited land and natural resources 

	z unique blend of Chinese and Western culture 
with 500 years of cultural exchange 

limited labor force 

9 .1  SHORT  CASE  I LLUSTRAT ION 
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strengths Weaknesses 

	z high reputation as gaming destination, with 
integrated resorts 

limited carrying capacity and tourism-
supporting infrastructure 

	z historic Centre of Macao – a unesCo World 
heritage site 

uneven product development, money 
flows overreliant on casino and gaming 
sector, lack of tourism product diversi
fication 

	z Famous festivals and events destination, such 
as Macao grand prix (celebrating over half 
a century) 

limited MiCe function spaces 

relatively low capacity of airport, limited 
public ground transportation options 

opportunities threats 

	z Develop new reclamation areas and other 
potential tourism products and projects 

tourism competition from nearby 
regions such as hong Kong, Zhuhai, 
guangzhou and shenzhen 

	z a powerful attraction to large potential asian 
tourism markets 

gaming industry competition from 
singapore, Malaysia, philippines, Korea 
and Cambodia 

	z Future advantage from the development of 
the guangdong–hong Kong–Macao greater 
bay area urban cluster 

Further controls on border crossing 
and money flows from China 

	z unique cultural background, great potential 
to develop cultural and heritage attractions 
related to arts, maritime, history, etc. 

Future labor force may be insufficient 
to support tourism industry 

	z leverage gaming incomes to support 
development of other potential tourism 
products and projects 

residents discontent with problems 
brought about by unmanaged tourism 
growth 

Source: adapted from Macao (2017); pao (2004) 

Questions 

1. explain the underlying logic behind presenting a SWOT in this case. 

2. From a managerial perspective, what is the fundamental difference between strengths 
and weaknesses, on the one hand, and opportunities and threats, on the other? 

9.2 SWOT – general principles 
The strengths and weaknesses are based on the internal analysis of an organization (covered in 
Chapters 3–6), and the opportunities and threats are based on the analysis of the environment that 
is external to the organization (covered in Chapters 7 and 8). 

The key distinguishing characteristic between the strengths and weaknesses, on the one hand, and 
the opportunities and threats, on the other, is the degree of control that managers may have. 
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An important point to note is that in many THE contexts (as noted in the previous section), the 
normal principles may be varied slightly. Underlying resources on which the organization, destina-
tion, festival, event, etc., rely (but that are clearly beyond the control of managers) may be consid-
ered as strengths or weaknesses. This is because they are given factors that remain in place largely 
unaltered. 

Managers can exert control with the internal strengths and weaknesses, whereas in certain circum-
stances, though managers may have some influence with regard to opportunities and threats, they 
will not be able to control such factors. 

For example: A strong balance sheet (a strength) is a result of managerial decisions; if 
the organization is seen as being overstaffed (a weakness), managers can address the issue 
through reducing staff numbers. However, changing government policies, product changes 
by competitors or a war breaking out (all of which might produce opportunities or threats 
to an individual organization, depending on the circumstances) are beyond the control of 
managers in an individual organization. 

KEY  CONCEPT  

SWOT 

sWot is the key technique for presenting the results of strategic analysis. it provides a 
platform on which to formulate the strategy for the future. the strengths and weaknesses 
should normally be based on the internal analysis of the organization, whereas the opportu
nities and threats should be based on an analysis of the organization’s external environment. 

an important differentiator between the internal and external environments is control. 
Whereas managers can control the internal environment through the decisions they make, 
they cannot control the external environment. 

Although it is very common in practice to begin the process of formulating strategy by asking partic-
ipants in a rather informal way to draw up a SWOT for their organization, such a process represents 
a limited use of the technique. It is, however, useful for getting the participants to become quickly 
and fully engaged in the process of strategy formulation (Finlay, 2000). It can also help identify the 
wide range of factors that might warrant more detailed investigation. 

Importantly, though, the final SWOT presented should be based on a thorough, wide-ranging, 
detailed audit and assessment of an organization and its environment (Haberberg and Rieple, 2008). 
In this way, points presented are evidence based and consequently can be fully justified. Thus, the 
SWOT should be seen primarily as representing the end point of the analytical stage (rather than the 
starting point) in which findings can be presented in a clear, concise manner but that nevertheless 
are grounded in a robust framework of analysis. 

It is useful to summarize what the SWOT is and is not: 

z SWOT represents a position statement stating where the organization is now in relation to its 
environment. 

z SWOT should clearly follow from a robust analysis of the internal and external environments. 
z Strengths and weaknesses are normally based on the internal analysis of the organization’s envi-

ronment over which managers have control. 
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z Opportunities and threats are normally based on the external analysis of the environment facing 
the organization over which managers (normally) have no control.

z Strengths and opportunities represent factors that help the organization achieve its objectives.
z Weaknesses and threats are factors that may prevent the organization from achieving its objectives.
z SWOT is not the strategy in itself and should not involve making statements about what should 

be done in the future.
z SWOT provides a firm platform for planning for the future of the organization; that is, formulating 

the strategy, which is the next stage in the strategic process.

9.3 SWOT implementation
The SWOT is often presented as a table. Figure 9.1 shows a SWOT and its underlying logic. The task 
of managers with regard to each element can be summarized as follows:

z Strengths – Build or protect strengths so that they continue to be strengths.
z Weaknesses – Address weaknesses so that they become strengths in the future or are eliminated.
z Opportunities – Position the organization so that it is able to selectively take advantage of the 

opportunities available.
z Threats – Position the organization so that the threats are understood and the organization is 

protected from their impacts.

The SWOT should have a strategic focus in that it concentrates on those factors that:

z Have a major impact on past performance
z Have a major impact on future performance
z Distinguish the organization from its competitors

Weaknesses

Opportunities Threats

Strengths

Factors that help the 
organization achieve its 

objectives

Factors that prevent the 
organization from 

achieving its objectives

 

Internal
factors
under

the control
of managers

or
underlying
resources

 
External
factors
outside

the control
of

managers

Figure 9.1 the logic of sWot analysis
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In presenting the SWOT table, a number of rules should be followed: 

z Avoid detail: Too much detail should be avoided in presenting the SWOT, so that the key points can 
be clearly seen. Keep each point short and to the point so that an overview can quickly be gained. 
The detailed justifications for the points presented in the table should be presented separately. 

z Have a strategic focus: The SWOT is a tool of strategic management and therefore the points pre-
sented in the SWOT must be strategic in nature rather than operational or tactical. 

z Points are often relative rather than absolute: Many of the points presented in the SWOT may be rela-
tive rather than absolute and consequently a matter of some judgment. Thus, it is difficult to say 
at exactly at what level a high level of financial gearing becomes a weakness or a share of a particu-
lar market, load factors, occupancy levels or ticket sales become strengths. 

z Hard facts and softer factors are both important: The SWOT should not concentrate solely on ‘hard’ 
facts (such as financial measures or market growth statistics) that can be measured or proven. 
Softer factors such as organizational culture or the leadership skills exhibited by managers may 
be more difficult to measure but are nevertheless important for organizational performance. 

z Strategic points should be prioritized and combined: The most important points should be shown first, 
and points that are not key or strategic in nature should be excluded. In some cases, it may be 
necessary to combine points to make one large overarching point. For instance, if a SWOT is 
partly based on a financial analysis that indicates a strong financial position, the SWOT should 
not have individual points on high level of profitability, low gearing, adequate liquidity, etc., 
because this would confuse the presentation. The point presented in the SWOT should be that 
the organization has a strong financial position. The justification for making such a point would 
be provided by the assessments relating to profitability, gearing liquidity and so on. 

z Clear presentation: The presentation should be specific, avoiding blandness but being realistic in 
its assessment. 

Two common errors in producing a SWOT are outlined below. 

DEF IN IT ION/QUOTAT ION 

Common errors with SWOT analysis 

in his analysis of the problems of presenting a valid sWot, richard lynch (2021:286–287) 
recognized two common errors: 

probably the biggest mistake that is commonly made in SWOT analyses is to assume 
the analysis is bound to be ‘correct’ because it contains every conceivable issue and 
is truly comprehensive. this is not the case, it . . . merely demonstrates a paucity of 
real thought and a lack of strategic judgement about what is really important for that 
organization. 

another common error is to provide a long list of points, but little logic, argument and 
evidence. a short list with each point well-argued is more likely to be convincing. 

To keep the SWOT focused, it is suggested that a maximum of six points be presented under each 
of the SWOT headings. However, it might be the case that in some circumstances the overriding 
importance of certain points means that far fewer than six points are presented. 
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If, however, a greater number of points are presented, whether all of the points mentioned are truly 
strategic or whether some of the points represent different aspects of the same issue and therefore 
could be combined must be questioned. 

SWOT analysis compared to elephants 

John argenti (2018), one of the early writers on strategy, in summarizing the principles of 
a sWot (originally writing in the late 1960s), famously compared the points in a sWot to 
elephants. you are looking for ‘strategic elephants’ in that, as with elephants, the points of 
a sWot are: 

	z a rare species 

	z large but sometimes difficult to spot 

	z Difficult to turn around 

DEF IN IT ION/QUOTAT ION 

	z explain the underlying logic that supports sWot analysis. 

	z Describe the major rules that should be followed when presenting a sWot. 

	z Describe some of the common errors that are made when presenting a sWot. 

	z Compare and contrast examples of how sWot has been applied in relevant THE 
contexts. 

TH INK POINTS  

In Table 9.2, a number of issues are presented for possible inclusion in a SWOT presentation. It 
should be noted that this list is indicative because the issues will vary enormously depending upon 
the individual circumstances. 

Table 9.2 some possible factors in a sWot analysis 

internal 

strengths Weaknesses 

z	Market dominance Market share weakness 

z	Core strengths Few core strengths and low on key skills 

z	economies of scale and scope equipment with higher costs than competition 

z	low-cost position Weak finances and poor cash flow 

z	leadership and management skills Management skills and leadership lacking 

z	Financial and cash resources poor organizational structure 

z	operational ability and age of equipment low quality and reputation 
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Internal

Strengths Weaknesses

z	Innovation processes and results Products not differentiated

z	Organizational structure Dependent on few products

z	Reputation Products in mature or declining PLC stages

z	Differentiated products Low market share

z	Good balance of products 

z	Product or service quality

External

Opportunities Threats

z	New markets and segments New market entrants

z	New products Increased competition

z	Diversification opportunities Pressure from customers and/or suppliers

z	Market growth Substitutes

z	Competitor weaknesses Low market growth

z	Strategic space Economic cycle downturn

z	Demographic and social change Technological threat

z	Change in political and economic Change in political or economic environment
environment

z	New takeover or partnership opportunities Demographic change

z	Economic upturn New international barriers to trade

z	International growth Environmental impacts of activities

New destinations or events

 

Source: Adapted from Lynch (2021)

Small business focus
Small businesses in THE sectors have significant hurdles to overcome in successfully competing 
with larger businesses, but they may also have some advantages. The SWOT must represent a realis-
tic appraisal for SMEs that honestly represents the true position relative to the larger organizations, 
destinations, events, etc., that are engaged in the competitive arena.

As Palmer (2014) pointed out, small businesses are often associated with a bundle of positive attri-
butes such as friendliness, flexibility, originality and individuality. Conversely, big businesses may 
be associated with negative connotations such as being impersonal, inflexible, standardized and 
lacking a ‘human dimension’.

However, there are a number of potential factors that may inhibit small business performance that 
need to recognized and their impact appraised. Morrison and Teixeira (2004), for example, listed a 
number of such potential obstacles, which are shown in Table 9.3.
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In constructing a SWOT for a smaller THE organization, event or destination, it might be useful to 
compile a simple checklist that is more focused on individual characteristics of the owner/manager 
than is likely in larger businesses. However, as with all SWOTs, the SWOT should be based on 
robust analysis of all of the relevant factors taking into account both qualitative and quantitative 
data as appropriate.

The following checklist might be useful in such circumstances. The questions should be asked of 
the organization but also of the leader/manager, because in many smaller businesses they have a 
pivotal role.

z Strengths – concerned with the attributes of the owner/manager and the business that could help 
the business achieve its objectives:
z What do you do well?
z What are your unique skills and competences?
z What expert or specialized knowledge do you possess?
z What experience do you have?
z What do you do better than your competitors?
z What are your most profitable areas of business?

z Weaknesses – concerned with the lack of attributes of the owner/manager and the business that 
may hinder the business in achieving its objectives.
z In what areas do you need to improve?
z What resources do you lack?
z What parts of your business are not very profitable?
z Where do you need further education, training and/or experience?
z What costs you time and/or money?

Table 9.3 Obstacles to small firm business performance in tourism

Obstacle focus Obstacle description

Internal: owner manager z	Lack of ambition, vision

z	Lack of inclination to increase production or operations

z	Constrained resources to address gaps in managerial competences

z	Perceptions that enterprise development would negatively 
impact product/service quality

z	Anti-business ‘hobbyist’ approach to running the business

z	Protecting quality of lifestyle

Internal: business z	Multi-skilling in every category of staff necessary

z	Limited resources and capacity available to narrow skill gaps

z	Physical constraints curtail expansion

External z	Weak power position within the industry sector and markets as an
individual unit

z	High dependency on externalities (external costs or benefits 
beyond the control of the organization)

 

Source: Adapted from Morrison and Teixeira (2004)
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z Opportunities – concerned with the external opportunities that may help you achieve your objec-
tives. 
z In what ways could you do more for your existing customers or clients? 
z How can you use technology to enhance your business? 
z Are there new target audiences you have the potential to reach? 
z Are there related products and services that provide an opportunity for your business? 

z Threats – concerned with the external threats that may hinder you in achieving your objectives. 
z What is the balance of power between your organization and suppliers and customers? 
z What are the strengths of your biggest competitors? 
z What are your competitors doing that you are not? 
z What is happening in the economy? 
z What is happening in the industry and markets you are involved with? 

CHAPTER SUMMARY 

SWOT is a tool that is widely used and understood by students and managers. It should represent 
a solid foundation for moving on to strategic formulation, but care has to be taken in implement-
ing the SWOT to ensure that it is not bland and is fully supported by the evidence that is available. 
However, the SWOT analysis should not be viewed as the start of the analysis. Instead, to arrive at 
a proper SWOT appraisal, other analyses need to be carried out first. 

This is the approach taken in this chapter, with the SWOT representing the culmination of the inter-
nal and external analyses described in Chapters 3 to 8. A rigorous analysis of the current situation 
provides a solid and defensible platform from which to move toward the formulation of a strategy 
that focuses on the future position. 

SWOT analysis has been widely applied in THE settings, with examples cited in the references. 
These examples span all parts of THE and range from ‘micro’ SWOT analyses of individual hotels or 
one-off events through the application to individual organizations and the adaptation of the tech-
nique to areas, regions and, in some instances, entire countries. 
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Strategic options for tourism, hospitality and 
events contexts 
Strategic options overview 

The previous three parts of this book have been concerned with an introduction to the subject 
matter and establishing the THE context, followed by chapters that studied strategic analysis both 
internally and externally. This culminated in the bringing together of available information (from 
the analyses) in the form of a SWOT. 

The analysis culminating in the SWOT establishes the current position based on a rigorous exami-
nation of the information and data available. This is a necessary prerequisite for moving on to 
consider the strategic options available to THE organizations, for future development and making 
choices between these options. 

In Part 4 we turn toward the future by identifying the strategic options THE organizations have 
available to them and making choices between them to develop their strategies for future develop-
ment. In Part 4 we are concerned with making the decisions about an organization’s future and the 
way in which it needs to respond to the many pressures and influences identified in the analysis 
studied in the previous chapters. 

Study progress 

part 1 

strategy 
and the 
tourism, 
hospital
ity and 
events 
contexts 

part 2 

analyz
ing the 
internal 
environ
ment 

part 3 

analyz
ing the 
external 
environ
ment and 
sWot 

part 4 

strategic options 

part 5 

strategy 
in action 

Chapters 
1 and 2 

Chapters 
3, 4, 5 
and 6 

Chapters 
7, 8 and 9 

Chapter 10 

Com
petitive 
strategy 
for THE 
organiza
tions 

Chapter 11 

Strategic 
direction 
for THE 
organiza
tions 

Chapter 12 

Strategic 
methods 
of devel
opment 
for THE 
organiza
tions 

Chapter 13 

Strategic 
evalua
tion and 
selection 
for THE 
organiza
tions 

Chapters 
14, 15, 16 
and 17 

Formulating, evaluating and selecting options 

Specifically, Part 4 is concerned with making choices between the strategic options that are identi-
fied and can be considered in three stages: 

1. Formulating options for future development (Chapters 10, 11 and 12) 

2. Evaluating between available options (Chapter 13) 

3. Choosing which options are likely to lead to strategic success (Chapter 13) 
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Many THE organizations are complex in terms of the scope and scale of their operations and in the 
way they are managed. The nature of the industry is such that many such organizations may: 

z Be operating internationally 
z Comprise many different departments or divisions 
z Have operations that are geographically scattered 
z Have a large, centralized head office or a small head office with dispersed authority 

Levels of strategy 

As a result of this complexity, it is common to distinguish between various levels of strategic selec-
tion, although textbooks often vary in their definition and scope of these levels. Three levels of 
organizational strategy are discernible: 

z Corporate level  
z Business level  
z Operational level  

The main focus of this text is on the business and operational levels.  

However, it should be noted at the outset that the boundaries between the levels are often unclear,  
particularly in smaller organizations where frequently the levels will effectively merge. 

Figure P4.1 shows the three levels of strategy as a hierarchy.  

Corporate-level strategy is concerned with the overall purpose and scope of an organization.  

Figure P4.1 the levels of strategy 
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This level of strategy might include the broad determination of which business areas or geographical 
areas the organization might want to be involved with. Clearly, this area of strategy development is 
thus closely involved with the organization’s mission and its manifestation in the form of a mission 
statement. This level of strategy is usually determined by the most senior levels of the organization; 
that is, the board of directors and the CEO. 

For example: Changing the focus of a business from concentrating on one sector such as 
manufacturing to a different sector such as hospitality may be such an issue. 

At this level of strategy, organizations are also concerned with so-called corporate governance issues 
that were considered in Chapter 2. Corporate governance is concerned with establishing and moni-
toring the rules, practices and processes by which a firm is controlled. 

For example: Determining the size and composition of the board of directors may be such 
an issue. 

Though transformational changes (such as those outlined above) occur from time to time, they 
tend to be far less common than the business-level decisions that organizations continually need to 
make. The focus of this part of the text is thus primarily at the business level of strategy. 

Business-level strategy is concerned with how to compete successfully in certain markets. 

The focus at this level is not normally on the entire organization (as in corporate-level strategy), 
except in the case of smaller organizations. Instead, this level of strategy usually focuses on break-
ing the entire organization down into its constituent parts; that is, its strategic business units (SBUs). 
This level of strategy will also be the concern of the board of directors and the CEO, but it will also 
usually involve other managers who are responsible for the individual SBUs. The concerns at this 
level of strategy include: 

z How can advantage over competitors be achieved?  
z Which products or services should be developed and in which markets should they be sold?  
z What methods can be used to achieve competitive advantage and to develop products and services?  

These three concerns of business-level strategy are addressed by strategic formulation of strategies by 
considering the 

z Basis on which competition takes place – Competitive Strategy 
z Direction which development should take place – Strategic Direction 
z Methods by which development should be achieved – Strategic Methods 

These three aspects of strategic formulation will be covered in subsequent chapters. Competitive 
strategy is considered in Chapter 10, strategic direction in Chapter 11 and strategic methods in 
Chapter 12. 

Figure P4.2 shows the elements that need to be considered in strategic formulation and how they 
all form part of the business strategy. 

Once strategic options for the future have been formulated (identified), it is necessary for them to 
be evaluated, and the most appropriate strategies should be selected. The evaluation and selection 
of strategies are considered in Chapter 13. 

Operational-level strategy is concerned with the more detailed implementation issues relating 
to how the proposed corporate- and business-level strategies can successfully be put into practice. 
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Business-level 
strategy 

Choosing strategic
options 

Competitive 
strategy 

(Chapter 10) 

Strategic
direction 

(Chapter 11) 

Strategic
methods 

(Chapter 12) 

Which direction to What methods toHow to compete? take? employ? 

Figure P4.2 the three components of business-level strategy formulation 

The concern here is how the changes arising from the adoption of corporate- and business-level 
strategies can be managed effectively and on the detailed decisions that have to be made in each 
area of the organization to implement the higher order decisions. This level of strategy will usually 
involve most managers and many other employees in organizations. 

These issues are considered in Part 5 of this text. 
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Competitive strategy for 
tourism, hospitality and 
event organizations 

Introduction and chapter overview 
Fundamentally, strategic management is concerned with achieving sustainable competitive advan-
tage. Thus, any organization must formulate strategic options for future development, evaluate them 
and choose those that the organization considers most likely to be successful. 

Making strategic choices is concerned with: 

z Formulating strategic options (Chapters 10, 11 and 12) 
z Evaluating the available options (Chapter 13) 
z Choosing the options most likely to lead to strategic success (Chapter 13) 

Formulating business strategy is concerned with three primary issues: 

z What is the basis on which competition will take place? – competitive strategy (Chapter 10) 
z Which direction for development will be taken will be taken? – strategic direction (Chapter 11) 
z How will the development be achieved; that is, which methods will be adopted? – strategic methods 

(Chapter 12) 

Competitive strategy is considered in this chapter. Two important points are relevant before we 
proceed to considering the formulation of strategy. 

Doi: 10.4324/9781003318613-14 

https://doi.org/10.4324/9781003318613-14
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z The focus of strategy at this level (often referred to as ‘business’ strategy) is not normally on 
the entire organization, except if the organization is small in size. In business strategy, the 
concern is usually with breaking the entire organization down into its constituent parts; that 
is, its SBUs. 

z Although the focus here is on the business level –that is, the level of the SBU – at some 
stage the organization as a whole must bring the strategies of the individual SBUs together. 
Because resources are finite, the organization is unlikely to have the resources available to 
develop each SBU at the same rate, and some will offer higher returns than others. Thus, 
choices have to be made at the corporate level between the competing demands of the indi-
vidual SBUs. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z Understand various THE contexts in which competitive strategy has to be considered 
z Explain the concept of competitive advantage 
z Describe and evaluate Porter’s generic strategy framework 
z Describe and evaluate the strategy clock and Poon’s tourism competitive strategy concepts 
z Explain the concept of hybrid strategy 
z Explain the role of core competences and distinctive capabilities in building competitive advantage 
z Explain the role of the value chain in linking core competences and generic strategies 
z Understand how the concepts and models discussed can be applied to THE contexts 
z Provide illustrative examples from THE organizations of competitive strategy 

10.1 How competitive advantage is achieved 
The study of strategic management offers several explanations of how competitive advantage can be 
achieved and sustained. This topic was introduced in Chapter 3. This chapter focuses on two of the 
major explanations of competitive advantage: 

z Competitive positioning 
z Core competences 

The competitive positioning approach is based largely on Porter’s generic strategy framework (Porter, 
1980, 1985). The core competence or resource-based view explains competitive advantage in terms of 
the development and exploitation of an organization’s core competences. A third approach, the 
relational approach, recognizes that many resources critical to an organization’s success can come 
from outside the organization. Consequently, the importance of interfirm working (in the form of 
alliances, joint ventures, franchising arrangements, etc.) is stressed. (This approach is considered 
in Chapter 12 as part of strategic methods.) Kim and Oh (2004) provided a useful summary and 
critique of the three approaches in a THE context. 

These three approaches can be viewed as being complementary and mutually enriching rather than 
mutually exclusive. 
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10.2 Strategy formulation in THE contexts 
As stated previously, business strategy is concerned with formulating strategies in three key issues: 

z How can advantage over competitors be achieved? (competitive strategy)  
z Which products or services should be developed, and in which markets should they be sold?  

(strategic direction) 
z What methods of development should be adopted? (strategic methods) 

These issues are of fundamental importance in any industry, not just in the sectors of THE. How-
ever, the strategic options that are formulated to address these issues and the strategy developed 
to take the organization forward will vary according to the circumstances of the particular industry 
concerned. In other words, in formulating strategy, managers must consider the wider external envi-
ronmental factors affecting organizations operating in the industry or parts of it. Some texts refer to 
these factors as the frame conditions. 

z Frame conditions are those conditions operating in the organization’s commercial environment 
that frame (or influence) strategic decision making for a particular organization. 

The frame conditions represent the major changes or trends occurring in an industry or parts of 
it that managers must be aware of and take into account when formulating strategy. The frame 
conditions may affect all organizations or only those operating in a particular sector, subsector or 
geographical location. 

Table 10.1 summarizes some of the major frame conditions affecting THE. It should be stressed that 
this is not an exhaustive list but instead is indicative of the sort of issues that might be considered. 
It could well be that in certain contexts these are not the major frame conditions that need to be 
considered and others may be more important. It could also be that some of the issues represented 
in Table 10.1 manifest themselves in a different way or are relevant for different sectors in different 
ways than those indicated in the table. 

The key point is that in formulating valid strategic options that are capable of achieving competitive 
advantage, managers operating in THE must seek to identify and understand the major changes that 
have occurred and continue to affect their sector of the industry. 

The chapters focusing on analysis (Chapters 3–9) considered some of the issues, but Table 10.1 
summarizes and groups them together for the first time in this book. Though the issues presented 
are not necessarily unique to THE, they have certainly been important in many parts of THE world-
wide in recent years. 

The sectors and subsectors are consistent with the conceptualization of THE considered in Chapter 2 
and shown diagrammatically as Figure 2.2. 

Table 10.1 summary of the major frame conditions affecting THE 

Frame Condition Comments 

Collaboration 	 Collaborating between various companies in THE has expanded 
through various types of strategic alliances, joint ventures, franchising 
etc., with companies attempting to gain advantages of economies of 
scale and scope. 
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Frame Condition Comments 

Cost cutting 

Cruising 

Deregulation and 
privatization 

emerging outbound 
tourist markets 

emerging tourism 
destinations 

eventful cities 

growth of all inclusive 

industry structural 
changes 

international event 
management 

internationalization 

low cost competitors 

public–private 
partnerships 

technology: 
disintermediation 

the commercial environment has been getting ever more competitive as 
the economic weakness in the world economy of event years has com
bined with lower barriers to entry, pressure on public financing, privatiza
tion and deregulation. Companies have responded by focusing on its 
cost base by measures such as ‘downsizing’ (making the business smaller) 
and ‘outsourcing’ (buying in inputs rather than providing them internally). 

the growth of cruising in parts of the world in recent years has 
exceeded the growth of tourism generally. 

Markets have been deregulated and public companies have been 
privatized in parts of as governments have been under financial pres
sure not to provide financial support for THE activities. 

Many countries such as China, india, Japan, Mexico, indonesia and 
Malaysia are developing large outbound tourism markets. 

Many countries such as China, india, vietnam, peru, tanzania and the 
philippines have shown rapid growth in international tourism arrivals. 
existing and new built and natural attractions have been marketed. 

Many cities (and regions) around the world have focused on events 
such as festivals and conferences as a key part of their economic 
development and tourism strategies. 

all-inclusive resorts and hotels have grown in popularity as consum
ers have sought pricing certainty, quality assurance and controlled 
environments. 

there has been a great deal of structural change and industry con
solidation in parts of THE. Many organizations have become part of 
vertically and/or horizontally integrated structures while others have 
diagonally integrated using common technology platforms. 

events and the companies which organize and manage them has been 
a highly fragmented business field, and dominated by domestic pro
viders. recent years have seen the emergence of some large diversi
fied companies with international capabilities which add to what is 
already a highly competitive sector with low barriers to entry. 

Many companies have grown, merged and formed alliances to move 
from domestic orientation and to increase their international presence. 

Companies have emerged which focus their competitive stance on 
cutting out additional product features and concentrating on cutting 
costs wherever possible. 

in many countries public funding for THE has been curtailed and 
public authorities have wanted to involve private sector expertise and 
attract private capital investment. 

technology has had affected many parts of THE in many ways but per
haps the most important changes have been the growth of the global 
Distribution systems (gDs) and the internet. the internet has allowed 
disintermediation to take place on a large scale i.e. consumers can buy 
tourism, hospitality and event products directly from suppliers from 
their computers and mobile devices with no need for an intermediary. 

(continued) 
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Table 10.1 Continued 

Frame Condition Comments 

technology: resource 
substitution & resource 
re-location 

technology: 
transportation 

value accommodation 

Many parts of THE are highly labor intensive which tends to be an 
expensive resource. it is also difficult to ensure consistent quality 
standards are met. Computer and communications technology have 
been utilized to replace labor with technology or to re-locate labor 
resources to where they are provided at lower cost. For example, 
call centers have been replaced by interactive websites for booking 
and price comparison, self-checking in is now common at airports 
and electronic information points are available at tourist sites. at the 
same time call centers and other functions have been relocated in 
many cases from ’Western’ countries to countries such as india and 
the philippines (known as ’offshoring’) or sometimes to low labor cost 
localities in the same country (known as ‘near-shoring’). 

transport technology is continually developing, with new aircraft types 
being developed, cruise ships becoming larger and more sophisti
cated, more high-speed railways being built and increasing infrastruc
ture such as rood and airport capacity in many parts of the world. 

the fastest growing part of the hotel market in many markets has 
focused on branded, value-based chains of budget hotels. 

10.3 Competitive strategy overview 
Competitive strategy is concerned with the bases on which an SBU might achieve competitive 
advantage in its chosen market or markets. For THE organizations in the private sector, competitive 
advantage is clear: 

z Organizations need to compete with the competitors in their particular sector to gain customers 
and to achieve profitability for the benefit of the business owners. 

Many THE organizations are in the public sector or are publicly funded. Thus, achieving competitive 
advantage is important because these organizations, as well as attractions, events and festivals, need 
to be able to demonstrate that they are competitive because they often have to compete with other: 

z Publicly funded activities for funding and thus need to be able to demonstrate the effectiveness 
of the funding they receive 

z Locations offering similar attractions, festivals and events 
z Ways in which the services could be delivered 

	z explain the meaning of frame conditions. 

	z explain why it is necessary for THE managers to have a good understanding of the most 
relevant frame conditions. 

	z provide an example of a frame condition relevant to a sector of THE you are familiar with 
that is not included in table 10.1 but that you think is of importance to future development. 

TH INK POINTS  
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10.4 Michael Porter’s generic strategies 
Perhaps the oldest and best-known explanation of competitive advantage was given by Michael 
Porter in his generic strategy framework, which was first developed during the 1980s. Although this 
framework has been increasingly called into question in recent years, it still provides useful insights 
into competitive behavior. The framework and its limitations are considered in this section. Perhaps 
its main use is that it provides a framework that has an intrinsic logic, which forces managers to 
think about the underlying basis upon which they are attempting to compete. 

According to Porter (1985), competitive advantage arises from selection of the generic strategy that 
best fits the organization’s competitive environment and then organizing value-adding activities to 
support the chosen strategy. There are three main alternatives: 

z Cost leadership – being the lowest cost producer of a product so that above-average profits are 
earned even though the price charged is not above average 

z Differentiation – creating a customer perception that a product is superior to those of competitors 
so that a premium price can be charged 

z Focus – utilizing either a differentiation or cost leadership strategy in a narrow profile of market 
segments (possibly just one segment) 

Organizations that fail to make a strategic decision to opt for one of these strategic stances are in 
danger of being stuck in the middle (to use the Porter’s terminology). In other words, the organiza-
tion tries to both be the cost leader and the differentiator and achieves neither and, in the process, 
confuses consumers. 

Porter argued that an organization must make two key decisions on its strategy: 

z Should the strategy be one of differentiation or cost leadership? 
z Should the scope of the strategy be broad or narrow? 

The possible orientations that result are shown diagrammatically in Figure 10.1.

 Competitive Advantage 

Low Cost Differentiation 

C
om

pe
tit

iv
e 

Sc
op

e Broad scope Cost 
– targets whole 
market Leadership 

Narrow scope 
– targets only 
one segment 

Differentiation 

Cost Focus Differentiation 
Focus 

Figure 10.1 the generic strategy framework 
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Original Profit costs 

Full costs 
Full costs 

Full costs 

No generic Cost strategy: Differentiation 
strategy Price usually strategy: 

unchanged but Costs increased 
lower costs to add premium 

features but 
higher price 
chargeable 
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In other words, an organization must decide whether to try to gain competitive advantage by: 

z Differentiating its products and services and selling them at a premium price or 
z Producing its products and services at a lower cost than its competitors 

Higher profits can be made by adopting either approach. An organization must also decide whether to: 

z Target the whole market with its chosen strategy or 
z Target a specific segment or niche of the market. 

Figure 10.2 shows a diagrammatic representation of differentiation and cost leadership. With the 
cost leadership strategy, an organization charges the same price as in cases where no pricing strategy 
is employed but derives higher profits by cutting costs. In the case of differentiation, an organization 
is able to charge a premium price (because it offers features consumers are willing to pay for), while 
maintaining costs at their initial level, thereby achieving higher levels of profitability. 

10.4.1 Cost leadership strategy 

A cost leadership strategy is based on a business organizing and managing its value-adding activi-
ties such that they are the lowest cost producer of a product or service within an industry. There are 
several potential benefits of a cost leadership strategy for a business, in that it: 

z Can earn higher profits by charging a price equal to or below that of competitors because its costs 
are lower 

Figure 10.2  a simplified understanding of cost leadership and differentiation strategies 

Note: price = full costs plus profits 
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z Provides the possibility of increasing both sales and market share by reducing price below that 
charged by competitors (assuming that the product’s demand is price elastic in nature) 

z Allows the possibility to enter a new market by charging a lower price than competitors 
z Can be particularly valuable in a market where consumers are price sensitive 
z Creates an additional barrier to entry for organizations wishing to enter the industry 

Value chain analysis is central to identifying where cost savings can be made at various stages in the 
value chain and its internal and external linkages (see Chapter 3). 

A successful cost leadership strategy is likely to rest on a number of organizational features. Attain-
ment of a position of cost leadership depends on the arrangement of value chain activities. Examples 
of how costs savings might be achieved include the following: 

z Reducing costs by copying rather than originating product design features. 

For example: A tour operator, hotel company or event promoter might copy the design 
and functions of an existing website developed by competitors so that development costs 
are minimized. 

z Using less expensive resource inputs. 

For example: Many ‘low-cost’ airlines and event organizers, among others in THE, have 
substituted technology for expensive labor. Telephone sales agents have been replaced by 
internet sales, which are much cheaper sales and are facilitated by the simplicity of the 
underlying product. 

z Producing products with ‘no frills’, thus reducing labor costs and increasing labor productivity. 
For example: Low-cost airlines have generally eliminated free meals and free seat 
reservations from their products, thereby reducing costs, or require additional payments 
for these services. 

z Achieving economies of scale by high-volume sales perhaps based on advertising and promotion 
or allowing high fixed costs of investment in modern technology to be spread over a high volume 
of output. 

For example: The growth of the internet and mobile technology has transformed the 
intermediation process between consumers and companies providing THE products and 
services during the last 20 years or so. Several large global players have emerged. These 
include Ticketmaster, a subsidiary of Live Nation Inc. for events and Travelocity, Orb-
itz and Trivago (all of which are subsidiaries of Expedia); US-based Booking Holdings, 
which runs the Booking.com website (among others); and China’s Shanghai-based Trip. 
com Group for tourism and hospitality products. 

The Technology Focus on Expedia Inc. illustrates the rise of these intermediaries. 

Achieving economies of scale through technology: Expedia Group 

in 1996, a small division within Microsoft launched online travel booking site expedia.com, 
which gave consumers a revolutionary new way to research and book travel. three years 
later, expedia was sold, becoming a publicly traded company. 

10 .1  TECHNOLOGY FOCUS  
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interactive Corporation acquired a controlling interest in expedia in 2002, and expedia 
subsequently grew quickly as synergies with the parent company’s other travel holdings 
were realized and the technology platforms were developed. the company also acquired 
other leading travel brands, including online travel sites hotels.com and hotwire and trav
eler reviews and opinions site tripadvisor. 

in 2005, interactive Corporation sold its travel businesses under the name expedia, inc. 
and, since then, expedia has evolved into what is today the world’s largest online travel 
company, parent company to a global portfolio of leading consumer brands. in 2011 expe
dia, inc. sold tripadvisor Media group and retained its successful travel transaction brands. 
expedia brands include expedia.com, hotels.com, trivago.com, travelocity.com, home-
away.com and orbitz.com. 

expedia’s corporate headquarters are located in seattle, Washington, usa, with offices 
throughout the americas, europe and asia-pacific regions. expedia, inc. employs over 
12,000 employees worldwide across its network of brands. expedia’s revenue dwindled 
from $12bn in 2019 to $5.2bn in 2020 due to the CoviD-19 pandemic. 

the brands that comprise expedia group operate websites, with localized content, for 
more than 200 travel booking sites in more than 75 countries and 150 mobile sites in about 
70 countries. investment in technology, shared resources among a number of brands and 
acquisitions have enabled expedia to obtain economies of scale and achieve market lead
ership in travel web and mobile technology. 

Source: adapted from www.expediainc.com/ 

Questions 

1. explain the reasons why expedia has been able to grow into a market leading position. 

2. Consider the main competitive threats faced by an intermediary such as expedia. 

z Using high-volume purchasing to obtain discounts for bulk buying of resource inputs such as 
accommodation or transportation requirements. 

For example: TUI has grown to a preeminent position in European tour operations, 
allowing the company to demand lower prices for resource inputs (such as hotels and other 
accommodation) than might be available to smaller competitors. 

z Locating activities in areas where costs are low or government help, such as grant support, is 
available. 

For example: UK airline British Airways has located call centers at peripheral locations 
in the UK such as Newcastle and Glasgow where abundant, fairly cheap labor is available 
and where government aid in the form of tax savings is available for incoming investors. 
Other THE companies use outsourcing to site call centers in countries such as India and 
the Philippines where labor costs are lower. 

z Obtaining experience effect economies (see Chapter 3). 

For example: The operator of an established theme park may be able to operate the park 
with lower costs than a new entrant because they might have more experience of impor-
tant operational aspects such as staff scheduling and training, minimizing power costs, 

https://www.expediainc.com/
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purchasing new rides, waste disposal, pricing and marketing incentives, buildings and 
ground maintenance and employing specialist staff. The Short Case Illustration of Merlin 
Entertainments Group below illustrates the point. 

Experience curve effects: Merlin Entertainments Group 

Merlin entertainments is a uK-based entertainment group that operates about 140 attrac
tions in 24 countries with well-known international brands such as Madame tussauds, 
legoland and sealife centers as well as theme parks such as alton towers in the uK and 
gardaland in italy. in 2019, it was acquired by a consortium that includes Kirkbi a/s (the 
investment arm of the Christiansen family, which controls the Danish-based lego group). 

Merlin delivers two types of visitor experiences: midway attractions are predominantly 
indoor attractions located in city centers, resorts or shopping malls, providing visits of 
shorter duration; theme parks are outdoor attractions offering accommodation, rides, 
shows and interactive experiences around a central theme. they are managed in two oper
ating groups – legoland parks and resort theme parks. one feature of the company is its 
ability to deliver development needs completely in-house. this capacity provides the expe
rience and ability to deliver projects on time, on budget and to the required specification. 

since it was formed in 1999, Merlin’s strategy has been to create a high-growth, high-return 
family entertainment company, a business based on strong brands and a global portfolio 
naturally balanced against the impact of external factors. 

Working with the world’s largest toy brand – lego (a Danish company) – the company is able 
to roll out parks internationally using the intellectual property rights for the brand that Mer
lin possesses. one of these developments was legoland Japan, Merlin’s eighth legoland 
park, which opened in april 2017 with more than 40 rides, shows and attractions. extensions 
to the park in 2018 added a sea life Centre and a hotel. 

Source: adapted from www.merlinentertainments.biz/ 

Questions 

1. explain how experience curve effects might work to the benefit of Merlin. 

2. Consider other examples from THE where experience curve effects may aid an organiza
tion in competing successfully. 

10 .2  SHORT  CASE  I LLUSTRAT ION 

z Standardizing products or resource inputs. 

For example: Holiday Inn is able to franchise its concept internationally to franchisees 
because it has operating procedures, brand attributes, training practices, financial controls 
and technical support that are fairly standardized throughout the world. Similarly, South-
west Airlines is able to achieve economies in maintenance, purchasing and crew training 
because it operates only one aircraft type (albeit in various versions), the Boeing 737. It is 
the world’s largest user of this aircraft type, with about 740 in service. 

Perhaps no industrial sector exemplifies the adherence to the principles of cost leadership more than 
the airline sector, as outlined in the Short Case Illustration below. 

https://www.merlinentertainments.biz/
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Cost leadership: the airline industry 

the growth of so-called low-cost airlines, which commenced with the birth of southwest 
airlines in 1971 and was facilitated by us airline deregulation from the 1970s onwards, has 
been one of the major developments in global THE. highly regulated airline markets were 
progressively deregulated in many countries following the us initiative, and this spawned 
many new low-cost start-ups around the world. Many of the start-ups quickly failed due to 
competition from existing carriers, poor financing or failure to adhere to the low-cost prin
ciples, but many have prospered and grown into substantial carriers. 

over 20 years ago, Doganis (2001) estimated that the cost advantage of low-cost carriers 
was on the order of 40% to 50%. though some of the cost advantages have probably been 
eroded subsequently as ‘full-service’ airlines (such as british airways, singapore airlines and 
united) have adopted some of the cost saving measures pioneered by low-cost airlines, low-
cost airlines still strive for cost leadership by cutting out product features that are not valued 
and by making operations highly efficient. 

alamdari and Fagan (2005) summarized the primary features of the original low-cost model 
pioneered by southwest airlines, as shown in table 10.2. 

Table 10.2 the main features of the low-cost airline model 

attribute Characteristics 

product Fare low, simple and unrestricted 

Frequency high 

network point-to-point 

Connections no 

Distribution Call centers, internet, ticketless 

Class single class 

seat comfort high-density seating 

Food no free meals or drinks 

seat assignment no 

baggage low weight allowances and carry-on encouraged 

operations aircraft fleet single type 

aircraft use high capital productivity >12 hours 

airports secondary and uncongested 

airport turnaround 20–30 minutes 

sector length short (400 miles) 

staff high labor productivity, competitive salaries 

10 .3  SHORT  CASE  I LLUSTRAT ION 
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as alamdari and Fagan (2005:378) pointed out, some of the airlines have based their busi
ness models fairly rigidly on southwest’s fundamental low-cost principles. however, increas
ingly, other low-cost airlines have emerged ‘that adhere to southwest’s fundamental prin
ciple of undercutting the incumbent or the alternative carrier on price while attempting to 
differentiate their services from those of their competitors’. 

though there are many variations of the low-cost model and, indeed, southwest airlines has 
itself deviated at least in part from some of its original principles, some of the features of 
the low-cost model are rarely altered, particularly the focus on point-to-point services, short 
sector lengths, limited number of aircraft types, high aircraft usage rates and short airport 
turnaround times. though low-cost airlines have succeeded in attracting customers based 
on their value for money propositions, they have sometimes found difficulties in retaining 
customers and building a loyal customer base (rajaguru, 2016). 

Questions 

1. explain the main features of the cost leadership model exemplified in this case. 

2. explain the factors that led to the rise of low-cost airlines and consider the competitive 
threats such airlines might face in their future development. 

A cost leadership strategy, coupled with low price, is best employed in a market or segment where 
demand is price elastic (see Key Concept below). 

Under such circumstances, sales and market share are likely to increase significantly, thus increasing 
economies of scale and reducing unit costs further, generating above-average profits. 

Price elasticity of demand (Part 2) 

We encountered price elasticity of demand in Chapter 6. here we further emphasize its 
importance in underpinning strategic pricing decisions. economists use the term price elas
ticity to describe the extent to which the volume of demand for a product is dependent on 
its price. the coefficient of elasticity is expressed in a simple equation: 

E p = percentage change in quantity/percentage change in pr-ice 

the value of E p (price elasticity) tells us the price responsiveness of the product’s demand. 
if, for any given price change, E p is more than −1, the change in price has brought about a 
higher proportionate change in volume sold. this relationship between price change and 
quantity is referred to as price elastic demand. 

Demand is said to be price inelastic if the quantity change is proportionately smaller than 
the change in price (resulting in an E p of less than −1). the larger the value of E p, the more 
price elastic the demand and, conversely, the nearer E p is to 0, the more price inelastic the 
demand. 

the price elasticity of demand (the value of E p) is dependent on the nature of the market’s 
perception of a product. products tend to be relatively price elastic if the market sees a 

KEY  CONCEPT  
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product as unnecessary but desirable, as in the case of many leisure-oriented THE products 
and services or, say, chocolate. products will tend to have relatively price inelastic demand 
if the customer perceives a need for a product rather than a want. the demand for many 
business-oriented THE products or services or most pharmaceutical products often exhibits 
relative price inelasticity of demand. 

10.4.2 Differentiation strategy 

A differentiation strategy is based on persuading customers that a product is superior in some way 
to that offered by competitors. Differentiation can be based on premium product features or simply 
on creating consumer perceptions that a product is superior. The major benefits to a business of a 
successful differentiation strategy are that: 

z Its products will command a premium price 
z Demand for its product will be less price elastic than demand for competitors’ products 
z Above-average profits can be earned 
z It creates an additional barrier to entry to new businesses wishing to enter the industry 

For example: Becerra et al. (2013) studied the impacts of differentiation in the context 
of the Spanish hotel industry. Their study found that differentiation had an impact on 
pricing decisions, in that it protects hotels from the pressure to reduce prices as competi-
tion increases. 

A business seeking to differentiate itself will organize its value chain activities to help create dif-
ferentiated products and to create a perception among customers that these offerings are worth a 
higher price. Differentiation can be achieved in several ways: 

z Creating products that are superior to those of competitors by virtue of design, technology, per-
formance, etc. 

For example: Over the last few years the demand for cruises has been growing quickly around 
the world, and the types of customers have been changing; that is, more families and younger 
customers are being attracted in addition to the traditional clientele of older age groups. 

Consequently, the major cruise lines have responded by adding tonnage but also by 
attempting to differentiate their ships in various ways. The Royal Caribbean cruise line 
(www.royalcaribbean.com), for instance, has targeted the family market with its four 
‘Oasis’ class ships, which are the largest passenger ships afloat. The ships’ features include 
a five-deck-high boardwalk, outdoor areas running down the middle of the ships that 
feature lush tropical gardens, a sloped-entry beach pool with surf simulators, a zip wire 
and a youth zone featuring a science lab and computer gaming. 

Differentiation using collaboration and technology: the Edinburgh Festival 

edinburgh, the capital of scotland, is a thriving city of over half a million people. each year 
its festivals attract performers and audiences from around the world and enable edinburgh 
to market itself as ‘the world’s favorite festival city’. 

10 .4  TECHNOLOGY FOCUS  

https://www.royalcaribbean.com


381 COMPETITIVE STRATEGY FOR THE ORGANIZATIONS

 

 

 

although often referred to as ‘the edinburgh Festival’, the festival has developed into a 
vast and complex series of 11 major festivals (held predominantly over the summer months), 
flowing through hundreds of venues and offering thousands of events. the festivals include 
the original edinburgh international Festival (a festival of the arts and music), the edinburgh 
international Film Festival, the edinburgh Jazz and blues Festival and the edinburgh Fes
tival Fringe (the world’s largest arts festival featuring comedy and theater performances). 
although largely organized separately, taken together the festivals constitute a vital part of 
edinburgh’s economy and international image. 

edinburgh’s festival season was initiated with the birth of the international Festival in the postwar 
britain of 1947 ‘to provide a platform for the flowering of the human spirit’. the festivals devel
oped at a time before the internet, when programs were all on paper and days were planned 
weeks in advance, and there were far fewer such events competing for attention and custom. 

today’s festival experience is very different, with a vast array of events and activities and the 
need to compete, requiring collaboration and technology as key points of differentiation. 
rather than compete between themselves, the individual festivals recognized the power of 
working collaboratively for mutual advantage. 

the publication of a report in 2006 served as a ‘wake up’ call to edinburgh’s festivals. 
the thundering hooves report (metaphorically named after the sound of the competition 
catching up with edinburgh) concluded that although in the short term edinburgh’s status 
was secure, when viewed against the sustained development of some actively competitive 
cities, its enviable preeminent position was less secure. 

the directors of edinburgh’s leading festivals came together in 2007 to formally estab
lish ‘Festivals edinburgh’ with a mission to support edinburgh’s festivals in sustaining and 
developing their position through development and delivery of collaborative projects and 
initiatives that support growth, product development, leadership and audiences. since 
then, strategic plans have been produced covering all of the major activities, and close 
collaboration has been achieved particularly in relation to strategic planning, marketing, 
program development and infrastructure. 

in the marketing field, for instance, the festivals have jointly embraced technology and 
developed a joint website and mobile apps. the edinburgh Festivals website covers all of 
the major festivals and provides direct links to a number of free gps-enabled apps that 
include useful features such as allowing customers to: 

 z locate events close to the present location 

 z Keep track of events and plan future attendance 

 z receive alerts regarding events nearby or starting soon 

 z access user-generated reviews 

 z read the ‘Festival buzz’, which tracks shows being discussed online 

 z read ‘iFringe’, which collects a diverse number of independent professional reviewers 
such as ‘Fringeguru’ and ‘edinburgh spotlight’ in one place for quick reference 

 z Contact others with ‘Festafriend’, which links up with others interested in the same shows 

Source: adapted from www.edinburghfestivalcity.com 

https://www.edinburghfestivalcity.com
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Questions 

1. explain the main ways in which the edinburgh Festivals differentiates itself from competi
tors through the use of technology. 

2. in what other ways might similar festivals choose to differentiate themselves from 
competitors? 

z Offering a superior level of service. 

For example: An upscale hotel chain such as Hong Kong–based Mandarin Oriental 
(www.mandarinoriental.com), which operates hotels largely in Southeast Asia and major 
American and European cities, attempts to differentiate itself by offering a very high level 
of service. This is achieved, in part, by having a very high ratio of staff to guests. 

z Having access to superior distribution channels. 

For example: A chain of retail travel agents that has been established for some time may 
have been able to develop a network of branches in prime retail locations (especially impor-
tant in the retail sector). Although internet distribution has been increasingly important, 
retail travel agents remain important in many countries, offering advice, competitive pric-
ing, convenient locations, financially protected products and the ability to put different 
elements of a ‘package’ together. Accumulating suitable sites at competitive rates would 
take some time and considerable expense for a newcomer to the sector. 

For example: Trailfinders plc (www.trailfinders.com) has operated since 1970 and 
currently operates from 34 retail premises in key strategic locations in the UK and 
Ireland. The company has built up a reputation for dealing with long-haul independent 
travelers and has won numerous awards. The company tends to employ agents who have 
themselves traveled extensively, believing that the advice they are able to offer is superior 
to the service customers are likely to receive from internet-based providers and other 
retail chains. 

z Creating a strong brand name through design, innovation, advertising, loyalty programs and 
public relations. 

For example: The development by American Airlines of the world’s largest frequent flyer 
program (AAdvantage) creates loyalty for its brand among passengers. The promotional 
scheme, launched in 1981, has over 70 million members. Though many of its features have 
been copied by other airlines, the size of its membership together with the route flexibility 
offered by the airline’s extensive network and those of its partners (which include British 
Airways, Iberia and Cathay Pacific Airlines) provides competitive strength. Nevertheless, 
competitive pressures have led the airline to liberalize rules over the years to develop 
partnerships with a vast array of hotels, car rental companies and other suppliers to offer 
promotions. However, a major change to the program occurred in 2016, when AAdvantage 
began crediting miles based on the amount of the airfare, not the distance traveled. This 
change was accompanied by increases in miles needed for an award. 

z Leveraging distinctive or superior product promotion. 

For example: Tourism is an important sector for the economy of the Phillipines, with the 
industry accounting for about 11% of the country’s GDP. The ‘It’s More Fun in the Phil-
ippines’ campaign developed for the Philippines Department of Tourism (www.itsmore-
funinthephilippines.com) has won numerous advertising industry awards. The campaign, 

https://www.mandarinoriental.com
https://www.trailfinders.com
https://www.itsmorefuninthephilippines.com
https://www.itsmorefuninthephilippines.com
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initiated in 2012, used social media to enlist the help of the Filipino public in creating 
the campaign, thus enabling the limited marketing budget to be multiplied enormously. 
The campaign went viral within hours of its official launch, with Filipinos using the ‘It’s 
More Fun’ theme to express their own feelings on the web in numerous imaginative ways, 
which helped drive visitors to the country. The value of international tourism doubled from 
US$3.2bn in 2013 to US$6.5bn in 2017 (www.tourism.gov.ph). 

A differentiation strategy is likely to necessitate and emphasis on innovation, design, research and 
development; awareness of particular customer needs; and marketing. To say that differentiation is 
in the eyes of the customer is no exaggeration. It could be argued that it is often brand name, brand 
values or a logo that distinguishes one product from another, rather than real product superiority. 
The Short Case Illustration of W Hotels below demonstrates how a hotel company has used design 
and branding to create a differentiated product. 

A differentiation strategy is employed to reduce price elasticity of demand for the product so that its 
price can be increased above that of competitors without reducing sales volume, thus generating 
above-average profits. 

Differentiation using design and innovation: W Hotels 

although they vary greatly, the term ‘boutique hotel’ has usually been used to describe 
smaller full-service hotels with luxury facilities in interesting settings. the individual 
hotels are distinctive and often reflect the nature of the neighborhoods in which they 
are located. 

boutique hotels began appearing in the 1980s in major cities like london, new york and 
san Francisco. the term is often attributed to new york hoteliers ian schrager and steve 
rubell, who opened their new york hotel, Morgans, in 1984. the growth of such hotels can 
be viewed as a reaction to the standardization of many hotels that form part of a chain and 
a recognition that younger customers are more design conscious. 

Many international hotel chains have reacted to this trend by launching boutique brands of 
their own, though they tend to be larger than the original boutique hotels, and as they are 
rolled out to different locations, standardization is apparent. intercontinental hotel group 
operates about 150 hotels using its indigo boutique brand, and Marriott launched its Moxy 
boutique hotel brand, aimed at younger travelers and in urban settings, in 2013. 

W hotels is Marriott’s luxury boutique hotel brand and is generally targeted at a younger 
clientele than its other brands, which include Marriott, Westin, sheraton and le Meridien. 
it was launched in 1998 with the W new york, and the brand has since expanded with over 
65 hotels and resorts around the world. 

though the hotels vary in size and types of locations, they have a common theme of mini
malist stylish decor and informal names for categories of rooms and public areas. For exam
ple, the hotel lobbies are known as the ‘living room’. W hotels attempt to include the letter 
W wherever possible – the swimming pool is known as ‘Wet’, the concierge is known as 
‘Whatever Whenever’, and so on. 

Source: adapted from: www.marriott.com and www.ihg.com 
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Questions 

1. explain the main elements of W hotels’ differentiation strategy. 

2. Consider the factors that could threaten the continued development of the chain in using 
such a differentiation strategy. 

10.4.3 Focus strategy 

A focus strategy is aimed at a segment of the market for a product rather than the whole market. In 
the case of SMEs, because they are small in scale, they almost certainly have to use a focus competi-
tive strategy to compete. 

With a focus strategy, a particular group of customers is identified on the basis of age, income, life-
style, sex, geography and other distinguishing demographic characteristics or on the benefits sought 
from travel and tourism products. Within the segment, a business employs either a cost leadership 
or a differentiation strategy. 

The major benefits of a focus strategy are that it: 

z Requires a lower investment in resources compared to a strategy aimed at an entire market 
z Allows specialization and greater knowledge of the segment being served 
z Makes entry into a new market less costly and simpler 

A focus strategy will require: 

z Identification of a suitable target customer group that forms a distinct market segment 
z Identification of the specific needs of that group 
z Establishing that the segment is sufficiently large to sustain the business 
z Establishing the extent of competition within the segment 
z Production of products to meet the specific needs of that group 
z Deciding whether to operate a differentiation or cost leadership strategy within the market 

segment 

Focus strategies can be developed in THE in a range of different circumstances by: 

z Focusing on a particular group of buyers 

For example: Contiki Tours (www.contiki.com), now a subsidiary of London-based The 
Travel Corporation, markets their coach-based holidays to customers in many parts of the 
world. The company, which was founded in the 1960s by a New Zealander as a safe and 
secure means for Australians and New Zealanders to see Europe, now offers tours (which 
combine activities and sightseeing) in North America, Australia and New Zealand and 
Europe. All tours are targeted at a single demographic subgroup, namely, the 18 to 35 
age group. 

z Specializing on particular geographic destinations 

For example: Sunvil Holidays (www.sunvil.co.uk), a specialist UK-based tour operator, 
was founded by an entrepreneur with a Greek Cypriot background. Although it has now 

https://www.contiki.com
https://www.sunvil.co.uk
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diversified into other areas, the company is able to compete with larger rivals in the market 
for holidays to Cyprus by utilizing in-depth knowledge of the destination, a network of 
contacts and a loyal customer base. 

z Catering for the benefits sought by a particular group of buyers or a particular product 

Many organizations use a focus strategy to enter a market before broadening their activities into 
other related segments. Table 10.3 provides a summary of the key features of generic competitive 
strategies. 

10.4.4 Critical evaluation of the generic strategy framework 

It could be argued that none of Porter’s categories should be regarded as alternatives and that in 
reality to categorize competitive strategy in this way is simplistic and possibly misleading. However, 
it does force managers, in a clear and simple way, to seriously consider the basis on which they are 
competing and to adjust their competitive strategy if necessary. 

Porter’s generic strategy framework has been the target of some criticism and discussion of its limi-
tations (in a THE context, see, for example, Hendry, 1990; Parnell, 2006; Gurau, 2007; Poon, 1993). 

At least six limitations of Porter’s model have been identified. 

Table 10.3	 Key features of generic competitive strategies 

Features Differentiation Cost leadership Focus 

aim z	ability to charge a 
premium price 

how	 z	superior product/service 

z	advertising and promotion 

z	branding 

z	Distribution channels 

z	Different locations 

z	Customer care 

z	technology 

z	licenses/regulation 

strategy z	Changed perception 
entails z	higher price than rivals 

z	Quality 

z	innovation 

When to 	 z	price insensitive market 
use z	established position in the 

market 

to be the lowest cost 
supplier 

high-volume sales 

economies of scale 

new technology 

high productivity 

low-cost inputs 

low distribution costs 

low location costs 

price equal to or 
below that of rivals 

acceptable quality 

advertising to sell 
high volume 

price sensitive market 

Market entry 

either to charge a premium 
price or to be the lowest 
cost supplier in particular 
segments of the market 

as for differentiation or 
cost leadership applied to 
particular segments 

segments and consumer 
needs 

Choose differentiation or 
cost leadership strategy for 
a segment or niche 

For firms not large enough 
to target the whole market 

Firms possessing specialist 
skills 
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z A business can apparently employ a successful ‘hybrid’ strategy without being ‘stuck in the 
middle’. 

Porter argued that a business must choose between a differentiation and cost leadership strategy. To 
be ‘stuck in the middle’ between the two, he argued, will result in suboptimal performance. There 
is evidence to suggest, however, that some companies with lower than industry-average costs can 
nevertheless sell their products on the basis of differentiation. That is, they employ a combined or 
‘hybrid’ strategy. The effects of innovations or economies of scale may allow a successful hybrid 
strategy to be employed. 

For example: An airline flying a new fuel-efficient aircraft type may achieve the benefits of cost 
leadership and differentiation simultaneously. The new aircraft type differentiates the airline in 
the eyes of potential customers, and the fuel efficiency allows lower costs to be achieved. 

The Short Case Illustration of Singapore Airlines illustrates this situation. 

Pursuing a ‘hybrid’ competitive strategy: Singapore Airlines 

some authors have argued that it is possible to achieve cost leadership and differentiation 
at the same time (without being ‘stuck in the middle’) in a so-called hybrid or dual strategy. 
heracleous and Wirtz (2010), for example, argued that singapore airlines (sia) might be a 
successful example of such a strategy. 

sia has combined the supposedly incompatible strategies of differentiation – which it pur
sues through service excellence and continuous innovation – and cost leadership. the air
line is well known for its quality, having won numerous awards including the World’s best 
airline award from Condé Nast Traveler and skytrax’s airline of the year. What is less well 
known is its cost leadership strategy. 

using international air transport association data, heracleous and Wirtz’s analysis of the 
years 2001 to 2009 showed that sia’s costs per available seat kilometer were just 4.58 cents. 
this compared with costs for full-service european airlines of 8 to 16 cents, for us airlines of 
7 to 8 cents, and for its asian competitors of 5 to 7 cents. 

one reason for this cost leadership performance lies in the age of its fleet. sia has invested 
heavily in its aircraft. For instance, in 2022, its passenger aircraft were 67 months old, on 
average (singapore airlines, 2022), less than half the average age of the fleets of some 
competitors. united airlines, for example, has an average aircraft age of about 16.5 years 
(www.airfleets.net). this in turn triggers a vicious cycle: 

 z because mechanical failures are rare, fewer take-offs are delayed, more arrivals are on 
time and fewer flights are canceled. 

 z new planes are also more fuel efficient and need less repair and maintenance. 

 z Consequently, the planes are able to spend more time flying. 

 z Finally, customers, of course, tend to like newer planes, thereby boosting sales. 

in a later article, the same authors (heracleous and Wirtz, 2014) presented a critique of 
porter’s generic strategy and concluded that in this case a paradox exists. sia has achieved 
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competitive advantage through effectively implementing an unconventional dual strategy: 
differentiation through service excellence and innovation together with simultaneous cost 
leadership in its strategic group of similar airlines. the authors argued that this ability to 
master the paradox and balance apparently contradictory competences and positions is 
becoming increasingly necessary (in all industries) because of the simultaneous quality and 
cost pressures in most industries and the advancement of technology that challenge exist
ing business models. 

Source: adapted from heracleous and Wirtz (2010, 2014) 

Questions 

1. explain why singapore airlines might be considered to be pursuing a hybrid competitive 
strategy in this case. 

2. Consider other examples of a hybrid strategy from your knowledge of THE organizations 
and consider whether such a position is sustainable. 

A successful hybrid strategy will be based on a conscious decision by senior managers to combine 
differentiation with price and cost control, and under such circumstances a business can be success-
ful. When a business slips into the situation unconsciously, it can still be regarded as being ‘stuck 
in the middle’ but is less likely to be successful. 

z Cost leadership does not, in and of itself, sell products. 

Buying decisions are made on the basis of desirable product features or price, not on the basis of the 
unit cost itself, which may not be known by consumers. 

z Differentiation strategies can be used to increase sales volumes rather than to charge a premium 
price. 

Porter’s work does not consider the possibility that a business employing a differentiation strategy 
might choose not to charge a premium price but rather to increase sales and market share by forego-
ing the premium price for an introductory period. This criticism, however, does not fundamentally 
undermine Porter’s thinking. 

z Price can sometimes be used to differentiate. 

Porter did not consider the possibility that price may be used to differentiate a product. Mintzberg 
et al. (1995) argued that price, along with image, support, quality and design, can be used as the 
basis of differentiation. 

z A ‘generic’ strategy cannot give competitive advantage. 

It is evident that to outperform competitors, a business must do things better and differently. The 
word ‘generic’ could be construed to imply that Porter is arguing that there are general recipes by 
which competitive advantage can be achieved. This, however, is not the case. Porter’s framework is 
merely a framework by which competitive strategies can be grouped to assist in understanding and 
analysis. 
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z The resource/competence-based strategy has arguably superseded the generic strategy frame-
work. 

The resource-based approach argues that it is the core competences of the individual business that 
give it competitive advantage and not generic strategies. In fact, the two approaches do not preclude 
each other. The relationship between the two approaches is discussed in a later section of this 
chapter. 

Despite the limitations outlined above, Porter’s generic strategy framework continues to be widely 
used by practitioners and academics, perhaps for the following reasons: 

z It has an underlying logic that can be easily understood.  
z It has been widely disseminated and applied in textbooks and academic papers.  
z It forces managers to seriously consider the underlying basis on which they are trying to compete.  

Despite the criticisms, Porter’s work can, in modified form, constitute the basis of a useful frame-
work for categorizing and understanding sources of competitive advantage. One such approach is 
the ‘strategy clock’ framework developed by Faulkner and Bowman (1995) and reported by Whit-
tington et al. (2020). 

	z explain what is meant by the term ‘competitive advantage’. 

	z explain porter’s generic strategy framework and consider its strengths and weaknesses 
as an analytical framework. 

	z explain what is meant by a hybrid strategy, and consider the circumstances in which it 
might it be pursued. 

TH INK POINTS  

10.4.5 The strategy clock framework 

The strategy clock framework develops and adds to Porter’s original model and, consequently, some 
aspects are open to similar criticisms. 

However, it is a more sophisticated approach that recognizes and deals with some of the criticisms 
of Porter’s framework and, in particular, recognizes that in certain circumstances a ‘hybrid’ strategy 
can be successful. This model also differs from Porter’s in that it focuses on prices to customers 
as opposed to costs to organizations. Whittington et al. (2020) argued that it represents a more 
dynamic view of competitive strategy than Porter’s generic strategy. This framework suggests that 
it is possible to have a number of successful strategic positions (rather than just two) and that it is 
possible for strategies to change over time in moving around the clock. 

The model is shown in Figure 10.3 and is followed by a brief explanation of the categories used. 
Note that strategies 6, 7 and 8 are strategies destined for ultimate failure in ‘normal’ competitive 
markets, because they combine high prices with relatively low benefits. 

In concluding this section, the extent of differentiation, price and cost control will depend upon 
the nature of the market in which the business is operating. In markets where consumers show a 
preference for quality the emphasis is less on price and costs, whereas in markets where demand is 
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Figure 10.3 the strategy clock 

price sensitive the emphasis will be on keeping both price and costs as low as possible. Of course, 
organizations may also seek to shape customer attitudes by advertising and promotion to modify 
market conditions. 

10.5 Competence-based strategy 
The generic strategy model is not the only one that seeks to provide an explanation of the sources 
of competitive advantage. The competence- or resource-based view emphasizes that competitive edge 
stems from attributes of an organization known as competences or capabilities that distinguish it from 
its competitors, thus allowing it to outperform them (see Chapter 3). 

Chapter 3 explained the ways in which internal analysis makes it possible to better understand core 
competences by a process of deconstructing them into the component resources and competences 
that act as their foundation. 

This chapter builds on this analysis to explore the ways in which existing competences can be 
extended and new ones cultivated. It goes on to examine how and where these core competences 
can be exploited to acquire and prolong competitive advantage. 

The concept of core competence is based on the work of Prahalad and Hamel (1990), Stalk et al. 
(1992) and Kay (1995), who advanced the idea that competitive advantage is based on distinctive 
capabilities. 

Prahalad and Hamel (1990) argued that competitive advantage is likely in practice to be based on a 
very limited number of competences. These competences will allow managers to produce new and 
unanticipated products and to be responsive to changing opportunities because of operational skills 
and the harnessing of technology. 
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The turbulent business environment in many sectors of THE requires adaptability if competitive 
advantage is to be built and sustained. The sustainability of competitive advantage was also con-
sidered in Chapter 3. In some cases the true competitive advantage lies in the way in which core 
competences are combined rather than in the core competence itself. 

10.5.1 The ‘VRIO’ framework 

Chapter 3 and the preceding sections reviewed some of the considerations for assessing core com-
petences and their sustainability. However, what is also needed is a mechanism for testing the 
competitive resources. 

In the early 1990s, Jay Barney provided such a mechanism in his ‘VRIO’ framework, which is 
explained in a later co-authored work (Barney and Hesterly, 2010). The sequential decision-making 
approach advocated by Barney questions each resource or capability in terms of its: 

z Value – The resource or capability must have value if it is to allow the organization to choose a 
strategy that exploits opportunities available or responds to threats from competitors. 

z Rarity – If the resource or capability is widely available to others, it will not provide a basis for 
competitive advantage and superior returns on investment. 

z Imitability – If the resource or capability can be easily imitated or copied, competitors will do so 
and so competitive advantage may be achieved temporarily but will not be sustainable. 

z Organizational capability – An organization needs to be able to organize itself in such a way that 
it is capable of exploiting the resource or capability that it has identified as valuable, rare and 
incapable of being imitated. 

The VRIO framework is summarized in Table 10.4. 

10.5.2 Dynamic capabilities 

In more recent years, there has been growing recognition that though the resource-based view, the 
recognition of resources with VRIN attributes (Barney, 1991) and the core competences framework 
(Hamel and Prahalad, 1994) adequately explained competitive advantage, the sustainability of com-
petitive advantage required further explanation (Wang and Ahmed, 2007). 

Table 10.4 the vrio framework for testing competitive resources 

valuable? rare? Costly to Capable of being Competitive  Comparative economic 
imitate? exploited by the implications performance to be expected 

organization? from the resource 

no – – no Competitive  below normal 
disadvantage 

yes no – yes/no Competitive  normal 
parity 

yes yes no yes/no temporary  above normal 
competitive  
advantage 

yes yes yes yes sustained  above normal 
competitive  
advantage 

Source: adapted from barney et al. (2002) 
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David Teece (2007:1319) argued that ‘sustainable advantage requires more than the ownership of 
difficult to-replicate knowledge assets’. The emergence of the so-called dynamic capabilities frame-
work seeks to address the sustainability issue. 

DEF IN IT ION/QUOTAT ION 

Dynamic capabilities 

Dynamic capabilities can be viewed as: 

a firm’s behavioral orientation constantly to integrate, reconfigure, and recreate its 
resources and capabilities and, most importantly, upgrade and reconstruct its core 
capabilities in response to the changing environment to attain and sustain competitive 
advantage. 

(Wang and ahmed, 2007:35). 

it is important to note that the definition above emphasizes that the dynamic capabilities 
framework is a ‘behavioral orientation’ for the organization. in this way, it becomes not 
just a process to be carried out but a way in which the organization and its employees and 
leadership are orientated and behave so that the organization can respond adequately to 
rapidly changing environments. 

The dynamic capabilities framework seeks to extend the resource-based view of strategy to dynamic 
markets. The framework has achieved wide acceptance despite criticisms, and the framework has 
been selectively applied in THE contexts. See, for example, Camisón Zornoza and Monfort-Mir 
(2012), Nieves and Haller (2014), Nieves et al. (2016), Evans (2016), Marco-Lajara et al. (2021) 
and Pereira-Moliner et al. (2021). 

Capabilities, a term widely used in the literature, refers to a firm’s capacity to deploy resources, usu-
ally in combination, and encapsulates both explicit resources and tacit (or intangible) elements such 
as leadership and know-how (Wang and Ahmed, 2007). As such, capabilities are often firm specific, 
develop over time and result from complex interactions between the firm’s resources. 

By way of distinction, the dynamic capabilities framework builds on capabilities and emphasizes the 
dynamism of markets and the transformational effect on resources. 

The role of dynamic capabilities is to have an impact on the firm’s existing resource base in such a 
way that it is transformed so that a firm can enhance or maintain its competitive advantage. Over a 
period of time, the way in which a firm’s resources are linked internally or externally with partners, 
suppliers or customers can lead to a uniquely valuable combination of ‘co-specialization’ (Teece, 
2007). The complementarity of resources is difficult for competitors to imitate and consequently 
more sustainable competitive advantage is achieved. 

10.5.3 Developing dynamic capabilities 

The development of dynamic capabilities relies on three organizational activities: 

z Sensing describes the assessment of the opportunities and consumer needs existing outside the 
organization. 
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Figure 10.4 a simplified dynamic capabilities framework

Source: adapted from teece (2018)

z Seizing refers to an organization’s reaction to market needs to increase firm value. This involves 
designing innovative business models and securing access to capital and resources.

z Transforming refers to renewing an organization’s processes and maintaining their relevance to 
consumers. This requires that managers constantly streamline, improve and alter organizational 
practices. Transforming is key to creating sustainable, innovative growth.

A simplified version of Teece’s version of a dynamic capabilities framework is shown in Figure 10.4 
(Teece, 2018). In the model, dynamic capabilities and strategy combine to create and refine a defen-
sible business model that guides the organization through sensing, seizing and transformation. Ide-
ally, this leads to a level of profits adequate to allow the enterprise to sustain and enhance its capa-
bilities and resources.

10.6 Core competence, generic strategy and the value chain – 
a synthesis
It has been argued (see, for example, Heene and Sanchez, 1997) that the resource-based or compe-
tence-based approach is largely incompatible with the competitive positioning or generic strategy 
approach advocated by Porter (1980, 1985).

Mintzberg et al. (1995), however, made the case that the two approaches are in many respects 
complementary rather than mutually contradictory. Perhaps the best way of illustrating the linkages 
between the approaches is through the value chain of the organization.

Because competitive advantage is based on the unique approach of the individual organization to 
its environment, it is not possible to identify a one-for-all prescription that will guarantee superior 
performance in all situations. Both competitive positioning and the resource-based approach, how-
ever, provide frameworks that allow broad sources of competitive advantage to be categorized for 
the purposes of analysis and development of future strategy.

A differentiation strategy, for example, will be likely to be dependent on core competences in areas of 
the value chain like design, marketing and service. Similarly, a cost- or price-based strategy may well 
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require core competences in value chain activities like operations, procurement and perhaps market-
ing. It is much less likely that a cost leader will have core competences based on design and service. 

Possible relationships between core competences, generic strategies and the value chain are shown 
in Table 10.5. 

Table 10.5  possible relationships between generic strategies and core competences in relation to 
the value chain 

value chain activity areas of competence associated areas of competence associated 
with differentiation strategies with cost/price-based strategies 

primary activities 

inbound logistics Control of quality of inputs strict control of the cost of inputs, 
tendency to buy larger volumes of 
standard inputs 

operations Control of quality of output,  lowering operational costs and 
raising standards achieving high-volume operations 

Marketing and sales (and customer relations) on   achieving high-volume sales 
sales the basis of quality technology,   through advertising and promotion 

performance, reputation, outlets, etc. 

outbound logistics ensuring efficient distribution Maintaining low distribution costs 

service adding to product value by high- Minimal service to keep costs low 
quality and differentiated service 

support activities 

the business’s emphasis on quality emphasis on efficiency and cost 
infrastructure reduction 

human resource training to create a culture and skills  training to reduce costs 
development that emphasize quality, customer  

service, product development 

technology devel- Developing new products,  reducing production costs and 
opment improving product quality,  increasing efficiency 

improving product performance, 
improving customer service 

procurement obtaining high-quality resources obtaining low-cost resources and 
and materials materials 

	z outline the criticisms that have been made of porter’s generic strategy. 

	z explain the factors that might make the sustainability of competitive advantage more 
likely, citing examples from THE you are familiar with. 

	z explain the vrio concept and how it works. 

	z explain the main features of the dynamic capabilities framework. 

TH INK POINTS  
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10.6.1 Where to exploit core competences and strategies

As core competences and business strategies are developed, it is necessary to decide where they can be 
exploited. Core competences and strategies can be targeted toward existing customers in existing mar-
kets or new customers in existing markets. Alternatively, it may be possible to target new customers in 
new markets. These markets may be related to markets currently served by the organization or may be 
unrelated markets. The organization may also consider employing its competences in a new industry.

These decisions on where to deploy core competences are concerned with determining the strategic 
direction of the organization (which is considered in the following chapter). Once this decision has 
been made, decisions must be made on the strategic methods to be employed in following the chosen 
strategic direction (which is considered in Chapter 12).

The process of exploiting existing core competences in new markets is known as competence leveraging 
(Hamel and Prahalad, 1992). The notion here is that operating strategically is about not just how 
resources are allocated (between competing demands) but how effectively they are utilized. Some 
organizations are able to achieve better results than others by utilizing similar resources more effec-
tively. In other words, competitively successful organizations are able to find less resource-intensive 
ways of achieving their goals and objectives; that is, ‘they get more bang for the buck (dollar)’.

For example: Lynch (2021) cited the case of Walt Disney. For many years after the 
founder’s death, the company continued to make good films and developed the California 
Disneyland theme park and later the Disney World theme parks focused on the Disney 
characters. It was only in the 1980s that the company leveraged its resources in fully 
exploiting its core competence (the cartoon characters it had created) by moving heavily 
into merchandizing, hotels, cruises and publishing.

Generally, existing resources can be leveraged in five ways, as shown in Table 10.6.

To enter new markets, it is often necessary for the organization to build new core competences, 
alongside the existing core competences that are being leveraged, to satisfy new customer needs. The 
identification of customer needs to be served by core competences is based on analysis of the orga-
nization’s competitive environment using the resource-based framework developed in Chapter 3.

Table 10.6 leveraging existing resources

Ways of leveraging Comments
resources

Concentration Concentrating resources on the key objectives of the organization and 
targeting those that will add the most value

Conservation avoiding waste or duplication or recycling resources, with the aim of exploit-
ing the entire resource available to the organization

accumulation exploiting all of the accumulated skills and knowledge available to an 
organization and combining them effectively. May involve buying in the 
necessary experience, skills and knowledge when necessary

Complementarity blending together resources and capabilities from different parts of the 
organization; for example, ensuring that the operational and sales and 
marketing activities of the organization work effectively together

recovery ensuring that resources generate cash as quickly as possible, thus achiev-
ing benefits sooner rather than later

Sources: adapted from lynch (2021), based on hamel and prahalad (1992)
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Chapter 11 considers alternative strategic directions an organization can pursue. Methods that can 
be employed in following these strategic directions are considered in Chapter 12. 

Small business focus 
This chapter has considered one of the three key issues in strategic formulation relating to competi-
tive strategy. The chapter has also considered the frame conditions that underpin decision making in 
THE. Both provide important implications for smaller businesses. 

The business strategy academic literature is heavily weighted toward larger, diversified companies, 
which are often multinational companies. Such companies will have multiple SBUs. These compa-
nies, by definition, have some degree of diversity, and this gives them some degree of protection 
against risk because if one SBU is not trading well, another might be, so one can support the other. 
This focus in the literature on larger companies is natural because more information on them is 
publicly available. In addition, as Mathur and Kenyon (2011:5) pointed out: 

Vexing management problems do not arise to anything like the same extent in smaller 
businesses. However, the competitive issues of strategy are just as critical for even the 
one-person business. 

Smaller companies (SMEs) do not have the same level of protection against business uncertainties, 
because they are not likely to have SBUs; instead, the whole company is likely to be focused on a 
single product or a limited range. This has implications for the competitive strategy that smaller 
THE businesses might choose to take. 

With regard to competitive strategy and Porter’s generic strategy alternatives in particular, it is 
likely that most SMEs in THE will have to compete on the basis of a focus competitive strategy. The 
focus might be based on cost leadership, or more likely on differentiation, because cost leadership is 
normally difficult for SMEs to achieve, because their scale precludes them from reaping the benefits 
of economies of scale or scope. 

In the often highly fragmented sectors in which THE companies operate, a focus (or niche) strategy 
provides a position that can be defended. This is because a particular niche has been developed 
where expertise, customer service or location that are not easily accessible to larger companies can 
be exploited. 

For example: A long-established family-owned hotel or restaurant might have the best 
location at a particular destination, the event manager can offer a highly personalized 
service based on local knowledge and the tour operator specializing in particular types of 
activity-based holidays is able to sell on the basis of employing highly specialized staff with 
appropriate experience. 

The potential advantages and disadvantages of adopting such a niche competitive strategy for 
smaller THE companies are summarized in Table 10.7. 

The early part of this chapter discussed frame conditions for THE, which were summarized in 
Table 10.1. All companies need to think carefully about the frame conditions affecting their own 
companies, and the relevant details will vary in each individual set of circumstances according to 
the location of the company, the markets it is involved with, the nature of its products and the scale 
and scope of its operations. 

This last factor is relevant here. The view taken of frame conditions will be different for smaller 
companies as opposed to their larger counterparts. We could go through the list produced in Fig-
ure 10.1 and possibly add some additional frame conditions particularly pertinent to SMEs. How-
ever, here we take one example – that of ‘internationalization’. 



P
ar

t 
4

STRATEGIC OPTIONS

 
 
 
 
 
 
 

 

 

 

 

 

 

396 

Table 10.7 the advantages and disadvantages of a niche competitive strategy 

niche strategy: potential advantages niche strategy: potential disadvantages 

z	supplier becomes a specialist in serving the 
needs of customers in a particular niche 

z	expertise and knowledge may make it very 
difficult for others to compete 

z	newcomers discouraged from entering 
niche because of incumbent’s expertise 

z	if the niche is small, there is little incentive 
for larger companies to enter 

z	niche buyers may have relatively little power 
because there are few suppliers 

notable success in the niche could lead to its 
growth and the niche becomes an attractive 
segment for new entrants 

niche has to be large enough to warrant 
attention but not so large that other entrants 
will be attracted 

larger competitors can bring additional 
resources that smaller firms cannot hope to 
match 

the niche loses its attraction to customers for 
some reason or becomes unavailable 

niche buyers gain power as other niches else
where or with a better offer become available 

Source: partly adapted from lasher (1999) 

For example: Though many SMEs in THE operate internationally (because of the nature of 
their products and markets), few will be involved with internationalization, which involves 
a wider commitment to international activities (see Chapter 16). However, that is not to 
say that the topic is not important to SMEs. This is because even if they are not at the 
stage of development where international activities are being developed, larger companies 
they have to compete with will be. Thus, for instance, an event management company could 
suddenly find that the particular domestic market niche the company has developed is being 
challenged by a foreign-based competitor coming in to challenge it for market share. 

CHAPTER SUMMARY 

In formulating strategy for future development, three key issues are considered: competitive strat-
egy, strategic directions and strategic methods. The first of these was considered in this chapter (the 
other two are considered in subsequent chapters). 

In considering the formulation of strategy, managers in THE need not only consider the three key 
issues outlined above but also the relevant context in which they are operating. Thus, there are a 
number of frame conditions that represent the major changes and trends apparent in THE sectors. 

The essence of competitive advantage is the ability to outperform competitors. Though it is difficult 
to identify the source or sources of an organization’s competitive advantage precisely, it is possible 
to place potential sources of competitive advantage into broad categories that assist in the analysis 
of a business and in the formulation of its strategies for future development. 

Porter’s generic strategy framework, modified and enlarged by the strategy clock, which includes the 
concept of hybrid strategies, is useful in appraising the roles of differentiation, price and cost in achiev-
ing competitive advantage. The core competence, distinctive capability and dynamic capabilities frame-
works offer a means of evaluating the part played by a business’s resources, competences, relationships, 
reputation, innovation and assets in delivering competitive edge. The way in which the business con-
figures and manages its value-adding activities forms the link between core competences and generic 
strategies. Core competences and generic strategies can be exploited in existing and new markets. 
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11 
Strategic directions for 
tourism, hospitality and 
event organizations 

Introduction and chapter overview 
Just as every product or business unit must determine an appropriate competitive strategy (consid-
ered in the previous chapter) to achieve an enhanced competitive position relative to rivals, so every 
organization must decide upon its attitude toward growth or alternative directions of strategic develop-
ment. That is, should the direction taken be to expand, cut back or continue operations unchanged? 

As with the other key business-level decisions (relating to the competitive stance and strategic 
methods), decisions related to strategic direction are usually taken at the SBU or product level, 
because conditions in one part of the organization may be different from those in another part. 

At the overall organizational (or ‘corporate’) level, however, managers must also be mindful of the over-
all balance between the directions taken by individual business units, because available resources will be 
finite. Necessary resources may not be available to invest in all aspects of the organization simultane-
ously, so resources may be taken from one area to invest in another area to allow it to develop and grow. 

These principles of selective investment and growth are consistent with the thinking embodied in 
the product life cycle and portfolio models (such as the Boston Consultancy Group matrix) that were 
explained in Chapter 6. 

In general terms, three orientations are possible with regard to directional strategy: 

z	Growth strategies – expand the activities of the SBU 
z	Stability strategies – maintain the activities of the SBU 
z	Retrenchment strategies – reduce the activities of the SBU 

DOI: 10.4324/9781003318613-15
 

https://doi.org/10.4324/9781003318613-15


400 STRATEGIC OPTIONS

P
ar

t 
4

 

 

 

  

  

 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z	Understand various THE contexts in which strategic directions have to be considered 
z	Identify the strategic directions available to organizations 
z	Understand and apply the Ansoff product–market model to relevant THE contexts 
z	Explain the risks associated with particular decisions on strategic direction 
z	Understand that organizations may need to ensure balance in their portfolio of SBUs because 

resources are finite 
z	Provide illustrative examples from THE organizations of strategic directions 

11.1 Growth strategies 
Having chosen the general orientation (such as growth), the management of an organization can 
then choose more specific strategies. According to Igor Ansoff (1987), growth can be broken down 
into four distinct categories. 

11.1.1 Growth – Igor Ansoff’s product–market framework 

The most commonly used model for assessing the possible strategic growth directions an organiza-
tion can follow (which is also commonly cited in the marketing literature) is the Ansoff matrix, shown 
in Figure 11.1. This matrix, which has two variables (products and markets), shows potential areas 
where core competences and generic strategies can be deployed. There are four broad alternatives: 

z	Market penetration – increasing market share in existing markets utilizing existing products 
z	Market development – entering new markets and segments using existing products 
z	Product development – developing new products to serve existing markets 
z	Diversification – developing new products to serve new markets 

R i s k 

Products 

Existing New 

R 
i 
s 
k 

Existing 

Markets

   New 

Market Penetration 

(Increase market share) 

Product Development 

(New or improved products) 

Market development 

(New customers, new market 
segments or new countries 

for existing products) 

Diversification 

(New products into new 
markets) 

Figure 11.1 The Ansoff matrix 

Source: Adapted from Ansoff (1987) 
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It should be emphasized that the matrix is related to the level of risk that managers are prepared to 
accept. Entering new markets or producing new products present areas of risk because many new 
products fail and managers will not have precise knowledge of market conditions when they enter 
new markets. 

Thus, the lowest risk option is market penetration, because this option represents known mar-
kets and known products. Diversification, on the other hand, represents the highest risk category, 
because the organization will be entering new markets with new products. 

Applying the Ansoff matrix: the arts in the UK 

Though classical music is a somewhat imprecise term, the word ‘classical’, when used 
to describe a musical style, is used by ‘Western’ popular culture to distinguish this kind 
of music from jazz, rock or other contemporary styles. Classical music audiences were 
broadly static in the UK between the mid-1980s and 2003, with classical music atten
dances during the period being in the range of 11% to 13% of the population in any 
given year. 

Increasing participation in the arts (of which classical music is a part) has been a stated 
objective of UK governments, and classical music has to compete for public funding along
side other art forms. Hence, there is perceived need to develop audiences. Audience devel
opment is a planned process that involves building a relationship between an individual and 
the arts. It is an activity that is undertaken specifically to meet the needs of existing and 
potential audiences. 

Barlow and Shibli (2007) argued that the Ansoff matrix provides a logical framework for 
evaluating strategies designed to impact customers (audience) and products (programs) in 
the arts. The matrix provides a clear conceptualization of products and markets that is easily 
understood and provides a firm basis for managerial decision making. 

Applying the Ansoff matrix to audience development has the following implications: 

	z Market penetration – increasing the frequency of attendance and attracting lapsed 
attenders 

	z Product development – offering new programs to existing audiences 

	z Market development – attracting new people for the first time to the existing program 

	z Diversification – introducing a new program for a new audience 

In applying the matrix to classical music, the authors pointed out that different positions 
within the matrix require different strategies. For example, in the case of market develop
ment, free or low-cost ‘taster’ sessions and the provision of information and reassurance 
may be appropriate strategies. Alternatively, pursuing a market penetration strategy may 
require different strategies such as providing incentives for existing concert-goers to attend 
more often through reduced prices for regular attendance. 

Source: Adapted from Barlow and Shibli (2007) 

11 .1  SHORT  CASE  I LLUSTRAT ION 
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Questions 

1. Explain the concept of the Ansoff matrix and how it relates to this case. 

2. Explain what the underlying purpose of applying models (such as the Ansoff matrix) to 
cases like this is when considering future strategy. 

11.1.2 Market penetration 

The main aim of a market penetration strategy is to increase market share using existing products 
within existing markets. This may involve taking steps to enhance existing core competences or 
building new ones. Such competence development may be intended to improve service or quality 
to enhance the reputation of the organization and differentiate it from its competitors. Equally, 
competence development may be centered on improving efficiency to reduce costs below those of 
competitors. 

Mature or declining markets are more difficult to penetrate than those that are still in the growth 
phase, which provide more opportunities. In the case of a declining market, the organization may 
also consider the possibility of retrenchment or withdrawal to redeploy resources to more lucrative 
markets. 

Market penetration is likely to be appropriate when: 

z	The existing market has growth potential 
z	Other competitors are leaving the market 
z	The organization can take advantage of its acquired experience and knowledge in the market 
z	The organization is unable (for some reason, such as lack of resources or regulatory restrictions) 

to enter new markets 

When a business’s current market shows signs of saturation, it may wish to consider alternative 
directions for development. 

Market penetration: Premier Inns 

The concept of ‘value’ or ‘budget’ hotels has taken root in the UK (and other developed 
economies) over the last 25 years. In the UK, the growth of the largest brands in the budget 
sector – Premier Inns and Travelodge – has been rapid. The hotels, often located at conve
nient roadside locations, airports and city centers, offer good quality standardized rooms 
and are capable of accommodating a family at a reasonable price. The growth of these 
hotels has placed pressure on older properties and on ‘bed and breakfast’ establishments. 

The market leader in the UK is Premier Inn, owned by the UK hospitality group Whitbread 
plc, which also developed the Costa Coffee brand, until its £3.9bn sale to the Coca-Cola 
Corporation in 2019. Unlike Costa Coffee (which Whitbread expanded rapidly into inter
national markets), to date the company has mainly chosen to consolidate its lead position 

11 .2  SHORT  CASE  I LLUSTRAT ION 
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in the UK through market penetration with its Premier Inn brand. The company has tested 
international markets, notably India, the UAE and Ireland, and is now committing sizeable 
resources to the German market, which is 25% larger than the UK market but currently lacks 
a similar chain. 

The brand has grown quickly, targeting its leadership position in its competitive set as 
shown in Figure 11.2. 

13842 
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0  5000  10000 15000 

Premier Inn 

Travelodge 

Holiday Inn… 

Ibis Room Growth 2015–18 

Figure 11.2 Market penetration: Premier Inn UK 

Notwithstanding its current leadership position, Premier Inn continues to view opportuni
ties for further penetration of the market in the UK and has set ambitious growth targets 
for the brand. 

Source: Adapted from www.whitbread.co.uk/ 

Questions 

1. Explain the rationale of expanding through market penetration for Whitbread plc’s Pre
mier Inn brand. 

2. Consider why Whitbread is choosing only to invest cautiously in foreign markets for its 
Premier Inn brand at present. 

11.1.3 Market development 

Market development is based on entry to new markets, employing essentially unchanged products 
(although they may be modified in detail). 

The new markets may be new geographical areas or new segments of existing markets. In either 
case, this strategic option attempts to attract new customers for the existing range of products or 
services. The key to success in market development is the transferability of the product as it is repo-
sitioned in new markets. 

For example: McDonald’s fast food restaurants have advanced inexorably from country 
to country, masterminded from its Chicago headquarters. It has done so with only 
relatively minor amendments to the overall product concept to take into account national 
cultural differences and purchasing habits. In France, for instance, alcohol is served in its 
restaurants, in contrast with most other countries. 

https://www.whitbread.co.uk/
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Entering new markets is likely to be based on leveraging existing competences but may also require 
the development of new competences (see the Key Concept in Chapter 3 for a definition of leverag-
ing). Entering new segments of existing markets may require the development of new competences 
that serve the particular need of customers in these segments. 

Internationalization and globalization are commonly used examples of market development. It is 
likely that an organization will need to build new competences when entering international markets 
to deal with linguistic, cultural, logistical and other potential problems. 

Market penetration: Holiday Inn expansion into Eastern Europe 

Many large internationally diverse THE companies boast that they operate ‘around the 
world’ or have a ‘global’ presence. Closer inspection often reveals that there are gaps in 
their coverage. In reality, most companies in THE (as in other industries) expand into new 
countries in a structured and planned way, taking care to ensure that they understand the 
market before committing resources. 

Thus, in September 2018, IHG, one of the world’s largest hotel companies, announced that 
it was developing its first hotel project in Latvia with a Holiday Inn hotel in the center of 
the Latvian capital Riga. The hotel takes advantage of the surging demand in recent years 
for both leisure and business accommodation in Eastern Europe. Holiday Inn Riga is a key 
stage in IHG’s Eastern European and Baltic expansion strategy, fueled by growing domestic 
travel; tourism from visa-free countries including China, South Korea and India; as well as a 
sustainable level of demand from IHG’s customers in Western Europe, who are attracted by 
new travel experiences and low costs. 

By developing additional capacity, IHG derives benefits from economies of scale and scope 
and builds momentum for its portfolio of brands. The development of the hotel in the his
toric city of Riga is the fourth announcement of an Eastern European hotel development 
during 2018, a region in which the company already had 25 established properties across its 
brand portfolio, which also includes Crowne Plaza and Intercontinental hotels. 

Source: www.ihg.com 

Questions 

1. Explain why companies such as IHG may take a cautious approach in developing in new 
countries. 

2. Explain the economies of scale and scope that IHG may be able to realize in Eastern 
Europe as a result of developing multiple properties in the region. 

11 .3  SHORT  CASE  I LLUSTRAT ION 

Market development is likely to be appropriate when: 

z	The existing market has no growth potential 
z	Regulatory or other restrictions prevent an increase in an organization’s market share in its cur-

rent market 
z	Other geographic markets or market segments offer good growth potential 
z	Existing products are easily transferable 

https://www.ihg.com
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The major risk associated with market development is that it centers on entry to markets of which 
the organization’s managers may have only limited experience and, consequently, costly mistakes 
may be made. 

Market development: GL events in Asia-Pacific 

The growth of the events industry is always fueled by the trends that shape a region’s 
economy. Nowhere is this more evident than in the Asia-Pacific region. It has developed a 
vast and dynamic meetings and events industry fueled by factors such as rapid economic 
growth, China developing into a global economic superpower, development of high-tech 
infrastructure, a highly educated workforce and a vibrant business start-up environment. 

People travel thousands of kilometers to attend annual events such as RISE in Hong Kong 
(possibly Asia’s largest technology conference) and Singapore’s FinTech Festival, which 
focuses on technology in the finance sector. Attendees expect these events to be impres
sive, reflecting the location and the latest event innovations. 

The event management industry is diverse, fragmented and highly competitive. It is a field 
in which local knowledge is vital in delivering successful events because numerous suppliers 
and venues are usually involved and marketing requires a detailed knowledge of local media 
channels and target segments. For established companies in this industry, expanding into 
new territories can be highly risky because up-front investment is necessary before returns 
are likely to be forthcoming and competition from local rivals is often intense. 

GL Events is a French company based in Lyon and quoted on the Paris stock exchange that 
offers specialized expertise for every area of the event industry in a number of countries. 
The group operates in the three major segments of the event industry market: 

	z Organizing – for trade fairs, conventions and events 

	z Venues management – managing 50 venues around the world 

	z Service provision – for sport events, exhibitions, conferences and corporate events 

GL Events has been steadily increasing its global reach in recent years with a particular 
emphasis on Asia. It opened its Hong Kong subsidiary in 2000 before reaching out to Main
land China with the opening of its GL China office in Shanghai in 2006. A further office was 
added in Macau in 2008. Each of these offices combines the international experience of a 
major diversified events management organization with the regional expertise of a local 
office staffed by local employees. With local offices in place, the pace of GL Events’ devel
opment in this region has accelerated. In 2018, for example, the company participated in 
the organization of the Asian Games in Indonesia. 

Source: www.gl-events.com 

Questions 

1. Explain the market development that GL Events has undertaken in recent years. 

2. Explain the core competence that GL Events is able to leverage across multiple markets. 

11 .4  SHORT  CASE  I LLUSTRAT ION 
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11.1.4 Product development 

Product development centers on the development of new products for existing markets. 

As with the previous two growth directions, the intention is to attract new customers, retain exist-
ing ones and increase market share. Providing new products will be based on exploiting existing 
competences but may also require that new competences be built (such as in product research and 
development). 

Product development offers the advantage of dealing with customer needs of which it has some 
experience because they are within its existing market. In a world of shortening product life cycles, 
product development has become an essential form of strategic development for many organiza-
tions. Product development is likely to be appropriate when: 

z	An organization already holds a high share of the market and could strengthen its position by the 
launch of new products 

z	The existing market has good potential for growth, with opportunities for good economic returns 
for new product launches 

z	Customer preferences are changing and they are receptive to new product ideas or new 
destinations 

z	Competitors have already launched their own new products 

Although ‘new’ products are considered in product development, it is possible to consider new 
products in several different ways. There are very few products that are totally new. Holidays to the 
moon might be such an example. Many so-called new products are actually variations on existing 
products or products that are new to a particular organization. Thus, new products might be: 

z	Completely new to a particular organization as, for example, when a tour operator launches an airline 
or an events management company that organizes music festivals adds exhibitions and meetings to 
its product portfolio 

z	Developments of additional lines of existing products as, for example, when tour operators 
launch new destinations or a hotel group ‘extends’ its well-established brand from roadside loca-
tions to city 

z	Creation of differing quality versions of the same product as, for example, when British Airways 
added an additional airline class in 2000 for those paying ‘full economy’ (as opposed to dis-
counted fares) when it launched its ‘premium economy’ class – an innovation, which has subse-
quently been copied by many airlines 

Introducing new products is, however, highly risky, because many new products fail. There are a 
number of factors that could reduce the risks of failure. New products should: 

z	Have a market focus 
z	Build on existing core competences 
z	Involve cross-disciplinary teams in their development 
z	Involve good internal communications so that all within the organization are kept informed 
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Product development: Club Med 

In 1950, with Europe at peace, Frenchman Gilbert Trigano and Gérard Blitz, a Belgian, 
bought some American army surplus tents and camp beds, set them up in a pinewood on 
the Spanish island of Majorca and called the enterprise Club Mediterranean. The idea was 
a success from the start. Holiday camps were not new. In Britain, Billy Butlin’s camps had 
provided cheap refuges from rainy summers. 

It was Trigano who developed the Club Med product into a profitable business. During his 
four decades with Club Med, bungalows and hotels were added with the soft comforts of 
home. Staff were hired to do the chores and Club Med establishments spread throughout 
the world. Club Med became a messenger of France’s perceived high standards in food, 
wine, language and fashion. 

In the 1990s, the Club’s fortunes declined as competitors copied its concepts and holi
daymakers demanded more sophisticated offerings. Philippe Bourguignon, former CEO of 
EuroDisney, came in as CEO with a diversification strategy that involved launching gyms, 
bars, nightclubs and a budget version of the village – but it was not successful. 

During the early part of the new century, driven by the changing expectations of its cus
tomers and another CEO Henri Giscard Estaing, the company returned to developing 
its core product: holiday villages. Peripheral activities were sold, and new investors were 
found. The villages moved upscale to the four- and five-star brackets and were aimed 
firmly at families seeking activities in beautiful locations. It invested heavily in renovating its 
villages, closed nonperforming villages and expanded into China. This move was hastened 
in February 2015, when the Chinese company Fosun International finalized a takeover deal 
for Club Med’s parent company at a valuation of just over US$1bn. 

The brand has regained its success by discarding non-core activities, investing heavily in 
product development and specifically targeting the family market, which accounts for 
approximately 70% of its clientele. Most villages are designed for families, with villages 
providing daytime supervised facilities for children. 

The 70 villages situated worldwide are now divided into three different types: 

	z Family resorts: villages with children’s clubs and activities for teenagers, offering relax
ation and leisure activities and welcoming families, couples and friends 

	z Resorts for everyone: villages with no club facilities for children and teenagers but 
welcoming couples, families and friends 

	z Resorts for adults only: adults-only villages (from 18 years) offering entertainment, relax
ation, sports and leisure activities to friends, singles or couples 

Source: Adapted from www.clubmed-corporate.com/ 

Questions 

1. Explain the product development that Club Med has undertaken and the reasons why it 
had to adopt this option. 

2. Explain the reasons why a company such as Club Med would discard its ‘non-core’ activities. 

11 .5  SHORT  CASE  I LLUSTRAT ION 
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11.1.5 Diversification 

Diversification involves growth achieved through new products sold in new markets. Because it 
involves both markets and products that are new to the organization and of which managers have 
no experience, this is viewed as the option entailing the most risk. Despite the risk, there will be 
situations where this represents the most sensible option. 

Diversification can be achieved by developing in a number of directions (which will be discussed in 
subsequent sections) and by utilizing a number of different methods (which will be discussed in the 
following chapter). 

Figure 11.3 summarizes the directions and methods of diversification available to managers. 

The underlying reason usually advanced by managers for diversification is ‘synergy’. Synergistic 
benefits are created when value is created through diversification. In essence, synergy is concerned 
with the whole being worth more than its constituent parts, which has sometimes been expressed 
in strategy texts as the ‘2 + 2 = 5 effect’. 

Synergy 

Synergy refers to the benefits gained where activities or assets complement each other 
so that their combined effect is greater than the sum of the parts. 

(Whittington et al., 2020:245) 

DEF IN IT ION/QUOTAT ION 

Strategic methods for
achieving diversification 

Mergers & acquisitions (integration) 
Organic development 

Joint development 

Related 
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diversification 

Backward 
vertical 
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Horizontal 
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diversification 

D
iversification directions 

Figure 11.3 The directions and methods of diversification 
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In other words, the value created from controlling (or owning) various parts of the value chain is 
greater than when they were controlled separately because the individual elements support each 
other. As Lynch (2021) pointed out, though the concept is relatively easy to understand, it is rather 
more difficult to analyze and measure precisely. The topic has also received a great deal of attention in 
the strategic management academic literature. The breadth of the research was reviewed by Purkay-
astha et al. (2012) and Dhir and Dhir (2015) and applied in a tourism context by Weidenfeld (2018). 

More specifically, diversification is likely to be an appropriate strategic option when the organization 
concerned: 

z	Has current products and markets that no longer provide an acceptable financial return 
z	Has underutilized resources and competences 
z	Wishes to broaden its portfolio of business interests across more than one product/market segment 
z	Wishes to make greater use of any existing distribution systems in place, thus diluting fixed costs 

and increasing returns 
z	Wants to derive the benefits of economies of scope (see Key Concept in Chapter 8) 
z	Wants to spread risks 
z	Has a need to even out the cyclical effects in a given sector 

Related diversification occurs when the products and/or markets share some degree of commonality 
with existing ones. This ‘closeness’ can reduce the inherent risks (because managers are dealing 
with both new markets and new products) associated with diversification. In practice, related diver-
sification usually means growth into similar industry sectors or forward or backward in an organiza-
tion’s existing supply chain. 

Related diversification (sometimes termed concentric diversification) can follow four main patterns, 
as shown in Figure 11.4. 

Vertical backward diversification occurs when an organization seeking to operate in markets from which 
it currently obtains its resources (i.e., extending the value chain in an upstream direction). 

For example: An event management company gaining a controlling stake in an event 
venue such as a concert theater and a tour operator developing a hotel chain or an airline 
are examples of vertical backward diversification. 

Upstream diversification (as it is sometimes termed) provides greater control over supplies of 
resources. The benefits of vertical backward diversification are that: 

z	Supplies are guaranteed 
z	The costs of supplies are internalized; that is, brought within the organization’s control 
z	Supplies may be denied to competitors or made more expensive to acquire 
z	The portfolio of activities is broadened, giving protection against risk 
z	Potential problem areas with regard to supplies are identified and dealt with quickly 

Vertical forward diversification occurs when an organization seeks to operate in markets currently 
served by its customers or distributors (i.e., extending the value chain in a downstream direction). 

For example: An event management company or a tour operator developing a distribution 
network such as a chain of agents or call centers is an example of vertical forward 
diversification in that companies are taking control of aspects of their distribution and 
customer services. 
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Figure 11.4 Patterns of related diversification 

This form of diversification gives an organization closer contact with customers and can give sig-
nificant marketing advantages in that it provides market intelligence that might not be forthcoming 
when dealing through an intermediary such as an independently owned chain of agents. 

	z Distinguish between market development and product development, citing examples 
you are familiar with from THE. 

	z Explain what is meant by forward and backward vertical diversification. 

	z Explain the four quadrants of the Ansoff matrix in relation to the risks incurred. 

TH INK POINTS  

The benefits of vertical forward diversification are that: 

z	Guaranteed outlets are provided for products to be distributed 
z	The costs of distribution are internalized and can therefore be controlled 
z	Distribution outlets are denied to competitors 
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z	Information is gathered regarding consumer purchasing behavior both for the organization’s own 
products and for competing products 

z	The portfolio of activities is broadened, giving protection against risk 

Note: Vertical diversification should not be confused with vertical integration, which concerns mergers 
or takeovers (acquisitions) to integrate existing organizations. That is a further decision regarding 
the method of diversification to be employed (see Chapter 12 on strategic methods). 

For example: Rather than purchase an existing agency chain, the event management 
company or tour operator (featured in the previous two examples) might choose to develop 
such a chain for themselves from scratch or to work cooperatively with another company 
through an alliance or other arrangement. 

Horizontal diversification involves an organization entering complementary or competing markets. 

For example: A tour operator working with or taking over another tour operating 
organization, an airline or hotel strategic alliance when two or more airlines or hotels 
work in a complementary manner to achieve common objectives and two event management 
companies in different countries working together to achieve wider geographical coverage 
for mutual benefit are examples of horizontal diversification. 

Note: In a similar fashion to vertical diversification, horizontal diversification should not be confused 
with horizontal integration, which is the merger with or takeover (acquisition) of a competitor. Diver-
sification may be achieved by integrating a competitor that has been acquired, but it might also 
be achieved through joint developments (such as alliances) or by developing internally (see Chap-
ter 12 on strategic methods). 

The benefits of horizontal diversification are that: 

z	Market share is increased 
z	Greater purchasing power leads to more favorable rates being negotiated with suppliers and 

distributors 
z	Economies of scale are derived from the enlarged organization 
z	Opportunities to increase market share are denied to competitors 
z	Competitors may become collaborators 

Related diversification has the benefit of leveraging existing competences as well as requiring the 
building of some new competences. In other words, it draws on existing organizational knowledge 
as well as requiring the building of some new skills and knowledge. 

diagonal diversification 

Service-based companies experience particular problems during growth owing to the nature of the 
product. In particular, the intangibility of the product and the inseparability of production and con-
sumption lead to difficulties in targeting new segments (see Carman and Langeard, 1980). However, 
service-based companies such as those in THE may also have particular advantages that allow their 
core competences to be leveraged in related areas but in a different way from the horizontal and 
vertical axes considered so far in this chapter. 

Poon (1993) referred to a fourth pattern of related diversification – that of diagonal diversification, also 
referred to as concentric diversification in some texts (see, for example, Kim et al., 2017). This form 
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of diversification (common in service industries) utilizes a common platform of information utiliz-
ing technology to target a group of customers with a closely related set of products. 

For example: Banks use their customer databases to target their customers with offers of 
insurance, mortgages, financial planning services and possibly travel products. 

In a similar way, Saga, a UK company that developed travel products for the over 55 
group, also targets its customers with a range of financial services. Another example is 
American Express, the American financial services and travel group that is also involved in 
travel related and financial services. Many of its sales in leisure travel are to its American 
Express card holders. 

Diagonal diversification offers potential benefits in that it: 

z	Allows organizations to get close to their customers and lower costs for each product by sharing over-
head across several product categories 

z	Allows organizations to benefit from economies of scope and systems savings 
z	Is cheaper for one organization to produce a combination of services rather than for many orga-

nizations to produce each separately 

Diagonal diversification is illustrated in Figure 11.5. 

unrelated diversification 

Unrelated diversification (sometimes termed conglomerate diversification) occurs when growth takes 
place in product and market areas that are completely new and with which the organization has no 
previous experience. The lack of experience in these products and markets serves to increase the 
potential risks. 

Unrelated diversification carries greater risk than related diversification because it involves produc-
ing new products in unfamiliar product areas for markets with which the organization is also unfa-
miliar. Businesses tend to take this option when they see serious restrictions on growth potential in 
their existing markets, and in related markets, or when they see significant opportunities for growth 
in new markets. In addition, there are potential financial and risk-bearing economies of scale, oppor-
tunities to build on existing competences and the possibility of synergy. 

Corporate 
account 

management 

Information 
technology

platform 

Target 
group

of 
customers Agency 

services 

Package 
tours 

Internet 
distribution 

Currency 
exchange 

Credit 
cards 

Insurance 
services 

Events 
management 

Figure 11.5 Diagonal diversification in THE 

Source: Adapted from Poon (1993) 
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Unrelated diversification is far less common than related diversification in publicly quoted com-
panies. The synergies between unrelated businesses are more difficult to achieve, although shared 
technology is one way in which they might be achieved. In the past, stock markets have found such 
conglomerates difficult to value, resulting in the so-called conglomerate discount. 

Conglomerates can trade at a discount to the overall individual value of their businesses. The con-
glomerate discount arises because such companies are difficult to understand and they straddle 
several business sectors, so that they are difficult to compare with other companies. 

However, unrelated diversification is still common among private companies (which do not require 
stock market quotations) and is still very popular in certain countries. Such conglomerate groups of 
companies are common in many Asian countries such as China, India, Malaysia, Thailand and Indo-
nesia, a point that goes unrecognized in many Western-oriented texts. The Short Case Illustration 
below provides an example of one such conglomerate. 

Unrelated diversification: HNA Group 

HNA Group Co., Ltd. was a Chinese conglomerate founded in 2000 and headquartered in 
Haikou, Hainan, China. It was involved in numerous industries including aviation, real estate, 
financial services, tourism and logistics, along with other diverse assets. 

Two Chinese entrepreneurs created Hainan Airlines, a regional Chinese airline, in 1993. Fol
lowing a restructuring of the airline, HNA Group was founded. Since that time, the group 
has carried out diversification on a massive scale, entering multiple industries such as tour
ism, property, logistics and financial services, as well as massively increasing the size of its 
core airline (Hainan) and investing in other airlines. 

It also significantly expanded its involvement with both national and international com
panies to create a sprawling group covering numerous countries and commercial sectors. 
These include large stakes in several airlines in China, Africa and South America; interna
tional hotel group NH Hotels; airport services group Swissport; an office tower and a hotel 
in New York City; and investments in the German Bank Deutsche and Hilton Hotels. 

This rapid diversification into new products and new markets, some of which were unrelated 
to its existing businesses, was fueled by excessively high levels of debt. It had a sprawling 
web of activities but there appeared to be no overall strategy guiding the growth. Instead, 
investments seemed to be made as opportunities arose in whichever sector that happened 
to be. Concerns over the sustainability of the levels of debt led to the intervention of the 
Chinese government in July 2017 and the halting of new loans. Overall debt in 2017 was 
said to have reached $94bn. 

The company was overtrading, a situation in which companies expand their operations too 
quickly and risk failure due to the lack of access to adequate financial resources. Subse
quently, to ease the burden, the company disposed of assets worth several billion dollars, 
severely curtailing the company’s activities and reducing its revenues, which once stood at 
US$55bn. The liquidity shortage also resulted in the non-delivery of six Airbus A330 aircraft 
due to be delivered to the group. 

11 .6  SHORT  CASE  I LLUSTRAT ION 
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On 29 January 2021, HNA Group declared bankruptcy after debt restructuring efforts failed, 
and several legal cases are outstanding against the company and some of its directors. 

Sources: Various newspaper articles 

Questions 

1. Consider the reasons why conglomerates such as HNA remain successful business forms 
in many countries. 

2. Consider the reasons for HNA’s failure. 

3. Although many of the businesses contained within HNA appear to be unrelated, there 
may be advantages in being part of a large, diverse group. Explain what these advantages 
might be. 

11.2 Stability strategies 
An organization’s SBUs may choose stability (sometimes termed persevering in the literature) over growth 
by continuing current activities without any significant change in direction. Stability strategies are not 
the same as ‘doing nothing’, because to remain stable, actions have to be taken to defend the current 
market position from competitors. There may be several reasons for opting for such a strategic direction: 

z	The current environment is hostile or unpredictable, making investment required for growth unat-
tractive 

z	A balance has to be maintained in the organization, so finite resources have to be deployed in 
other SBUs that provide greater opportunities 

z	A position of maturity has been reached where further growth is difficult and emphasis is placed 
on defending the current position 

Many small business owners opt for this strategy as they are happy with their position, having found 
a niche that they understand and that they are able to defend. 

Stability strategies can be very useful in the short to medium term but can be dangerous in the lon-
ger term as competitors start to make inroads into market share. 

Wheelen et al. (2018) identified three variants of stability: 

z	Pause/proceed with caution – an opportunity to rest and reflect before continuing a growth or retrench-
ment strategy. It represents a deliberate attempt to make only incremental improvements until the 
environment changes. Such a strategy may be the result of excessive growth in the past that has led to 
pressures on the organization or from the need to stabilize after a period of decline. 

z	No change – a decision to do nothing new, choosing to continue current operations for the fore-
seeable future. Returns are adequate in the current position, so why put these returns at risk by 
going after growth? 

z	Profit – a decision to do nothing new in a worsening environmental position but instead to act as 
though the organization’s problems are only temporary. The profit strategy attempts to support 
profits when an organization’s sales are declining by reducing investment and reducing unneces-
sary expenditure; that is, squeezing out costs to increase margins. 
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11.3 Retrenchment strategies 
An organization’s SBU may pursue a retrenchment strategy when it is in a weak competitive posi-
tion and the environment remains hostile for the alternative stability or growth strategies. 

For example: In the period following the 11 September 2001 terrorist attacks in America, 
travel companies around the world chose to reduce their scale of operations in response to 
the severe drop in demand. AerLingus, the Irish airline, which relies on the transatlantic 
trade (which was particularly badly hit) for about 70% of its revenues, scaled back large 
parts of its operations in the wake of the attacks and looked for potential partners and 
sought additional sources of finance. In the poor trading conditions, which continued for 
several years following the attacks, two national ‘flag carrier’ airlines – Swissair and the 
Belgian airline Sabena – both went bankrupt. 

Wheelen et al. (2018) identified four variants of retrenchment: 

z	Turnaround – emphasizes the improvement in operational efficiency when an organization has prob-
lems that, though serious, are not critical (see, for example, Solnet et al. [2010] for a discussion 
of turnaround in relation to hotels and tourism). Analogous to a weight reduction diet, Pearce and 
Robbins (1994) viewed such a strategy as a two-stage process involving contraction followed by con-
solidation. Contraction is the initial effort to ‘stop the bleeding’, with general cutbacks in size and 
costs followed by consolidation that implements a program to stabilize the now leaner organization. 

z	Captive company – involves giving up independence in return for security, whereby management 
offers the company to one of its largest customers to ensure survival. The customer guarantees 
the survival of the company by offering a long-term contract. 

z	Sell out/divestment (see also Chapter 12) – if an organization or SBU is in a weak competitive po-
sition, it may choose to retrench through selling the entire organization or divesting those SBUs 
that are in a weak position to provide finance for those that are stronger. 

z	Bankruptcy/liquidation – occurs when the organization finds itself in a very poor competitive 
position with few prospects. Bankruptcy (sometimes called administration) involves giving up 
the management of the company to the courts in return for some settlement of the corporation’s 
obligations. The court-appointed managers attempt to keep the organization as a ‘going concern’. 
By contrast, liquidation is the termination of the organization when it is too weak to be sold to 
others as a going concern and any assets are sold to pay as much as possible to the organization’s 
creditors. 

The Short Case Illustration below provides an example of a turnaround at the Holiday Inn Hotel 
group. 

Turnaround: Holiday Inn Hotels 

The international hotel brand Holiday Inn (part of the IHG Group) has expanded rapidly 
around the world in the last few decades largely through franchising, but the growth path 
has not always been smooth. 

American entrepreneur Kemmons Wilson opened the first Holiday Inn hotel in 1952 in 
Memphis, Tennessee, after he returned from a family holiday discouraged over the lack of 

11 .7  SHORT  CASE  I LLUSTRAT ION 
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11.3.1 Involuntary retrenchment

In some cases, retrenchment strategies are not chosen by organizations voluntarily but are forced 
upon them as the only viable option in response to external environmental pressures. The ‘threat of 
external shocks’ was discussed in Chapter 2, and it was stated that (though not, of course, unique 
to THE) these sectors are particularly prone to the threats posed by external shocks. These impacts 
are beyond the control of managers, though they must react to them quickly and decisively to man-
age the impact they have on their organizations. Such was the case with the COVID-19 pandemic, 
which had a dramatic and relatively fast impact on all THE organizations and destinations around 
the world.

Many organizations and destinations are affected by incidents such as cyclones, earthquakes and 
terrorist attacks and have developed risk mitigation and resilience strategies over the years (Ritchie 
and Jiang, 2019).

Though the worldwide impact of COVID-19 was clearly devastating for many parts of THE world-
wide, estimating its total effects is clearly highly problematic, though Škare et al. (2021) attempted 
to do so. Furthermore, the authors argued that from the start of the COVID-19 crisis in China, 
the impact of the pandemic on the travel tourism industry was significantly underestimated. The 
COVID-19-induced shock can be viewed as being different from other crises facing THE in three 
critical respects (Dolnicar and Zare, 2020) in that the:

z	Economic shock and consequent travel decline were global

family and value-oriented lodging. Children stayed free, and the hotel offered a swimming 
pool, air conditioning and restaurant on the property. Telephones, ice and free parking were 
standard as well. Although commonplace today, these services were revolutionary at the 
time and set a standard for the hotel industry.

What Holiday Inn then proceeded to do, which had not been done before, was to standard-
ize the style of the motels and hotels and franchised the concept to other business owners. 
Holiday Inns spread quickly first in the USA and subsequently to other parts of the world. 
However, any brand has to be kept fresh and relevant, and it became increasingly clear by 
the early years of this century that the ‘legacy’ brand had become tired, with many older 
properties. Though Holiday Inn brand recognition remained high, other hotel chains had 
overtaken Holiday Inn and sales were under pressure.

Consequently, in 2007, the company launched an ambitious $1bn rebranding initiative for 
its 60-year-old brand, the largest ever undertaken by a hotel chain. By 2011, Holiday Inn 
had removed nearly 1,200 underperforming Holiday Inn and Holiday Inn Express hotels and 
added 1,500 new ones, and a new logo and brand attributes were developed and rolled 
out across the network.

Source: Adapted from www.IHG.com and various newspapers

Questions

1. Explain why Holiday Inn had to launch its turnaround strategy.

2. Identify and explain the main elements of Holiday Inn’s turnaround strategy.

https://www.IHG.com
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z	Economic shock was more dramatic, with reductions to economic growth twice as great as those 
caused by regular economic shocks 

z	Shock had the potential to trigger structural changes in certain sectors of the industry 

These three criteria, it can be argued, differentiate economic shocks from the ‘super-shock’ caused 
by COVID-19 (Dolnicar and Zare, 2020). Consequently, most organizations and destinations were 
forced into rapidly adopting retrenchment strategies to downsize their activities during the pandemic 
to ensure survival. 

11.4 COVID-19 crisis response strategies 
The way in which THE organizations responded to the COVID-19 pandemic has been widely 
reported in the academic literature. See, for example, Wenzel et  al. (2020) for an overview of 
strategic responses to the pandemic; on MICE, see Disimulacion (2020); on airlines, see Albers 
and Rundshagen (2020); on tourism, see Gössling et al. (2020) and Kuščer et al. (2022); and on 
hospitality, see Dolnicar and Zare (2020) and Le and Phi (2021). Several journals also published 
specific collections of COVID-19-related articles. For example, the International Journal of Hospitality 
(Rivera and Pizam, 2022) published a collection of some 84 articles on ‘The Impact of the COVID-
19 Pandemic on the World’s Hospitality Industry’. 

In dealing with the severe and relatively sudden pressures of the COVID-19 pandemic, almost all 
THE organizations and destinations adopted strategies that involved retrenchment, stability (persever-
ance) or a combination of these. Wenzel et al. (2020) usefully produced a typology of crisis response 
strategies that can be applied to how organizations responded to COVID-19. The typology is shown 
in Table 11.1. 

Though all aspects of THE were hit hard by COVID-19, particularly during 2020 and 2021, some 
sectors were impacted more than others. Airlines, cruises and events were among those affected 
most, whereas holiday rentals and online travel agencies were relatively less affected (Borko et al., 
2020). Detailed reactions to the crisis varied, but retrenchment and stability (perseverance) were 
universally implemented. 

Table 11.1 Typology of crisis response strategies 

Strategic crisis response Comment 

z	Retrenchment – substantial cost/overhead 
and/or asset reductions 

z	Persevering – measures to preserve the 
status quo of the organization and its 
activities 

z	Innovating – strategic renewal of the 
organization during the crisis 

z	Exit – discontinuation of an organization’s 
activities; can include a forced release of 
an unviable business or a considered 
strategic response to crisis 

Tends to be effective as instruments of short-term 
survival of the organization through the crisis 

Examples include debt refinancing and more 
effective utilisation of resources 

May be an important move in long-lasting crises 
that leads to re-establishment of the business at 
or above previous levels 

Includes freeing up committed resources for 
future business opportunities; not necessarily 
viewed as a business failure 

Sources: Adapted from Wenzel et al. (2020); Albers and Rundshagen (2020) 
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COVID-19 airline crisis response strategies 

Albers and Rundshagen (2020) analyzed the reactions of European airlines to the COVID-19 
crisis in the spring and early summer of 2020. 

During the crisis peak (March and April 2020), all European airlines grounded almost their 
entire fleets and largely halted operations as wide-ranging travel restrictions were imposed, 
leading to the collapse of passenger travel. Responses to the crisis had both short- and 
long-term dimensions; that is, beyond the short-term retrenchment, airlines took other 
actions incorporating a longer-term perspective (Albers and Rundshagen, 2020). 

Albers and Rundhsagen (2020) applied the crisis response typology developed by Wenzel 
et al. (2020) as summarized in Table 11.2. 

Table 11.2 European airline COVID-19 crisis response strategies 

Strategic crisis response Comment 

	z Retrenchment 

Short-term orientation All European airlines grounded their fleets almost 
completely owing to the imposed travel restrictions. Most 
airlines announced job cuts and/or reduced work patterns in 
accordance with national schemes to maintain employment. 

Long-term orientation Many airlines reduced their fleets, canceled new aircraft 
orders and retired larger aircraft. For example, Lufthansa 
retired its fleet of large Airbus A380 aircraft. 

	z Persevering Most European airlines sought government aid through grants, 
loans at preferred conditions/state guarantees or subsidies. 

	z Innovating 

Crisis specific Many airlines reconfigured some of their fleet for freight 
operations. 

Longer term Some new ventures and cooperation agreements were 
announced during this period; for example, low-cost carrier 
Wizz Air announced its intention to enter a number of new 
markets and grow ancillary services. 

	z Exit 

Failure A number of European airlines failed and ceased operations 
during this period, including UK-based Flybe and Air Italy. 

Withdrawals Some airlines withdrew from some operations during 
this period. For example, Lufthansa’s low-cost subsidiary 
(Germanwings) ceased trading in April 2020. 

Source: Adapted from Albers and Rundshagen (2020) 
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Questions 

1. Assess the lessons that might be learned by airlines from this pandemic that might be 
applied to future crises. 

2. What is the purpose of a typology in aiding understanding, and how useful do you think 
it is in this case? 

11.5 Risk and balance 
There are risks associated with all forms of strategic development. In relation to the strategic direc-
tions of development, the risks are: 

z	Smallest when development is largely based on existing core competences and when it takes place in 
existing markets 

z	Greatest when development requires entry to unrelated markets and/or products 

Whether or not the risks are worth taking will depend on the current position of the organization 
and the state of its markets and products. Entry to new markets, whether related or unrelated, will 
depend on the business’s assessment of the opportunities in new markets compared to opportuni-
ties in its existing markets. 

For example: Decisions as to when to grow may be influenced by a country’s economic 
performance, including cycles of strong and poorer rates of growth, or according to the 
political climate. Consequently, investment of finite resources in a particular foreign 
subsidiary may be restricted when the economy of that country is performing poorly or 
when there is political instability, because the opportunities do not present attractive 
financial returns. When the economy recovers or political stability returns, the company 
concerned may resume a growth strategy for that SBU by investing in that particular 
foreign subsidiary. Following the UK’s Brexit decision to leave the European Union in a 
referendum held in June 2016, many investment decisions in THE (as in other industries) 
were delayed pending greater clarity as to what the economic impacts of Brexit might be. 

The focus of this chapter has been on the business level; that is, the level of the SBU. At some stage, 
the organization as a whole must bring the strategies of the individual SBUs together. Because 
resources are finite the organization is unlikely to have the resources available to develop each SBU 
at the same rate, and some will offer higher returns than others. Thus, choices have to be made at 
the corporate level between the competing demands of the individual SBUs. 

Thus, a THE organization may also need to consider the issue of ‘balance’ in relation to the decisions 
it makes regarding strategic direction. Although it might want to target growth in all of its SBUs, it 
may not have sufficient resources and it may not be sensible to simultaneously target growth in all 
parts of the business. 

It follows that a THE organization may go for growth in parts of its business where opportunities 
appear to be greatest and returns appear to be higher. At the same time, the business may target 
stability or retrenchment in other parts of the business where there are fewer opportunities and 
returns are lower. 
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In this way, a business with a number of SBUs considers the balance of products and markets, 
investing finite resources in those that offer the greatest returns. However, because the internal 
environment of organizations and the external environment faced by THE organizations are dynamic 
rather than static, the directions taken by each SBU may change over time. 

For example: A vertically integrated travel company (which operates an airline, tour 
operations and travel intermediaries such as travel agents and websites) might want to 
expand its airline activities while at the same time reducing the size of its tour operations 
because of the market conditions pertaining to these two parts of the business. In this case, 
there might be overcapacity in tour operating but undercapacity in airline operations. 

An events management company might want to expand in one area of its business dealing 
with clients from a growing business sector, while at the same time shrinking other parts 
of the business that are doing less well. 

An international hotel company may see excellent opportunities to expand in certain 
countries because of an expanding economy but at the same time needs to contract in 
others because of a poor regulatory environment making the business less viable. 

	z Explain why organizations do not always want to grow, and outline the alternatives. 

	z Explain why there are relatively few conglomerates operating as public companies 
quoted on the world’s stock markets. 

	z Outline the advantages of organizations having a balanced portfolio of products in rela
tion to the levels of risk incurred. 

TH INK POINTS  

Small business focus 
This chapter has considered one of the three key issues in strategic formulation relating to strategic 
direction. 

In relation to strategic direction, the smaller scale of operations of SMEs can be both an advan-
tage and a disadvantage. On the one hand, smaller enterprises can quickly adjust their direction in 
response to changes in the micro or macro environment. 

Their size means that they are likely to be: 

z	More responsive to customer demands 
z	More flexible and adaptive because they do not have multiple SBUs and multiple markets to 

consider 
z	Quicker and more decisive at decision making aided by their flatter structures, often with a single 

leader (see Chapter 14) 

However, SMEs in THE (as in other industries) are also extremely vulnerable to external environ-
mental shocks over which they have no influence. Whereas larger organizations might have some 
protection (against adverse external factors) through the diversity of their operations and the size 
of their reserves, SMEs tend to have no such protection. Consequently, decisions on when and how 
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to grow or, alternatively, to go for stability or retrenchment have to be taken very carefully. A poor 
decision could prove extremely costly because it could destroy the entire enterprise, as opposed to 
just a part of it in a larger, diversified company. 

This factor appears to weigh very heavily in the minds of many owner managers. There is some evi-
dence from THE contexts (see, for example, A. M. Williams and Shaw, 2004; Goulding et al., 2005; 
Bosworth and Farrell, 2011) that many entrepreneurs in reality do not try to maximize profitability, 
an assumption usually made in economics, but instead are satisfied at lower levels. Because profits 
can be seen as the reward for taking risks, this implies a risk-averse strategy being adopted by many 
owner managers of smaller firms. Bosworth and Farrell (2011), for instance, reported income satis-
ficing behavior among tourism and hospitality businesses in rural Northumberland, UK. 

The notion of satisficing is a behavior linked to the behavioral theory of the firm associated with the 
work of Cyert and March (1963). In this view of the firm (which often applies to smaller compa-
nies), once a critical level of profit is achieved, priority is attached to the attainment of other goals 
because the owners are satisfied with the levels of profit that have been achieved. 

Notwithstanding the satisficing behavior of some SMEs, many small businesses have to take a highly 
entrepreneurial approach to survive and grow, which has been termed an entrepreneurial orientation 
(R. I. Williams et al., 2020). Such an approach represents behaviors associated with the extent to 
which firms employ an entrepreneurial ethos (Lumpkin and Dess, 1996). 

Lumpkin and Dess (1996) proposed five entrepreneurial dimensions of entrepreneurial orientation, 
which were summarized by R. I. Williams et al. (2019). These are: 

z	Autonomy – the freedom individuals in a firm have to think creatively, make decisions and champion 
ideas 

z	Innovativeness – a firm’s willingness to engage new ideas, embrace creativity and experimentation 
and seek new products, services or processes 

z	Risk taking – a firm’s willingness to accept uncertainty and make resource commitments in the 
context of risk 

z	Proactiveness – demonstrate a forward-looking, first-mover approach 
z	Competitive aggressiveness – how a firm approaches its competitors 

Larger companies often find it difficult to respond quickly and decisively to environmental changes, 
but SMEs, being smaller and often having an owner and/or founder still in place, are frequently 
more agile and entrepreneurial. Many owner managers exhibit such an ethos that they try to instill 
in their businesses as part of the organizational culture, and a number of studies (see, for example, 
Baker and Sinkula, 2009; Kajalo and Lindblom, 2015) have reported a positive correlation between 
entrepreneurial orientation and small firm performance. A number of specific THE studies have 
also explored this correlation, including Kamal et al. (2016), Fadda (2018), Peters and Kallmuenzer 
(2018) and Tajeddini et al. (2020). 

The COVID-19 outbreak has been challenging for all THE organizations around the world. Though 
larger organizations often have the financial resources to withstand periods of low demand, they 
nevertheless have had to adopt strategies of retrenchment and stability to survive. Many smaller 
THE organizations ceased trading during the pandemic or downsized their activities considerably to 
survive. 

For example: Do et al. (2022) surveyed 32 SME tour operators in Vietnam to explore 
their strategic responses to the crisis. Most respondents were aware of the need for 
restructuring and were expecting financial support from the government. The findings 
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revealed that tour operators focused more on short- and medium-term strategies (i.e., 
retrenchment, persevering and exiting) rather than long-term planning (i.e., innovating) 
in response to COVID-19. 

CHAPTER SUMMARY 

The strategic direction of an organization determines the nature of product and market develop-
ment, and the Ansoff matrix provides a simple and widely used way of conceptualizing the direction 
of growth. There may also be times when an organization judges that it is not the right time to grow 
and stability or retrenchment are considered as alternative directions of development. Retrench-
ment may at times be an involuntary means of development forced on organizations by internal 
and/or external environmental pressures. The chapter explored such circumstances in relation to 
COVID-19. 

Finally, the issues of risk and balance were considered with regard to choosing directions of devel-
opment. An organization has to consider the risks associated with each direction and the balance 
between SBUs because resources are finite and some SBUs may offer more attractive opportunities 
for returns on investment than others. 

In Chapter 12, the third key issue of strategic formulation is considered, namely, the strategic meth-
ods that will be employed. 
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12 
Strategic methods of 
development for tourism, 
hospitality and event 
organizations 

Introduction and chapter overview 
The previous chapters considered two aspects of strategic choice, namely, competitive strategy and 
strategic direction. This chapter considers the third aspect: How the development will be achieved; 
that is, which methods will be adopted (strategic methods). 

In Chapter 10 we considered two approaches to competitive advantage that have been developed 
in the academic literature: the competitive positioning approach and the core competence or resource-based 
approach. 

This chapter briefly discusses a third approach – the relational approach – which recognizes that 
many resources critical to an organization’s success can come from outside the organization. Con-
sequently, this approach stresses the importance of interfirm working in the form of business struc-
tures such as alliances, joint ventures, franchising arrangements and management contracts, all of 
which have become common in THE contexts. 

The decision as to which method of strategic development to adopt is critical to the success of 
strategy. 

The chapter considers internal (or organic) growth and then discusses the various mechanisms of 
external development: mergers and acquisitions and various forms of joint development involving 
differing types of collaborative arrangements. Finally, the chapter looks at ‘downsizing’ strategies 
such as demergers. 

DOI: 10.4324/9781003318613-16
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LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z	Define and distinguish between internal and external methods of business development and to pro-
vide relevant THE examples 

z	Describe and provide illustrations of the various types of mergers and acquisitions 
z	Explain the motivations behind mergers and acquisitions and the reasons why they succeed or 

fail 
z	Describe what is meant by the various forms of joint development such as strategic alliances and 

assess with relevant THE examples why organizations enter into them 
z	Compare and contrast the circumstances in which the various methods might be used in the 

constituent parts of THE 
z	Explain what is meant by a ‘disposal’ and describe why at times THE organizations might pursue 

this pathway 

12.1 Alternative strategic methods 
In determining the methods by which strategic development will take place, the management of 
THE organizations must decide between three basic options. These are to: 

z	Develop internally (or organically as it’s often called) utilizing existing available resources 
z	Merge with or acquire other companies or allow the company to be acquired by another company 
z	Develop through joint development with other organizations by making some form of collabora-

tive arrangement 

The three strategic methods are shown diagrammatically in Figure 12.1. 

Organic
(internal)

development 

Mergers &
acquisitions 

Joint 
development 

Strategic methods 

What methods of 
development should 

be adopted? 

• Strategic alliances 
• Public–private partnerships 
• Franchising 
• Licensing 
• Management contracts 
• Cooperative networks 

Figure 12.1 Methods of strategic development 
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Many organizations use each of the alternative strategic options in different circumstances. The 
same company may, for instance, choose to grow organically in one market, acquire another com-
pany in a second market and form a collaborative venture in a third market in recognition of the 
differing market characteristics that exist. 

The different methods have associated advantages and risks, and the choice between them may vary 
at different points of the economic cycle. 

Organizations operating in THE have to make a choice between the full range of strategic methods 
available. Franchising, management contracts, strategic alliances and PPPs are particularly charac-
teristic of the sectors of THE, though the methods are not evenly represented in all sectors as shown 
later in Table 12.6. These characteristic forms of joint development are discussed fully later in the 
chapter. 

	z Using examples from THE, define and distinguish between internal and external business 
growth. 

	z Describe and distinguish between the three conceptual approaches to strategic manage
ment that are introduced in this text. 

TH INK POINTS  

12.2 Organic (internal) growth 
Organic growth is the most straightforward and commonest mechanism of business growth. Most 
companies use internal growth as their main method of growth at some time, so its popularity is 
obvious. The essential feature of organic growth is the reinvestment of previous years’ profits in the 
existing business, together with finance provided by shareholders and banks. By increasing capac-
ity (by, say, offering a larger number of holidays for sale, increasing the number of hotel rooms or 
managing a larger number of events), the organization takes on more employees to cope with the 
extra demand. In so doing, turnover increases and so does the capital (balance sheet) value of the 
business. 

Organic growth is common during the early stages of corporate development as companies build 
markets and develop new products. It is also a common method of growth where access to capital 
markets might be restricted as with public sector organizations. Large companies may also use this 
method alongside external growth to consolidate market position. 

For example: The introduction of an additional cruise ship by a cruise line and the building 
of an additional hotel by a hotel group are examples of organic growth. The retained 
profits from earlier years, possibly enhanced by additional funding provided by banks or 
shareholders, are channeled into the development, and the organization benefits from the 
increased market share and increased turnover. MSC Cruises is a division of a privately 
owned Swiss shipping company with headquarters in Geneva and is the third largest cruise 
operator in the world (after Carnival Corporation & plc and Royal Caribbean Cruises). 
When four LNG-fueled ships each weighing in excess of 200,000 tons enter service between 
2022 and 2027, the cruise line will significantly increase its passenger capacity. 

The Short Case Illustration of Messe Frankfurt below illustrates an organization that has grown 
quickly by utilizing organic growth to achieve a considerable scale of operations. 
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Organic growth: Messe Frankfurt event management organization 

Germany, as a manufacturing and trading nation, has a long tradition of organizing inter
national trade fairs and exhibitions, the origins of which date back several hundred years in 
some cases. Consequently, Hanover, Hamburg, Düsseldorf, Munich, Berlin and Frankfurt all 
have extensive modern exhibition spaces, which rank among the world’s largest. Berlin, for 
example, hosts ITB Berlin, which rivals London’s World Travel Market, as the world’s largest 
event focusing on the travel and hospitality industries and their suppliers. 

For example, in 1585, a small group of Frankfurt merchants requested that the town coun
cil establish regular trade fairs. Frankfurt has considerable advantages as a trading center, 
situated as it is at the heart of European trading routes. Modern-day trade fairs were rees
tablished after World War II and grew steadily in the postwar years as Frankfurt established 
itself as Germany’s preeminent financial center (as the home of the German and European 
central banks and Germany’s leading commercial banks) and also, crucially, as Germany’s 
leading hub airport – a position it retains to this day. 

In the postwar period, the Messe Frankfurt organization was established to organize and 
manage trade fairs. The Messe (Market) Frankfurt organization is a public sector body that is 
60% owned by the City of Frankfurt and 40% by the state government of Hesse. The growth 
is partly attributable to the application of the Messe Frankfurt business model. 

The increasing diversity of the products on offer quickly created a trend toward greater 
specialization of trade fairs. This was reflected in the ‘Frankfurt principle’. Individual product 
groups that had previously been represented in the comprehensive multisector trade fairs 
for the consumer goods industry were further developed to create independent industry 
events. Thus, Frankfurt created market-leading trade fairs in industry sectors such as auto
motive, textiles, books, music, lighting and paper. 

From a fairly small base in postwar Germany Messe Frankfurt has grown to become one 
of the world’s leading exhibition end events management organizations, a position it has 
achieved largely through organic growth. In 2017, 140 trade fairs, conferences and exhi
bitions were organized at 50 venues around the world, attracting in excess of 5  million 
attendees. Owing to the global coronavirus pandemic and the ensuing travel restrictions 
and quarantine regulations, physical events around the world were canceled or restricted 
locally from 2019. Post-COVID-19, the company has been regaining its lost momentum and 
regaining its pattern of consistent growth. 

The company has been able to leverage its expertise through international events, and 
although its center will remain in Frankfurt, crucially, about a third of the events were orga
nized in foreign locations, which the company delivered through a network of 22 global sub
sidiaries. The international expansion of Messe Frankfurt, particularly in emerging markets, 
is an important part of the company’s strategy for future development. 

Source: Adapted from www.messefrankfurt.com/ 

Questions 

1. What are the advantages and possible limits of the Frankfurt Messe business model? 

2. What sort of competitive threats might Frankfurt Messe face? 

12 .1  SHORT  CASE  I LLUSTRAT ION 

https://www.messefrankfurt.com/
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The potential advantages and disadvantages of organic growth over other methods of development 
are summarized in Table 12.1. 

Many large companies have used this method extensively in reaching their present size, but few 
have used the method exclusively. 

For example: The Marriott International hotel corporation developed its Courtyard 
hotels concept organically during the 1990s, from the drawing board through to its 
current international market penetration in major business cities (Crawford-Welch, 
1994). More recently, Marriott International developed its Moxy brand, which debuted 
in September 2014 with the opening of the Moxy Milan. A ‘boutique hotel’ concept for 
younger travelers, the brand is expanding fast mainly in city center locations, combining 
stylish design and informal service at an affordable price point (www.moxy-hotels. 
marriott.com). 

This method tends to be chosen in circumstances where: 

z	Suitable partners for joint development are unavailable 
z	Merger or acquisition is prevented on the grounds of cost, unavailability of suitable targets or 

regulatory disapproval 
z	Access to capital to pursue alternative methods is limited 
z	Directors want to maintain control 
z	The necessary resources and competences are available internally 

The case of Accor in the following Short Case Illustration shows how this large hospitality company 
has primarily used organic growth, coupled with targeted acquisitions to drive growth. 

Table 12.1 The potential advantages and disadvantages of pursuing organic growth 

Potential advantages Potential disadvantages 

z	Usually, a lower risk option in that the 
increase in capacity remains fully under the 
control of the existing management, thereby 
avoiding the risks of dealing with other 
organizations. 

z	Core competences can usually be exploited 
and existing expertise, experience and 
knowledge can be capitalized upon. 

z	Potential problems associated with the 
integration of differing organizational 
cultures are avoided. 

z	Disruption to cash flows is likely to be 
less than with other methods. Also, other 
methods often require large up-front 
payments, whereas organic development 
allows investment to be spread over time. 

Usually a slower mechanism compared 
to external growth methods where the 
‘bolting on’ of a new company or 
cooperation with other organizations is 
a faster route to growth than gradual 
growth by internal means. 

Relying on the competences and resources of 
a single organization may lead to shortages 
and might mean that important opportunities 
are not exploited. 

https://www.moxy-hotels.marriott.com
https://www.moxy-hotels.marriott.com


P
ar

t 
4

430 STRATEGIC OPTIONS

 

 
 

 

 

 

Organic growth: Accor Hotels 

The French group Accor, with its headquarters in Paris, is one of the world’s largest hote
liers. The brands it operates under various contractual arrangements include Sofitel, Raffles, 
Fairmont, Swissôtel, Mercure, Pullman, Novotel and Ibis. 

In recent years, Accor increased its presence around the world, though COVID-19 inter
rupted this expansion somewhat. Accor operates in about 110 countries around the world 
with about 5,300 sites and a total number of about 780,000 rooms worldwide. 

The group has followed mixed methods of strategic development in that it primarily grew 
through organic growth supplemented by targeted acquisitions and partnerships with travel 
intermediaries. The group added some 10,000 rooms through two targeted acquisitions in 
high growth markets in which its brands were already well known: in Australia, New Zealand 
and Indonesia it purchased the Mantra Hotel group, and in Brazil it purchased over 20 prop
erties from the BHG group of hotels. 

However, the majority of Accor’s growth has come from organic growth of its brands tar
geted at emerging hospitality markets, and this trend is set to continue. 

To take full advantage of the dynamic growth in emerging markets, which is being led by 
a fast-rising middle class in search of travel and leisure opportunities, room openings have 
been particularly concentrated in Asia-Pacific and Latin America. 

Source: Adapted from Accor.com 

Questions 

1. Why do you think Accor has chosen mainly to grow organically? 

2. What are the potential advantages and disadvantages to Accor of this form of growth? 

12 .2  SHORT  CASE  I LLUSTRAT ION 

12.3 Mergers and acquisitions 
It is difficult to open the business press without encountering details of a proposed or progressing 
merger or acquisition. The term merger, however, is sometimes replaced in such text with takeover or 
acquisition. The same news story may use all three terms as though the words mean the same thing. 
It is also common in the media and elsewhere for the terminology ‘M&As’ to be used as a shortened 
umbrella term covering all such activity. 

For the purposes of a strategy text such as this, it is important to clarify the main terms generally 
used in connection with this process. 

z	Merger: the shareholders of the organizations come together, normally willingly, to share the resources 
of the enlarged (merged) organization, with shareholders from both sides of the merger becoming 
shareholders in the new organization. 

The international airline industry, for example, has undergone a period of rapid consolidation over 
the last 20 years involving a number of mergers (particularly in North America). This merger activ-
ity is briefly described in the Short Case Illustration below. 
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Mergers in the international airline industry 

The US Airline Deregulation Act of 1978 introduced airlines operating in the USA to a new 
world of competitive threats and opportunities. The key change, whereby price-regulating 
power was removed from the Civil Aeronautics Board, enabled airlines to increase the variety 
of fares offered and increase the frequency by which fares were changed (Evans, 2001b). The 
changes the act brought forward led to the entry into the market of low-cost carriers such 
as Southwest Airlines and Frontier and eventually led to industry consolidation in the USA. 
Later deregulation in Europe has also led to some consolidation in Europe and elsewhere. 

Established ‘legacy’ carriers in the USA had extensive networks operating ‘hub-based’ net
works and generally had high cost bases and experienced low and variable levels of prof
itability. The high costs and periodic economic downturns in the sector frequently led to 
the major airlines incurring heavy losses, and several, such as American and US Airways, 
were at times close to bankruptcy. One response to these pressures has been the consoli
dation of the US air market that dates back to 2005 with the merger of US Airways and 
America West, followed by Delta merging with Northwest in 2010 (keeping the Delta name) 
and United merging with Continental in 2012 (keeping the United name). Discussions took 
place between American Airlines and US Airways about a possible merger, which was finally 
agreed in 2013, with the American Airlines name being retained. 

Thus, ‘the large eight airlines of 10 years ago are on course to become the big four, with 
reduced competition meaning that the remaining players have greater pricing power – the 
ability to raise fares after years of slashing ticket prices during market share grabs’ (Parker, 
2013a). The eight long-established large carriers, the so-called legacy airlines, have now 
consolidated into three carriers as outlined above: American Airlines (based in Dallas–Fort 
Worth), United Airlines (based in Chicago) and Delta (based in Atlanta). All of these airlines 
have come under pressure from newer low-cost rivals such as Southwest Airlines, JetBlue 
Airways and Frontier Airlines. Elsewhere in the world, consolidation has been less extensive, 
though important mergers have taken place in Europe, Latin America and Asia. For example: 

	z Air France merged with KLM Royal Dutch Airlines in 2004 to form Air France KLM. 

	z The International Airlines Group was formed in 2011 by a merger of British Airways and 
Spanish carrier Iberia. 

	z Lufthansa acquired Swiss in 2005 and Austrian Airlines in 2009. 

	z Latam Airlines is the result of the merger in 2012 between LAN Airlines of Chile and TAM 
Airlines of Brazil. 

Though the level of market concentration means that much of the consolidation has prob
ably already taken place in Europe, Parker (2013a) argued that there is a case for more 
mergers because there are still too many carriers. 

Sources: Adapted from Evans (2001b); Parker (2013a); various newspaper articles 

Questions 

1. What factors favored consolidation in the international airline industry? 

2. Why do many airlines historically have low and variable profit levels? 

12 .3  SHORT  CASE  I LLUSTRAT ION 
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z	Acquisition: a ‘marriage’ of unequal partners, with one organization buying and subsuming the other 
party. In such a transaction the shareholders of the target organization cease to be owners of the 
enlarged organization unless payment to the shareholders is made partly in shares in the acquiring 
company. The shares in the smaller company are bought by the larger. 

RX Exhibitions, discussed in the following Short Case Illustration, provides an example of an acqui-
sition together with other methods of development. 

Mixed methods: RX Exhibitions 

Reed Exhibitions rebranded to RX in 2021 to reflect the increasingly digital and data-driven 
nature of the offer to customers. It is a division of the UK owned publishing and communica
tions business Relx plc based in southwest London. The business grew rapidly prior to the pan
demic, but retrenchment was forced upon the division during 2020 and with a slight recovery 
in 2021. Strong revenue growth, driven by a significant increase in face-to-face activity across 
most geographies, resumed in 2022. Revenues of about £1.1bn in 2019 fell to £360mn and 
£530mn in 2020 and 2021, respectively, but more recently, strong growth has resumed. 

Although comparisons are difficult and industry boundaries are not easily determined in 
what is a highly fragmented industry, RX is a leading events management business and 
the market leader in exhibitions, with about 10% of world markets. Key products include 
London’s World Travel Market, which has also spread to subsidiary locations. Other interna
tional exhibition organizers include Informa, Clarion and some of the larger German Mes-
sen, including Messe Frankfurt, Messe Düsseldorf and Messe Munich. Competition also 
comes from industry trade associations and convention center and exhibition hall owners. 

Today, RX, like most large businesses, has a mix of strategic methods, as evidenced by the 
2021 Relx Annual Report, which states that: 

Organic growth will be achieved by continuing to generate greater customer value by 
combining the best of face-to-face events with data and digital tools. RX will continue 
to seek organic growth through launches that are tightly focused on industries and 
geographies that are recovering most strongly from the pandemic. 

RX continues actively to shape its portfolio through a combination of new launches, 
strategic partnerships and selective acquisitions in faster growing sectors and geogra
phies, and during the pandemic has withdrawn from markets and industries that have 
been particularly impacted and with lower long-term growth prospects. 

The company states that these methods provide a strong platform for the recovery and 
longer-term success of RX. 

Sources: Adapted from Relx Annual Report 2021, www.relx.com/ 

Questions 

1. Explain the methods that Reed Exhibitions has used to grow. 

2. Why might the methods used have changed at different periods in its development? 

12 .4  SHORT  CASE  I LLUSTRAT ION 

https://www.relx.com/
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z	Takeover: technically the same as an acquisition, but the term is often taken to mean that the approach 
of the larger acquiring company is unwelcome from the point of view of the smaller target company. 
The term hostile takeover describes an offer for the shares of a target public limited company that the 
target’s directors reject. If the shareholders then accept the offer (despite the recommendation of the 
directors), the hostile takeover goes ahead. 

For example: In early 2022, Denver-based Frontier attempted to acquire Florida-based 
Spirit Airlines, another US-based ultra-low-cost carrier, in a US$2.8bn cash-and-stock 
deal. The deal would have created the fifth-largest airline in the USA. The offer was rejected 
by the Spirit shareholders. Subsequently, JetBlue made a competing offer to acquire Spirit 
for US$3.6bn in cash that was accepted by a majority of Spirit shareholders. 

12.3.1 The effects of mergers and acquisitions 

Whichever route (merger, takeover or acquisition) is taken, the result is a larger and usually a more 
financially powerful company. There are cases, however, where the purchasing company pays too 
much to acquire another company or where the high financing costs cannot be serviced satisfacto-
rily. In these cases, the purchasing company is left financially weakened and may be subject to take-
over by another company. The word integration is the collective term used to describe these growth 
mechanisms. 

One of the consequences of M&A activity is that many of the well-known names of the past have 
disappeared, and some of today’s best-known companies are relatively young in their current form. 

For example: In the North American airline industry, well-known names with long 
histories such as Northwest, Continental, US Airways and America West have ceased to 
exist in the last 20 years or so as consolidation has taken place. By way of contrast, online 
global travel retailer Expedia traces its roots as a Microsoft subsidiary only to 1996, 
before it was sold by the company in 1999. Both companies retain their headquarters in 
Seattle. 

KEY  CONCEPT  

Combined market value 

All public limited companies have a market value. Market value equals the number of 
shares on the stock market (the share volume) multiplied by the share price. It is taken to 
be a good indicator of the value of a company because it accounts for the company’s asset 
value plus the ‘goodwill’ that the market attaches to the share. It follows that the combined 
market value of a merger or acquisition is the value of the two companies added together. 
It is an indication of what the company will be valued at after the integration goes ahead. 

A common misunderstanding surrounding the integration process is that two organizations always 
come together in their entirety. In practice, much integration is the result of one organization join-
ing with a divested part of another. That is, one company has made a strategic decision to withdraw 
from an industry or market and in an attempt to maximize the value of the resources it no longer 
wants (i.e., an unwanted part of the previous company structure), it sells them to another company. 

The reasons why companies demerge and sell subsidiaries in non-core elements are addressed later 
in this chapter. 
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	z Define and distinguish between internal and external business growth. 

	z Using examples from THE, define and distinguish between a merger and an acquisition. 

	z Summarize the reasons why a business might seek to pursue external rather than internal 
growth. 

TH INK POINTS  

12.3.2 Synergy – the main objective of M&A 

The overriding purpose served by integration is that of synergy (which was introduced in Chapter 
10). Integration can be said to be synergistic when the whole is greater than the sum of the parts, often 
expressed, as noted in Chapter 10, as ‘2 + 2 = 5’. If the integration is to achieve synergy, the 
‘new’ company must perform more efficiently than either of the two parties would have if they 
remained separate. Interestingly, in describing the strategic alliance between Rezidor and Carlson 
Hotel groups (described later in the chapter), the companies utilized similarly poor arithmetic in 
describing the benefits of their alliance as the ‘1 + 1 = 3’ effect. 

Acquisitions: Marriott acquires Starwood in the world’s largest hotel deal 

In November  2015, Marriott International Inc. announced its plan to acquire Starwood 
Worldwide Inc. (with brands such as Sheraton, le Meridien, Westin and Four Points). 

The acquisition was successfully completed in spring 2017, but the process from initial 
announcement to finalization was far from easy, because regulatory approvals by antitrust 
authorities from major countries that Marriott and Starwood were operating in, such as Can
ada, China, the European Union and Saudi Arabia, were needed (Dogru et al., 2018). The 
$13bn deal created the world’s largest hotel group, with over 8,200 properties with approxi
mately 1.5 million rooms in over 30 countries. The acquisition surpassed other large deals such 
as Accor’s $3bn acquisition of the Fairmont, Raffles and Swissôtel brands, completed in 2015. 

The acquisition was expected to create a synergy through increases in sales and profit mar
gins and decreases in costs brought about by the larger scale of operations. As Marriott’s 
CEO Arne Sorensen (who led the merger) stated in an interview: 

It’s really about loyalty and how we can take the SPG (Starwood) and Marriott Rewards 
program, each of which were very strong on their own and build something that is even 
stronger and gives our company a higher share of wallet. Behind loyalty would be the 
sales force. How do we get the sales force calling on more customers with the same 
resources so that we can drive sales? The other piece, of course, is around margins. 
I think that owners in both of the legacy Starwood and legacy Marriot [sic] portfolios 
will benefit from the increased scale and consolidation of resources. That is, having one 
email program, one reservations platform, and, ultimately, one loyalty program. These 
are all places that we can save on spending and implement lower-cost programs. 

(Hughes, 2017) 

12 .5  SHORT  CASE  I LLUSTRAT ION 
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Subsequently, a major IT security breach was identified in November 2018 that made head
lines around the world. Marriott announced that there had been unauthorized access to 
a database that contained guest information relating to reservations at Starwood proper
ties. The data breach provided an example of some of the potential difficulties that can be 
encountered during the assimilation phase of mergers and acquisitions. 

Source: www.marriott.com 

Questions 

1. What are the main advantages cited for the acquisition of Starwood by Marriott? 

2. What are the risks that may occur in an acquisition such as this? 

Synergy is measured in terms of increased added value. Kay (1995:145) made the point that ‘value is 
added, and only added [in an integration], if distinctive capabilities or strategic assets are exploited 
more effectively. A merger adds no value if all that is acquired is a distinctive capability which is 
already fully exploited, as the price paid will reflect the competitive advantage held.’ 

Accordingly, integrations that do not enable the ‘new’ organization to produce higher profits or con-
solidate a stronger market position are usually deemed to have been relatively unsuccessful. Why 
failures sometimes occur is discussed in a subsequent section. 

12.3.3 Motivations for M&A 

Though synergy is often cited as the overriding purpose for external growth achieved through inte-
gration, there are a number of more detailed potential reasons for pursuing such a strategic method. 
Table 12.2 presents a summary of these motivations. 

Table 12.2 A summary of the motivations for mergers and acquisitions 

M&A motivation Comments 

z	Increase market share Increase pricing power in an industry 

z	As means of entering a Possibly to offset the effects of decline in current markets or to 
new market broaden the portfolio of markets in which sales are generated 

z	Reduce competition Purchase a competitor or a potential competitor 

z	Gain control of valuable Purchase a company’s controlling assets such as brand names, 
assets pieces of intellectual property like patents, access rights (e.g., 

development land for new hotels) or takeoff and landing slots at 
crowded airports 

z	Gain preferential access Purchase ‘downstream’ assets to gain preferential access to dis
tribution channels or ‘upstream’ assets by purchasing a supplier 
to gain preferential access to inputs. 

z	Broaden product range Purchase another business to exploit more market opportunities 
and to spread risk 

z	Develop new products Acquire a business as a faster way of developing new products 
than carrying out research and development internally 

(continued) 

https://www.marriott.com
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Table 12.2 Continued 

M&A motivation Comments 

z	Gain access to new  New operational or information technologies may reduce costs, 
technologies increase quality or increase product differentiation 

z	Gain economies of scale Combine two companies to benefit from economies in areas 
such as purchasing, human resources and marketing 

z	Make productive use of Resources might be redeployed and used more effectively. For 
underused resources example, finance sitting in bank accounts might be invested or 

productivity improved by staff working more effectively. 

z	Asset strip The practice of breaking up an acquired company and recovering 
more than the price paid by selling the parts separately 

z	Enhance corporate  Appropriate if the existing company name has been associated 
reputation with an alleged misdemeanor 

The precise nature of the integration selected will depend on the specific objectives being pursued. 
If, for example, market share is the objective, then it is likely that a company will seek a suitable 
horizontal integration. On the other hand, a vertical integration would be more appropriate if supply 
or distribution concerns are uppermost among a company’s threats. 

External growth achieved through integration is usually expensive and therefore has significant 
financial resource implications, not to mention sizeable expenses for lawyers and investment bank-
ers, who are inevitably brought in to advise on the process. Accordingly, it is entered into for specific 
strategic purposes that cannot be served through the normal progression of organic development. 

There are also often significant challenges facing managers in integrating the merged businesses. 
These managerial challenges for moving the merged company forward successfully might include: 

z	Designing an effective organizational structure 
z	Deciding where operations and head offices should be located 
z	Successfully integrating policies, processes and procedures 
z	Creating or modifying organizational cultures so that the two parts work together harmoniously 
z	Ensuring that marketing and branding of the two parts are aligned 
z	Planning the cash flow so that merger costs can be successfully serviced 

12.3.4 Potential failure factors with M&A 

The fact that mergers and acquisitions are undoubtedly popular as methods of business growth may 
lead us to conclude that they are always successful. In practice, this is not always true. A number 
of studies in THE contexts (particularly focusing on hospitality) have analyzed the performance 
of companies after integrations, and the findings (summarized by Dogru et  al., 2018) are not 
conclusive. 

The studies found that many corporate ‘marriages’ failed to work and sometimes ended in ‘divorce’ 
or a combined company that failed to add value for the company’s owners (its shareholders). Of 
those that did survive, Tuch and O’Sullivan (2007), in a review of empirical research on the impact 
of acquisitions on firm performance, found that in the short run, acquisitions have at best an 
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insignificant impact on shareholder wealth, whereas in the long run performance analysis reveals 
overwhelmingly negative returns. These findings have been broadly supported by other studies (see, 
for example, Hsu and Jang, 2007). 

On the contrary, other studies have found that hospitality mergers create positive returns, especially 
for the acquiring company (see, for example, Canina et al., 2010; J. Yang et al., 2010; Chatfield 
et al., 2012; Dogru, 2017). 

A number of ‘failure factors’ that suggest reasons why integrations might not work are summarized 
in Table 12.3. 

History has shown that mergers and acquisitions work best when the initiating company follows a 
number of intuitively fairly obvious rules. They are designed to offset the failure factors that have 
been identified. Accordingly, the importance of detailed information gathering before the integra-
tion and careful analysis of the information cannot be overemphasized. 

Thus, the identification of possible efficiency gains is a core issue in the analysis of mergers, and 
much of the evidence points to a poor record. However, there are situations in which existing sup-
pliers are clearly not operating effectively, where there are too many smaller suppliers that lack the 
economies of scale and scope. Mergers in such situations can clearly produce productivity gains. 

For example: In the early 2000s, the Chinese government pursued a strategy of merging 
small firms in key industries to create large enterprise groups. Two studies of Chinese 
airlines provide evidence of efficiency gains through mergers in this particular context. 
Chow and Tsui (2017) and Yan et al. (2019) studied the effect of horizontal mergers on the 
efficiency of the Chinese airline sector, which is dominated by state-owned or state-controlled 
airlines. Overall, the analysis suggested that the mergers increased the productivity of 
Chinese airlines. Chow and Tsui (2017) emphasized the impact of organizational learning 
from the airlines’ prior operating experience in improving operating costs. 

12.3.5 Government policy and integrations 

Government policies on mergers and acquisitions may contribute to some integration failures or 
successes. Many countries worldwide have adopted policies and legal underpinning providing for 

Table 12.3 A summary of potential failure factors for mergers and acquisitions 

Potential failure factors for mergers and acquisitions 

z	Lack of research into the circumstances of the target company. Failure in this aspect 
(often termed ‘due diligence’ by accountants) can result in some nasty surprises after the 
integration. 

z	Cultural incompatibility between the two parties 

z	Lack of communication within and between the two parties 

z	Difficulties in integrating the structures of the two organizations 

z	Loss of key personnel in the target company after the integration 

z	Paying too much for the acquired company and hence overexposing the acquiring company 
to financial risk 

z	Assuming that growth in a target company’s market will continue indefinitely. Markets can fall 
as well as rise, and future trends may not follow past patterns. 
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merger control. National or sometimes supranational competition agencies such as the EU or the 
US Federal Trade Commission are often empowered to consider the competitive implications of 
allowing larger mergers to proceed. 

Such measures are adopted to prevent anticompetitive consequences of overconcentration of power 
as a result of mergers and acquisitions. The relevant authorities are usually concerned with whether 
the concentration will impede successful competition. 

The EU provides an example of the way in which individual governments (or governments acting 
collectively in this case) attempt to regulate and control mergers and acquisitions. European compe-
tition regulations are provided for in the Treaty of Rome, 1957 (the primary legislation of the EU). 
Article 86 refers specifically to mergers and acquisitions. 

Article 86 is designed to prohibit the abuse of a dominant market position (i.e., a high market 
share). It does not prohibit monopoly as such but seeks to ensure that large businesses do not use 
their power against consumer and competitor interests. This indirectly acts against large companies 
seeking to acquire a high market share by integration. 

The administrative part of the EU, the European Commission, has the responsibility for implement-
ing Article 86. If the annual turnover of the combined businesses exceeds specified thresholds in 
terms of global and European sales, notification of the proposed merger must be provided to the 
European Commission, which must examine it. Below these thresholds, the national competition 
authorities in the EU Member States may also review the merger. Mergers are approved if they are 
found not to impede successful competition. If it is found that the merger will impede competition, 
it is either rejected or approved with conditions. 

	z Explain the reasons why mergers and acquisitions sometimes go wrong. 

	z Explain the measures an organization should take to increase the probability of success 
of a merger or acquisition. 

	z Providing examples, explain why public authorities try to regulate mergers and acquisi
tions. 

TH INK POINTS  

The Short Case Illustration relating to consolidation of European-based tour operators below illus-
trates examples of mergers that were approved by the EU, albeit in one of the cases cited subject to 
conditions being met. 

Merger control: European tour operators 

The European-based outbound tour operator sector underwent a period of consolidation 
during the first decade of this century. The highly fragmented sector experienced a large 
number of both horizontal and vertical mergers and acquisitions, and two major pan-Euro
pean groups emerged. Both groups emerged in the middle of 2007 and both mergers were 
approved (albeit with conditions in the case of TUI). 

12 .6  SHORT  CASE  I LLUSTRAT ION 
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12.4 The relational approach to strategic management
As Rumelt (1991) testified in a much-cited article, strategy is fundamentally concerned with explain-
ing differential firm performance.

In searching for sources of differential performance or competitive advantage, two prominent views 
(which were considered in Chapter 10) have emerged:

z	The competitive positioning approach
z	The core competence or resource-based approach

These two perspectives focus on those resources that are housed within the firm and have certainly 
contributed to how firms achieve competitive advantage. In an influential article, Dyer and Singh 
(1998) introduced a third view.

the relational aPProach

The relational approach (which Dyer et al. [2018] revisited in a more recent article) recognizes that 
a firm’s critical resources may extend beyond firm boundaries. The main aspects of this approach 

Thomas Cook Group plc was a British global travel company listed on the London Stock 
Exchange. It was formed on 19 June 2007 by the merger of the German Thomas Cook AG 
(itself the successor to the long established British group Thomas Cook & Son) and MyTravel 
Group plc.

TUI Travel plc was an international leisure travel group listed on the London Stock Exchange. 
It was formed in September 2007 by the merger of British-based tour operator First Choice 
Holidays plc and the tourism division of German-based TUI AG, which owned 56.4% of the 
company. Subsequently, the German group TUI AG merged with TUI Travel plc to form the 
TUI Group with its headquarters in Hannover, Germany. The TUI Group promotes itself with 
the assertion that it is ‘the world’s number one tourism business’.

When approving both mergers in 2007, the European Commission did so on the condition 
that TUI sold its Irish subsidiary Budget Travel.

The EU is normally wary of approving deals that reduce the number of big market opera-
tors to just two (Buck and Blitz, 2007). However, in its findings on the Thomas Cook merger 
with MyTravel plc, the Commission acknowledged that the travel market had changed sub-
stantially since it reviewed and blocked the planned merger of MyTravel (then known as 
Airtours) and First Choice in 1999. The Thomas Cook Group subsequently failed in Sep-
tember 2019, though the brand name has been retained as an online-only business (www.
thomascook.com).

Sources: Adapted from www.tuigroup.com; Buck and Blitz (2007)

Questions

1. Why might regulators have been concerned about the competitive impact of the mergers?

2. What competitive changes in the marketplace may have led to the mergers being 
approved?

https://www.tuigroup.com
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were summarized well by De Wit and Meyer (2014), and the approaches were contrasted and applied 
in a hospitality context by Kim and Oh (2004) and in a tourism context by Pechlaner et al. (2014). 

The central thesis expounded by Dyer and Singh (1998) is that a pair or network of firms can develop 
relationships that result in sustained competitive advantage. It can be argued that the approach is 
particularly pertinent in THE contexts because many interorganizational relationships exist in these 
sectors. 

In studying strategy, though competition between single firms is still the main focus of attention, 
various ways of joint development provide opportunities to create and sustain competitive advan-
tage. Because firms may exist as parts of larger networks of relationships with buyers, suppliers 
and competitors, competitive advantage can be achieved either through an exchange relationship or 
through the joint contribution of the specific partners (Dyer and Singh, 1998). 

Organizations do not operate in isolation, as is perhaps implied by the two approaches considered 
previously, but instead interact with other organizations to achieve common goals. When two or 
more organizations move beyond a mere transactional relationship and work jointly toward a com-
mon goal, they form an alliance, partnership or network (De Wit and Meyer, 2014), the details of 
which we will consider in subsequent sections. 

The ways in which organizations work together vary enormously in terms of their complexity, long-
term sustainability and level of commitment. However, at the heart of the involvement is the under-
standing that working together in a cooperative manner can lead to objectives being achieved that 
could not be achieved by a single organization working alone. Specifically, working cooperatively 
may lead to objectives being attained in relation to resources, activities and products, as indicated 
by De Wit and Meyer (2014; see Figure 12.2). 

The three approaches were put into context and contrasted in a THE setting by Kim and Oh (2004). 
As Kim and Oh pointed out, the three approaches are not mutually exclusive but instead empha-
size different important aspects of strategy in achieving competitive advantage and adopting an 
integrated approach. They argued that to achieve long-term profitability and growth, firms should: 

z	Adapt themselves to the rapidly changing environment (Porter’s competitive positioning) 
z	Continually develop new resources such as market-based resources (resource-based approach) 
z	Build strong relationships with customers, suppliers and other companies selling in the same 

markets (the relational approach) 

Thus, an integrated approach to strategy is called for that draws on the three strands of thought. 
The challenge then for managers is not to choose one approach over another (because they are not 
like opposing armies in a battle) but rather to seek the advantages of the different perspectives and 
blend them together in an effective synthesis. 

We will now turn our attention to the main ways in which organizations can work with other orga-
nizations; that is, externally, in joint development, to create greater value. 

12.5 Joint development 
Joint development is two or more organizations working together to share resources and activities 
to pursue common strategic objectives. This method of development has been increasingly popu-
lar in recent years and is very common among THE organizations seeking help and support from 
other organizations. Companies within the airline, hospitality and travel organizer sectors of the 
industry in particular, as well as ancillary services such as car rentals, are increasingly favoring joint 
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Figure 12.2 Interorganizational cooperative objectives 

Source: Adapted from De Wit and Meyer (2014) 

development achieved through so-called collaborative strategy as their chosen means of growth. 
Public sector bodies involved in events, tourism and hospitality and wider aspects of public policy 
are also favoring joint development by working with the private sector in so-called PPPs. It is clear 
that collaborative arrangements of various types have become an increasingly important strategic 
method of development in THE (see, for example, Gursoy et al., 2015), although statistical data are 
often lacking. 

Indeed, Dev et al. (1996) asserted that throughout the 1980s and 1990s joint development in THE 
increased until the position was reached in the early 1990s at which most of the world’s major air-
line, hotel and car rental firms were linked by a web of cross-shareholdings, joint ventures and joint 
sales and service arrangements. New arrangements have continued to develop in the new millen-
nium, and existing arrangements have matured and gained increasing customer recognition. 

Joint development is sometimes viewed as a ‘hybrid’ method of strategic development because it 
does not imply full integration (like mergers and acquisitions) or the ‘go-it-alone’ approach implied 
by organic development. Instead, it represents a middle way involving cooperation with partners. 
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Though this method of development has its own specific advantages and disadvantages, it is also a 
method that is favored in some cases because of the drawbacks of alternative methods: 

z	Organic development – Increasingly complex environments have meant that organizations often can-
not develop adequately through using their own resources and competences alone. In such circum-
stances, organic development is often slow and companies are not able to achieve the required scale 
of operations (or cannot achieve the scale quickly enough) to compete effectively with international 
competitors. 

z	Mergers and acquisitions – This method might also be viewed as having serious drawbacks or may 
be prevented in some cases by regulatory restrictions, lack of appropriate targets or insufficient 
financing. This method is expensive, entails some loss of control and has often led to a loss of 
value for the combined company rather than value creation (Tuch and O’Sullivan, 2007). 

Joint development involves companies working cooperatively as opposed to competing with each 
other, and collaborative strategy (or cooperative strategy as it is often termed) has become an important 
focus of strategic management (both in practice and conceptually) in recent years. Thus, collabora-
tive strategies involve organizations working with rivals or other related companies to the mutual 
benefit of both (or all) organizations (Lynch, 2021). 

In rapidly globalizing world markets, collaborative strategy is often viewed as the engine driving com-
panies that are deficient in certain competences, resources or assets, to link together with other com-
panies in a similar predicament to jointly derive the competitive advantages they lack on their own. 

Recent years have seen the rapid rise of collaborative strategy as a favored strategic option. This 
point was highlighted by Faulkner (1995), who argued that collaborative (cooperative) strategy had 
become the counterpart of competitive strategy as a key strategic management tool. 

Collaborative strategy 

In comparing commercial organizations with the foreign policies of national governments, 
the famous Japanese management guru Kenichi Ohmae (1989) observed that companies 
are learning what nations have always known; that is, that ‘in a complex, uncertain world 
filled with dangerous opponents, it is best not to go it alone’. 

DEF IN IT ION/QUOTAT ION 

12.5.1 Categorizing forms of joint development 

There are various ways in which joint development takes place, involving differing levels of coopera-
tion between the parties involved. 

Faulkner (1995) categorized collaborative relationships in relation to their degree of integration, 
ranging from markets to hierarchies. 

z	In a hierarchy, a central authority governs internal relationships and has the formal power to coordi-
nate strategy and solve interdepartmental disputes (De Wit and Meyer, 2014). 

z	In a market, relationships between firms are nonhierarchical, because they interact with one 
another without any explicit or dispute settlement mechanism (De Wit and Meyer, 2014). 
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Between the two extremes, a range of interorganizational forms exist with ascending levels of integra-
tion. Strategic alliances and joint ventures represent the most integrated form of interorganizational 
collaboration. Any further integration represents a single corporate form subject to fully integrated 
decision making. At the other end of the spectrum of interorganizational collaboration are coopera-
tive networks. Figure 12.3 illustrates Faulkner’s (1995) categorization of interorganizational forms. 

Many interorganizational forms can be developed between the extremes of hierarchies and markets. 
Todeva and Knoke (2005), for example, identified 13 basic forms of interorganizational relations 
appearing in the theoretical and research literatures. 

12.5.2 Joint development in THE 

Here we will focus on those aspects of joint development of most relevance to THE, namely: 

z	Strategic alliances and joint ventures 
z	PPPs 
z	Franchising 
z	Management contracts 
z	Cooperative networks 

There are many examples of the interorganizational forms listed in the sectors that constitute THE. 
However, the examples are not evenly spread throughout the THE sectors. 

Figure 12.3 A categorization of interorganizational forms of joint development 

Source: Adapted from Faulkner (1995) 
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As Table 12.4 indicates, the focus of interorganizational forms differs in the six constituent sectors 
of THE we identified in Chapter 2 (Figure 2.2). Thus, for example, strategic alliances are particu-
larly prevalent with regard to transport, hospitality and travel organizers, whereas PPPs are a par-
ticular feature of attractions, destination organizations and events. 

12.6 Strategic alliances 
A large academic literature has emerged discussing strategic alliances since Harvard academic Rosa-
beth Moss Kanter’s influential contributions were published in the 1990s (Kanter, 1990, 1994). The 
various aspects of strategic alliances such as their categorization, reasons for formation, partner 
selection and success and failure factors were summarized by Ireland et al. (2002), Kale et al. 
(2002), Tjemkes et al. (2017) and Mamédio et al. (2019) and, in THE contexts, by Evans (2001a, 
2001b). Even though their failure rate is high, the number of alliances being formed is growing 
because they have the potential to create value (Ireland et al., 2002). 

Though many analysts regard strategic alliances as recent phenomena, interorganizational linkages 
have existed since the origins of the firm as a production unit (Todeva and Knoke, 2005). The lit-
erature is far from clear as to just what constitutes a ‘strategic alliance’, and many definitions have 
emerged (see Glaister and Buckley, 1996; French, 1997). 

Most writers would agree that the term strategic alliances applies largely (though not exclusively) to 
‘horizontal’ interorganizational relationships between companies engaged in similar types of activ-
ity at the same level. Thus, in categorizing strategic alliances, most writers would exclude buyer– 
seller relationships, subcontracting, franchising, management contracts and licensing, where 
to some degree the parties involved may have opposing goals and the relationships are ‘vertical’ 
between organizations along the channel of distribution. 

In a widely cited understanding of strategic alliances, Yoshino and Rangan (1995) provided three 
criteria for a strategic alliance: 

z	At least two partner firms that remain legally independent after the alliance is formed 
z	Sharing of benefits and managerial control over the performance of assigned tasks 
z	Making continuing contributions in one or more strategic areas, such as technology or products 

Table 12.4 Focus of interorganizational activity in THE 

Transport Hospitality Attractions Destination 
organizations 

Travel 
organizers 

Events 

Strategic ✓ ✓ ✓ 
alliances 

PPPs ✓ ✓ ✓ ✓ 

Franchising ✓ ✓ 

Management ✓ ✓ ✓ 
contracts 

Cooperative ✓ ✓ ✓ ✓ ✓ 
networks 

Source: Author’s categorization 
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These three criteria imply that strategic alliances create interdependence between autonomous eco-
nomic units, bringing new benefits to the partners in the form of intangible assets and obligating 
them to make continuing contributions to their partnership (Todeva and Knoke, 2005). 

Different alliance forms represent different approaches that partner firms adopt to control their depen-
dence on the alliance and on other partners. Bennett (1997), writing in an airline context, for example, 
distinguished between ‘tactical’ alliances, which are loose forms of collaboration that exist to gain 
marketing benefits, and ‘strategic’ alliances, which are characterized as being longer and wider in their 
scope and level of commitment. Thus, the many codesharing agreements that proliferate among the 
world’s airlines can be viewed as tactical rather than strategic, because they are limited in their scope. 

The distinction between joint ventures and strategic alliances is one of emphasis rather than fundamen-
tal distinguishing characteristics. A joint venture normally implies joint ownership of assets by the 
parties involved, the formation of separate independent operating companies for the management 
of the shared activities and collaboration on a relatively narrow range of activities. In practice, the 
distinction between the two terms is often blurred. Global distribution systems are an example of a 
joint venture, as discussed in the Technology Focus below. 

Joint ventures: Alibaba and Marriott e-commerce collaboration for Chinese 
domestic and outbound tourism growth 

A joint venture (JV) is a commercial agreement that takes place between two or more com
panies (which sometimes but not always involves a joint company being established) for 
mutual benefit. For a JV to work there must be a shared understanding of the objectives 
for the JV and there must be a benefit envisaged for both companies in agreeing to this 
form of collaboration. 

In 2018, Alibaba group, China’s e-commerce platform reached a JV agreement with the 
American-based Marriott International hotel group. The joint working combines the e-com
merce giant’s in-depth knowledge of China’s consumers with the worldwide hospitality 
presence of the Marriott group’s hotel brands to upgrade the travel experience for hun
dreds of millions of Chinese tourists. 

The JV is designed to deliver personalized trip planning services, high-quality travel experi
ences for Chinese outbound and domestic tourists and exclusive benefits for each com
pany’s membership clubs. Marriott will also accept Alipay, the online payments platform 
owned by Alibaba, and the JV will manage Marriott’s ‘storefront’ on Fliggy, Alibaba’s travel 
service platform, as well as the hotel chain’s Chinese-language digital channels including 
Marriott.com and its mobile app. In addition, the JV will provide content, programs and 
promotions customized for Chinese travelers, enhancing offerings on those sites. 

Through the partnership, Marriott is able to leverage insights gleaned from Alibaba’s 500 mil
lion monthly mobile active users to better market to and engage with China’s growing 
consumer base. As incomes in China rise, many people are looking for both higher-quality 
and, often, foreign goods, as well as more sophisticated travel experiences, which provides 
opportunities for well established players in the industry. According to Fliggy, half of China’s 
outbound travelers are young, between the ages of 23 and 34, and the general trend among 
all Chinese tourists is to seek out new experiences, rather than going abroad purely to shop. 

12 .7  TECHNOLOGY FOCUS  
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12.6.1 Strategic alliances in THE 

The formation of strategic alliances has been evident in many industries, including pharmaceuticals, 
vehicle manufacture and chemicals. This process has been replicated in THE, where they have come 
to form a central feature of the developing industrial structure, particularly in relation to hospitality 
companies and transport companies. 

Many writers, including Bennett (1997), Evans (2001a, 2001b), Chathoth and Olsen (2003), Oum 
et al. (2000, 2004), Min and Joo (2016) and Cobeña et al. (2019), have pointed to the high level 
of activity in the field of THE alliance formation, particularly in relation to airline and hospitality 
companies. However, the alliances differ in: 

z	Their motives 
z	Their scope 
z	Their structures 
z	Their objectives 
z	The ways in which they are managed 

The motivations for forming strategic alliances in THE are numerous and complex. It is clear, 
however, that in recent economic history, THE has been characterized by the emergence of many 

At the heart of the deal is the JV’s push to fully integrate the travel experience for Chinese 
tourists as e-commerce and offline shopping continue to merge. To that end, consumers are 
now able to plan, book, pay for and manage a trip, as well as shop, eat and sightsee at their 
destinations, all by using the digital platforms of Alibaba and Marriott. 

The two companies also look to expand the range of those experiences for Marriott and 
Alibaba loyalty club members. Marriott offers access to private concerts, family-focused 
experiences and courtside seats at sporting and other events through its rewards programs, 
and Alibaba members get access to personalized hospitality programs and Marriott’s global 
concierge service. Eventually, a deeper harmonization of loyalty programs is planned. The 
initiative would include benefits such as status tier matching and the ability to exchange and 
redeem points between the two programs for travel planning and retail purchasing. 

About a year and a half after the JV was established, travel website Skift reported that the 
collaboration was enabling the hotel giant to make inroads with a relatively new customer 
base – leisure travelers – a majority of whom are female and younger than 40. 

Furthermore, it was reported that its ‘storefront’ on Fliggy (Alibaba’s travel division where 
it sells its global hotel inventory) is a direct booking channel with costs that are lower than 
those available through online travel agency distribution (Schaal, 2019). 

Sources: www.marriott.com; www.skift.com; www.alibaba.com 

Questions 

1. Outline the principal reasons for Marriott and Alibaba forming a joint venture. 

2. Consider the factors that might lead to the joint venture being discontinued in the future. 

https://www.marriott.com
https://www.skift.com
https://www.alibaba.com
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alliances, some of which have subsequently failed, and new realignments of companies have been 
forged. Long-standing ‘natural’ alliances between travel companies and accommodation providers 
that saw the ownership of hotels by railway, shipping and airline company interests as a means of 
extending their reach into new markets have been replaced by other arrangements as intercompany 
and intermodal competition has increased (Garnham, 1996). 

Many examples of alliances exist in the airline and hotel sectors, although many fall short of being 
‘strategic’ in the true sense but rather are more ‘tactical’ in their orientation, focusing primarily on 
marketing and information technology collaboration rather than wider collaboration. 

In distinguishing between three levels of alliance on the basis of short-term, medium-term or long-
term (strategic) relationships, Dev and Klein (1993) argued that in such a hierarchy of relationships, 
partners often progress from the simple short-term relationships through to complex strategic rela-
tionships but that only at the strategic level do alliances offer companies the ability to respond to 
the pressures of global competition and illiquidity. They argued that potential benefits from such 
strategic ways of working together accrue from: 

z	Enhanced market coverage both geographically and by segment 
z	Greater economies of scale in advertising, sales, distribution and purchasing 
z	Complementary strengths in operations and marketing 

	z Explain what is meant by a ‘strategic alliance’ and how it differs from a merger. 

	z Using relevant examples, explain why THE organizations seek to form strategic alliances. 

	z Explain the difference between a strategic alliance and a joint venture. 

TH INK POINTS  

The Short Case Illustration below illustrates how airlines are attempting to gain the advantages of 
operating through strategic alliances. 

Strategic alliances: international airlines 

The airline industry has long been characterized by agreements between pairs of airlines 
on particular routes. These ‘bilateral’ agreements are particular to the routes in question, 
change quite regularly and are limited to particular aspects of the airlines’ operations. 

Strategic alliances go much further than these bilateral codesharing agreements in that the 
agreements are ‘strategic’ in nature, involving as they do agreements that: 

	z Involve several airlines 

	z Are wide-ranging in their scope including various aspects of activities 

	z Are long-lasting in their impact on the airlines involved 

12 .8  SHORT  CASE  I LLUSTRAT ION 
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Many of the world’s international airlines now belong to one of the three major strategic 
alliance groupings: Star Alliance, oneworld and SkyTeam. These three alliances operate on 
a worldwide basis, but other important alliances operating on a more regional basis include 
the Vanilla Alliance operating in Africa and the Indian Ocean and the Value Alliance operat
ing in Southeast Asia, Japan and South Korea. 

In each case, the constituent airlines are trying to derive the advantages of working collab
oratively as part of the strategic alliance. These advantages might include cost reductions 
or enhanced revenue from sharing: 

	z Sharing sales offices 

	z Sharing maintenance and operational facilities 

	z Sharing airport lounges 

	z Coordinating schedules, thereby increasing load factors and avoiding flight duplication 

	z Joint aircraft purchasing 

	z Sharing marketing expenses 

The benefits for the traveler might include: 

	z The ability to gain access to a wider network 

	z Easier transfers between airlines 

	z Shared loyalty program incentives 

Sources: www.staralliance.com; www.skyteam.com; www.oneworld.com; www.iata.org 

Questions 

1. What are the differences between strategic alliances and codeshare arrangements? 

2. What factors have led to airlines forming strategic alliances? 

12.6.2 A conceptualization of the collaborative process for international airlines 

Figure 12.4 provides a conceptual model of the strategic management processes involved in the 
formation of strategic alliances using the airline sector as an example (though it could be adapted 
for other THE sectors). 

It has been argued (Evans 2001b), and consistent with the structure of this text, that a four-stage 
process takes place: 

z	A strategic analysis of the internal organizational and external environmental ‘drivers’ that act as the 
underlying motivating reasons for alliance formation is carried out. 

z	Alternative strategic options are postulated and evaluated and the option of strategic alliance 
formation (either with or without equity) participation is chosen. 

z	Implementation issues are considered, including the choice of appropriate partners and issues 
relating to the structure and scope of the alliance. 

https://www.staralliance.com
https://www.skyteam.com
https://www.oneworld.com
https://www.iata.org
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Figure 12.4 Conceptualization of the collaborative strategy process for international airlines

Source: Adapted from Evans (2001a)

z	The strategic alliance is evaluated against selected criteria purporting to measure the success 
of the alliance. The evaluation of the alliance is fed back into the analytical phase so that any 
changes based on experience can be incorporated.

12.6.3 Motivations for strategic alliance formation

A number of studies have sought to identify the underlying motivations for the formation of strate-
gic alliances (see Glaister and Buckley, 1996; Bennett, 1997; Das and Teng, 2000), and it is generally 
accepted that some types of external drivers need to be present.

Child and Faulkner (1998) suggested that there are six key external driving forces and four key 
internal needs acting as motivational forces in the formation of alliances:

External driving forces for alliance formation include:

z	Turbulence in world markets and high economic uncertainty
z	The existence of economies of scale and/or scope as competitive cost-reducing agents
z	The globalization or regionalization of a growing number of industries
z	The globalization of technology
z	Fast technological change leading to ever-increasing investment requirements
z	Shortening product life cycles
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Internal needs for alliance formation are to: 

z	Achieve economies of scale and learning with one’s partner  
z	Get access to the benefits of the other firm’s assets, such as technology, market access, capital,  

operational capacity, products or personnel 
z	Reduce risk by sharing it, notably in terms of capital requirements but also in respect of research 

and development expenditure 
z	Help ‘shape’ the market; that is, increased scale provides more power to set prices and influence 

how the market operates. 

The nature of the internal needs and external drivers will, of course, vary between industries and 
industry sectors, and the emphasis may alter in different markets and may shift over time. 

12.6.4 Potential difficulties with strategic alliances 

Despite their surge in popularity, international strategic alliances are often viewed as inherently 
unstable organizational forms. It has been noted by Porter and Fuller (1986), for instance, that alli-
ances involve significant costs in terms of coordination, reconciling goals with an independent entity 
and creating competitors. These associated costs frequently serve to make alliances transitional 
rather than stable organizational forms and therefore rarely can they be viewed as a sustainable 
means of creating competitive advantage. 

The failure rate associated with alliance arrangements is high, often resulting in significant costs 
to one or both parties concerned. This high failure rate has been reported in a number of studies. 
For instance, in their study of cross-border alliances, Bleeke and Ernst (1991) found that some two-
thirds had run into serious managerial or financial trouble within the first two years, resulting in a 
high rate of failure. 

In a THE context, strategic alliances, it can be argued, are often a second-best option, often necessary 
only as a result of regulatory and legal restrictions, which frequently make mergers and acquisitions 
problematic. 

In the airline sector, where strategic alliances are commonplace, the strategic importance that many 
governments attribute to airlines means that there are legal restrictions on foreign ownership. 

For example: The USA places a limit of 25% on foreign ownership of its airlines; for 
Japanese airlines, the limit is 33%; and the EU limits non-EU ownership of the airlines of 
its Member States to 49.9% (www.centreforaviation.com). 

Thus, in both cases (which are replicated in many other countries), a controlling stake in airlines 
is denied to foreign investors. Thus, in the airline sector, where full ownership of companies by 
foreign-based nationals is often prohibited and that is often characterized by a high degree of con-
sumer loyalty to ‘national champions’, alliance formation has in many cases been viewed as the only 
viable market entry mechanism, at least in the short to medium term. 

Such organizational structures can hardly be viewed as models of business efficiency and long-term 
sustainability and therefore must be questionable. Thus, alliances, it can be argued, are rarely stable 
sustainable entities, because they commonly represent the only viable market entry mechanism 
when regulatory and other barriers to entry effectively block other market entry modes (such as full 
acquisition). Additionally, many of the alliances that are formed appear in a constant state of flux, 
altering their shapes, sizes and partners in response to changes in the competitive environment, 
with partners being added or dropped and partners falling out among themselves. 

https://www.centreforaviation.com
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One further point to note is that alliances can fail not because of the partners’ failure to agree on 
substantive points but, on the contrary, because the alliance leads to the delivery of a high degree 
of collaboration and agreement between the partners. In cases where the results of successful col-
laboration are apparent, partners may be forced to merge their activities, providing that regulatory 
and legal restrictions do not stand in the way. The case of Hilton Hotels (see Short Case Illustration 
below) illustrates this facet of strategic alliances. 

Strategic alliances: Hilton strategic alliance develops into a full merger 

Hilton is one of the most recognized brands in international hospitality, but the brand has 
not always been unified. Two arms of Hilton, Hilton Hotels Corporation in the USA and 
Hilton Hotels International based in the UK, were separated under different ownership in 
1964 some 45 years after Conrad Hilton opened the first hotel to bear his surname in Chi
cago. Thus, there were two separate, fully independent companies operating hotels under 
the Hilton name, the American branch operating largely in North America and the British 
branch mainly operating Hilton hotels elsewhere in the world. From the time of the split, the 
relationship between the two chains bearing the Hilton name was frequently acrimonious. 

The situation, which was confusing to consumers and failed to fully capitalize on a strong 
brand, was clearly not an optimal way of operating. In 1996, both chains appointed chair
men committed to capitalizing fully on the strength of the Hilton brand, which resulted in a 
1997 agreement to form a wide-ranging strategic alliance between the two chains, covering 
a joint reservations system (boosted by $100mn spending on new technology), the exten
sion of HHC’s loyalty rewards to Hilton International, the adoption of joint brand identities 
including a new logo and joint marketing campaigns. 

Though the strategic alliance improved the operational efficiency of the brand and worked 
well, the logical extension of the cooperation was full integration. This was achieved in 2005 
when Hilton Hotels Corporation acquired the British chain Hilton International for £3.3bn. 
Subsequently, the company was sold to private equity group Blackstone in 2007 for $26 bn, 
just as the economy was moving into recession. The company returned to the stock market 
in 2013 as Hilton Worldwide Holdings Inc. and is now (like its rival Marriott) headquartered 
in suburban Washington, D.C., having moved its headquarters from California in 2009. 

Source: www.hiltonworldwide.com/ 

Questions 

1. What are the factors that led to the two parts of Hilton merging? 

2. What difficulties might have been encountered after the two parts merged? 

12 .9  SHORT  CASE  I LLUSTRAT ION 

Collaboration, though often financially beneficial, nevertheless may imply that the partners are 
operating suboptimally, because the need for communication and management duplication imposes 
higher cost levels. The airline alliances have elaborate committee structures so that their member 
airlines’ views are represented. Such structures are often viewed as overly bureaucratic, expensive 
and leading to slow decision making. 

https://www.hiltonworldwide.com/
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Though there is some inherent instability in the airline alliances mentioned, it should be noted 
that the alliances themselves have been operating for over 20 years (Star Alliance, oneworld 
and Skyteam were formed in 1997, 1999 and 2000, respectively), albeit aided by the regulatory 
restrictions described. It should also be noted that though the three major alliance groupings 
mentioned (together with several other smaller groupings) are important in the airline sector, 
there are also many other airlines that have yet to join any of the alliances or that have chosen 
not to do so. 

In particular, the low-cost carriers that have proliferated around the world have developed indepen-
dent models that do not involve alliance membership. Some other well-known airlines (particularly 
the fast-growing Middle East airlines) have deliberately chosen not to join strategic alliances, choos-
ing to remain independent as a deliberate part of their strategic development. 

For example: UK-based Virgin and the fast-growing United Arab Emirates airlines of 
Emirates and Etihad based in Dubai and Abu Dhabi, respectively, have chosen not to 
join the alliance groupings. In November 2013, the Financial Times quoted Emirates 
President Tim Clark as saying that ‘it was within our DNA to chart our own destiny’. 
Instead, among other actions, the airline has negotiated a wide-ranging codesharing 
agreement with Australia’s Qantas. Etihad Airlines, in rejecting alliance membership, 
has pursued a different strategy in that it has purchased minority stakes in a number of 
airlines, including now-defunct Air Berlin, Germany’s second-largest carrier at the time 
of the purchase (Parker, 2013b), and a 49% stake in the troubled Italian airline Alitalia 
in 2014. 

12.6.5 Partner selection in strategic alliances 

Despite the evident instability demonstrated by many alliances, there may be ways in which com-
panies can form and manage alliances to ensure a longer life expectancy and a higher degree of 
stability. Although there are no doubt many complex reasons for alliance failures, many writers, 
such as Kanter (1994) and Medcof (1997), agree that poor initial selection of alliance partners is a 
key variable. 

Medcof (1997), for instance, postulated that the first imperative in partner selection is to ensure 
that the proposed partner represents a good strategic fit; that is, the weaknesses of one partner are 
complemented by the strengths of the other partner and vice versa. 

Four criteria were proposed (Brouthers et al. 1995) for when partners are deemed to be a good stra-
tegic fit and to determine whether a proposed partnership is likely to be workable at an operational 
level. These criteria, referred to conveniently as the ‘4 Cs’, are complementary skills, cooperative cultures, 
compatible goals and commensurate levels of risk. 

z	Complementary skills – questions whether the prospective partners have the ability to successfully carry 
out their respective roles in the alliance. 

Managers should form alliances only with firms that fulfill a specific need and that can contribute to 
the overall strength of the alliance. Without the addition of new skills, expertise or market access, 
there is little incentive for the respective companies to work together. 

z	Cooperative cultures – concerns the ability of the partners to work together effectively. 

The criterion therefore relates to the respective corporate cultures of the partner organizations and 
to the working relationships between staff and management at the partners. Managers must look 
for opportunities to learn from partners and be sensitive to different cultural norms in different 
settings. 
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For example: In the case of the strategic alliance that was agreed between Carlson and 
Redizor (see Short Case Illustration below), both companies shared strong Scandinavian 
roots and had successfully worked closely together before a formal strategic alliance was 
agreed in 2012. 

z	Compatible goals – concerns the willingness of partners to commit resources, effort and know-how to 
an alliance. 

In a worst-case scenario, a partner might expend only the minimum effort required to keep the alli-
ance alive, while opportunistically leaving others to bear the brunt of the responsibilities and at the 
same time receiving know-how and market intelligence from alliance partners. Strategic objectives 
should be fulfilled through the alliance that could not have been fulfilled without the alliance being in 
place. In some cases, one partner may be dominant, thereby suppressing the aspirations of others. In 
other cases, a dominant partner may ensure the effectiveness of the alliance owing to that partner’s 
superior expertise or market position. The key question with regard to partners is whether the sys-
tem of control that the alliance puts in place allows all partners to achieve their strategic objectives. 

z	Commensurate levels of risk – concerns the appropriate balance between partners in the alliance and 
between risks contained within the alliance and those sheltered from it. 

A strategic alliance in which one member company is taking a disproportionate share of the financial 
and/or operational risks is unlikely to be sustainable. In many cases, alliances are formed to reduce 
risks but while reducing some risks they may produce others; for example, the alliance may reduce 
exposure to political uncertainties but increase the risks of giving away corporate competences or 
financial pressures brought about by the financial weaknesses of a partner. 

	z What might an organization do to ensure that its strategic alliance is successful? 

	z Explain the difference between a strategic alliance and a tactical alliance. 

	z Explain why partner selection is so important in strategic alliances and what factors 
should considered. 

TH INK POINTS  

Two important examples of strategic alliances relating to hotels – Hilton and the Radisson Hotel 
Group – below illustrate some of the points made in the preceding sections. 

Radisson: one name, two companies operating a strategic alliance 

The Radisson Hotel Group is one of the largest hotel groups in the world. The group’s brands 
include Radisson Collection, Radisson Blu, Radisson, Radisson RED, Park Plaza, Park Inn by 
Radisson and Country Inn and Suites by Radisson. To the casual observer it might appear to 
be a single entity operating in a unified manner, but in fact the hotels are managed by two 
companies (albeit with similar names) operating as partners in a strategic alliance. 

12 .10  SHORT  CASE  I LLUSTRAT ION 
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12.7 Public–private partnerships
Another form of joint development common in THE is PPPs, which are a response to the nature 
of the industry. Though Long (1997:236) wrote in a tourism context, his observation that ‘the 
fragmented nature of the tourism industry comprised, in most areas, of large numbers of small to 
medium-scale enterprises, together with a wide range of interest groups from public sector agencies 
to community groups in destinations, is increasingly recognized’ is equally valid for hospitality and 
events.

As a response to the fragmentation and range of public sector, private sector and community stake-
holder groups, various types of arrangements to bring the interests together through collaborative 
arrangements in the form of PPPs are widespread in many countries (see, for example, Weiermair 
et al., 2008; Zapata and Hall, 2012; Pinz et al., 2018; Xiong et al., 2019).

These PPPs take many forms and often are related to achieving a set of wide-ranging objectives, 
which include tourism, hospitality and events organizations but may also include many other types 
of organizations. Often the PPPs are involved in a broader process of urban development or urban 
renewal that may have important tourism, hospitality and events components but also involve other 
elements such as housing, offices, retail developments and transport infrastructure.

The history and operation of the strategic alliance are slightly complex, and its sustainability 
in its current form is questionable. As in the case of Hilton (see previous illustration), the two 
arms of the alliance are partly under separate ownership and aligning activities ever more 
closely using the established Radisson brands. However, the management of the two parts 
of the group is separated, costly coordination of activities is necessary and future ownership 
of the group is uncertain.

The Carlson group of travel companies is a large, privately held travel group based in Min-
neapolis, Minnesota, with an 80-year history in the travel business. It owns significant travel 
assets including Carlson Wagonlit Travel, a global leader in business travel management. 
The group also owned the Radisson brands, which it developed itself within North America. 
Outside North America, however, development largely took place through a strategic alli-
ance with the Rezidor Hotel Group and its forerunner Scandinavian Airways.

A new era for Radisson began in December  2016 when the China-based HNA Tourism 
Group bought Carlson Hotels and acquired its controlling stake in Rezidor. In August 2018, 
Radisson Hotel Group was sold to Aplite Holdings AB, a consortium led by a Chinese state-
owned hospitality company Jin Jiang International. Radisson Hotels Americas operating in 
North and South America and the Caribbean are owned separately and became a subsid-
iary of US company Choice Hotels in 2022.

The two Radisson partners continue to be governed by boards of directors that are inde-
pendent of each other and have authority to govern their individual businesses.

Sources: www.carlson.com; www.radissonhotels.com; www.radissonhotelsamericas.com

Questions

1. What are the advantages of the two branches of Radisson operating in a strategic alliance?

2. What factors might lead the strategic alliance to be unsustainable?

https://www.carlson.com
https://www.radissonhotels.com
https://www.radissonhotelsamericas.com
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In general terms, however, such partnerships normally involve the: 

z	Public sector providing the policy and planning framework and infrastructure provision together with 
some financial incentives 

z	Private sector being involved in providing some or all of the financial resources and managerial 
competences 

One way in which PPPs are facilitated lies in the provision of event venues and facilities to attract 
visitors, which in turn attract other investment in the form of hotels, restaurants and other activi-
ties. The Colorado Convention Center provides an example of such a partnership. 

PPPs: managing event venues – the Colorado Convention Center 

The USA has a number of large property management companies with sizeable interna
tional operations that specialize in event venues. However, unlike its major competitors such 
as Live Nation and Nederlander organization, which generally own or lease their proper
ties, ASM Global manages many publicly owned facilities. Los Angeles–based ASM Global 
(a subsidiary of entertainment company AEG) claims to be the world’s largest venue man
agement company, with operations involving some 300 stadiums, convention and exhibi
tion centers and performing arts venues concentrated in North America but with further 
operations in Europe and Asia. One example of a PPP involving ASM Global’s private sector 
expertise working with a publicly owned venue is located in Denver, Colorado. 

Built in 1990, the Colorado Convention Center and nearby Denver Performing Arts Complex 
are top economic engines driving Colorado’s economy. The center is a multipurpose series of 
spaces located in downtown Denver, Colorado, including the 5,000-seat Bellco Theatre. It is 
the 12th largest convention center in the United States. The convention center hosts over 400 
events annually and is owned by the City and County of Denver but has been operated under 
contract by ASM Global (and its predecessors) since 1994 in a PPP. The partnership is similar to 
numerous examples operating around the world in that public authorities provide infrastructure 
and own venues but bring in specialist private sector competences to manage the facilities. 

Sources: www.smg.com/; www.denver.org; www.asmglobal.com/ 

Questions 

1. What competences and resources are provided by the public and private sectors in this 
case? 

2. What motivates public authorities to form PPPs such as the one in Denver? 

12 .11  SHORT  CASE  I LLUSTRAT ION 

PPPs have become common in THE in several diverse ways, such as: 

z	The development or regeneration of many cities 
z	Providing and managing music, exhibition and conference venues 
z	Organizing festivals and events for the benefit of both residents and tourists 
z	Financing and managing costly infrastructure such as railways, airports, toll highways and hotels 

https://www.smg.com/
https://www.denver.org
https://www.asmglobal.com/
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Public sector involvement in tourism and the visitor economy including hospitality and events is 
commonplace and brought about by a variety of factors (Heeley, 2001). These include the need to: 

z	Regulate private sector activities 
z	Provide nonremunerative infrastructure and superstructure 
z	Remove obstacles to more effective private sector performance 
z	Redress market failures 
z	Provide industry leadership and promotion 

Increasingly, though, it has been recognized in many countries that in terms of government spending 
(at national, regional and local levels), spending on tourism, hospitality and events rates well down 
on the order of priorities. Such spending is often relatively insignificant both in scale and in terms 
of need when compared with spending on, say, health, defense, social welfare and education. Hence 
the need to attract private capital. 

THE is, however, recognized by governments as a significant and growing contributor to revenues 
both directly and indirectly. Visitors directly contribute to the economy but also contribute through 
secondary spending by THE organizations that spreads to other industries and by providing positive 
images of destinations, thereby indirectly contributing to attracting other commercial activities. 

Thus, the underlying rationale for PPPs is that the government at various levels wants to maintain 
an interest in THE (for the reasons stated above) but in many cases would like to limit its financial 
contribution and involve private sector finance and competences. In many cases, public sector con-
tributions to infrastructure (such as airport and road building) are often used as ‘pump-priming’ to 
lever larger private sector financial contributions. 

The Busan International Film Festival is an example of public and private sectors working together 
to create a major international event. 

PPPs: Busan International Film Festival 

Busan is the largest port city and second largest city in Korea, and it is undergoing rapid 
deindustrialization and population aging. However, the city is also undergoing changes cap
tured under the place branding of ‘Dynamic Busan’. The focus is on constructing a hub for 
international sea, air and land transportation and redeveloping itself as a ‘soft power’ city 
with improved living environments, cultural and education experiences and welfare services 
(Seo et al., 2015). 

An important and long-standing contributor to this change of emphasis is the Busan Inter
national Film Festival (BIFF). The festival was inaugurated in 1996. It has subsequently 
expanded to become one of Asia’s largest film festivals, alongside festivals such as those 
held in Shanghai, Tokyo, the Hong Kong International Film Festival and the International 
Film Festival of India held annually in Goa. BIFF has grown steadily and attracted in excess 
of 200,000 visitors (prior to the COVID-19 pandemic) to the event, held in October each 
year. BIFF’s focus is on introducing new films and first-time directors, especially those from 
Asian countries. The festival is also notable in that it nurtures and attracts a large youthful 
audience. 

12 .12  SHORT  CASE  I LLUSTRAT ION 
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A feature of the past 50 years has been the creation of ‘hybrid’ public and private sector mechanisms 
that have been premised on the public sector letting go of some or all of its traditional intervention 
and leadership accountabilities (Heeley, 2001).

In a later article, Heeley (2011) cited the cases of a number of European cities, including Oslo, Lau-
sanne, Dublin, Barcelona, Vienna and Prague, that have established PPPs to facilitate the develop-
ment of the visitor economy that THE activities facilitate. In the USA, many examples of real estate 
developments being facilitated by PPPs focused on the provision of visitor attractions, convention 
facilities, restaurants, hotels and event venues are evident.

One such example is the case of Baltimore Inner Harbor (see below), which has developed for over 
40 years through various PPP arrangements (the details of which have changed over the years).

As with many other large public events around the world, one of the driving forces behind 
the success of the festival is the active PPP that supports it. BIFF relies on ‘the strength and 
determination of institutional and governmental support and funding’ (Teo, 2009:118).

Financed by Busan’s municipal authorities, the Korean Ministry of Culture, Sports and Tour-
ism, as well as the Korean Film Council, BIFF has benefited from a political stability that 
allows the festival to avoid entering into complex budgetary arrangements with sporadic 
funders and sponsors. Since 2011, BIFF has benefited from having an official exclusive venue 
(The Busan Cinema Center), which was largely publicly funded and is now publicly owned by 
the Busan local metropolitan government.

Yet, although the active involvement of local and state government ensures constancy and 
solidity, BIFF benefits from the financial endorsement and support of many private compa-
nies, local banks and universities.

This PPP has proved extremely effective in terms of providing stability for the festival and 
the necessary financial resources to a provincial Korean festival to achieve and maintain 
international competitiveness.

Sources: www.busan.go.kr/; www.biff.kr; Teo (2009); Seo et al. (2015)

Questions

1. Why might a PPP be effective in these circumstances?

2. What other methods might be appropriate for developing such an event?

12 .13  SHORT  CASE  I LLUSTRAT ION 

PPPs: Baltimore Inner Harbor – a model for waterfront redevelopment

One case of PPP in action with tourism, hospitality and events very much at its heart that is 
often quoted is the case of Baltimore Inner Harbor (see, for example, Kostopoulou, 2013). 
A PPP has developed the Baltimore Inner Harbor waterfront over the last 45 years. Balti-
more is the blueprint many other cities have studied and adapted to specific circumstances.

https://www.busan.go.kr/
https://www.biff.kr
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Toronto and Boston also started their waterfront redevelopment projects at about the same 
time (in the late 1970s), and subsequently many other US cities such as San Francisco, Seat
tle and Cleveland as well as several European port cities such as Barcelona, Spain; Genoa, 
Italy; and Cardiff and Liverpool, UK have followed this lead (Jauhiainen, 1995). The lessons 
from such redevelopment have also been applied in a Chinese setting by Xu and Yan (2000). 

In the case of Baltimore Inner Harbor, a historic but rundown waterfront has been trans
formed through a partnership now coordinated by the Baltimore Waterfront Partnership 
(www.baltimorewaterfront.com). The development is multifaceted and includes tourist 
attractions such as the National Aquarium, Maryland Science Center and the nearby Balti
more Convention Center and Hyatt Regency Baltimore Hotel. These leisure- and business-
focused attractions have acted as ‘magnets’ to attract further investment, and many other 
hotels, housing schemes and restaurants have been developed in the area. 

After 50 years of development, it has been argued that further investment is needed to 
improve and extend facilities, and an Inner Harbor 2.0 plan is being implemented. To pro
vide a new dynamic vision for the Inner Harbor, this master plan looks to build upon the 
successes of the original 1970s plan, while providing bold new ideas. The overall intent is 
to provide a visionary but realistic plan that can be implemented as funds are available. This 
includes smaller items like recommendations for consistent street furniture and lighting to 
larger capital projects such as the redevelopment of Rash Field (a local park). 

Sources: Jauhiainen (1995); Xu and Yan (2000); Kostopoulou (2013); www.waterfrontpartner
ship.org 

Questions 

1. What direct and indirect benefits does Baltimore hope to achieve from its PPP? 

2. Why does the public sector not carry out such development on its own? 

In the UK, these joint development initiatives were pioneered by Plymouth in 1978 with the for-
mation of the Plymouth Marketing Bureau. Many British cities such as Birmingham, Liverpool, 
Glasgow, Sheffield, Cardiff and Manchester followed in the 1990s. In these cases, and in subsequent 
British examples, normal visitor and convention bureau activities – that is, tourism – were supple-
mented by the related fields of city imaging and festivals management (Heeley, 2001). Subsequently, 
the partnerships were often given wider powers to provide an integrated approach to THE as well as 
inward investment and economic development activities. 

	z Explain the objectives that public and private sectors hope to gain from PPPs. 

	z What types of development in THE are involved with PPPs? 

	z Why might PPPs prove unsuccessful in some circumstances? 

TH INK POINTS  

Manchester’s reemergence in recent years as ‘Marketing Manchester’ (see Short Case Illustration 
below) illustrates this integrated approach to THE, inward investment and economic development. 

https://www.baltimorewaterfront.com
https://www.waterfrontpartnership.org
https://www.waterfrontpartnership.org
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PPPs: Marketing Manchester 

Manchester is an industrial city in the northwest of England at the center of a conurbation 
(Greater Manchester) of over 2.5 million people. It is famed for its manufacturing base and 
grew to its prominent position during the industrial revolution with an emphasis on cotton 
and clothes manufacture. However, it would not be thought of as a ‘traditional’ visitor des
tination, unlike its nearby historic counterpart Chester. 

The city’s contemporary profile is boosted by its two Premier League football teams (Man
chester United and City) and through attracting many international students to its universi
ties. Recast for the 21st century as the original modern city, Greater Manchester has expe
rienced a contemporary resurgence marked culturally by the acclaimed reopening of the 
Whitworth art gallery, arts center HOME and the world-leading Manchester International 
Festival; by a property and investment boom that has outstripped the rest of the country; 
and by major changes to its governance and infrastructure. 

However, during the economic downturn, the city was hard hit and has turned to attracting 
increasing numbers of business and leisure visitors as a way of increasing economic activity. 
It has done this by relying on its central position, selling events often staged at large publicly 
funded venues and through the activities of a PPP – Marketing Manchester. 

Marketing Manchester is the agency charged with promoting Greater Manchester on the 
national and international stage to visitors, investors, conference organizers and students. It is 
the region’s destination marketing organization and the tourist board for Greater Manchester. 

The agency is funded through a combination of commercial revenue (including funding 
from Manchester Airport, Britain’s third largest, for international campaigns) and public 
funds from the local authorities throughout Greater Manchester. It is overseen by a board 
comprising representatives from public sector bodies and private sector companies. Mar
keting Manchester works closely in partnership with the Greater Manchester Combined 
Authority (the strategic public local authority for Greater Manchester), Britain’s national 
tourism organization (VisitBritain), other destination management organizations and other 
key stakeholders, as well as over 500 private sector partners. 

Marketing Manchester’s strategy dovetails with the overall Greater Manchester Strategy 
and the Greater Manchester Internationalization Strategy, which has a vision for Manchester 
to be a Top 20 global city by 2035. Its strategy for 2017–20, ‘A place to visit, invest, do busi
ness, and study’, has a number of strategic priorities: 

	z Promote Greater Manchester to priority markets and sectors 

	z Facilitate placemaking, collaboration and partnerships 

	z Become an exemplar destination marketing organization 

Ambitious growth targets were set aside due to the impacts of the pandemic, and a one-year 
recovery plan was put in place for 2002–21. The aim in 2021–22 was to rebuild the visitor 
economy, bolster work in key sectors, support investment and improve confidence in visit
ing and staying in Greater Manchester following the effects of the pandemic. 

Sources: Adapted from www.marketingmanchester.com/; Edwards and Taylor (2012); Van 
Den Berg (2017) 
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Questions 

1. What are the management and governance issues that might arise in such a PPP? 

2. Could the same approach be easily transferred to other cities? 

12.8 Franchising 
Franchising is a method involving two parties: the franchisor and the franchisee. 

In return for gaining access to the brand attributes, image, marketing and other support from the 
franchisor such as systems and training, the franchisee usually takes a substantial portion of the 
financial risk (providing the capital investment) and pays fees to the franchisor. Because it involves 
another party providing the financial resources, it has often proved to be a fast method of expanding 
for many hotel, restaurant and car hire companies, among others. 

Franchising is one of the most popular methods of growth in parts of THE. Leading industry and 
ancillary service brands such as Avis and Hertz (car rental companies); Marriott, Holiday Inn, Choice 
and Radisson (hotels); and McDonald’s, Burger King and KFC (fast food outlets) have expanded pri-
marily by pursuing the franchise method. The rise of franchising in various THE contexts has been 
explored by various writers, including Denton and Dennis (2000), Pine et al. (2000), Altinay et al. 
(2013), Hua et al. (2017) and Jang and Park (2019). 

The Short Case Illustration below involving fast food and car rental firms illustrates the speed at 
which companies can grow when they have established a strong brand by adopting this method. 

International growth through franchising: fast foods and car rental 

It is not a well-known name, but it is likely that Yum! Brands Inc. is familiar to most of this 
book’s readers through its products. Yum is a fast food provider based in Louisville, Ken
tucky, that owns the worldwide rights to well-known brands including KFC, Pizza Hut and 
Taco Bell. The company formed in 1997 as the result of a sale of PepsiCo’s fast food division 
and is a Fortune 500 company quoted on the New York Stock Exchange with revenues in 
excess of $6bn. The vast majority of restaurants, in over 130 countries, utilize a franchise 
model of operation. 

Since the spin-off from PepsiCo in 1997, the company has expanded internationally. Fur
ther opportunities for international expansion are envisaged by the company (based on its 
three core brands), because there are about 2.5 restaurants per million people in the top 10 
emerging markets, compared to 57 restaurants per million in the USA. 

Enterprise Holdings is one of America’s largest privately held companies. The company, 
with annual revenues in excess of $30bn, is based in St. Louis, Missouri, and traces its origins 
to the late 1950s. Enterprise Holdings controls three of the world’s leading vehicle rental 
franchises: Enterprise, Alamo and National. 

In both cases, a substantial scale and internationally diversified scope of operations have 
been built relatively quickly. It is unlikely that such scale and scope could have been achieved 
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as quickly if the companies concerned had to rely on their own financial resources. The scale 
of capital investment required would have been massive, and the inherent risks involved 
would likely have deterred potential investors. 

Instead, the risks and capital investment were largely dispersed among the many franchi
sees spread around the world. The franchises investing their own capital were incentivized 
to grow the businesses and were able to apply local market knowledge while being able to 
rely on the support offered by strong internationally recognized brands. 

Sources: Adapted from www.yum.com; www.enterpriseholdings.com 

Questions 

1. Why have American companies been particularly successful in using this form of growth? 

2. Why has franchising been so prevalent in certain parts of THE, including fast food, car 
rental and hotels, but not in others? 

In capital-intensive parts of THE requiring a large up-front financial outlay to establish facilities or 
in smaller start-up businesses, franchising provides an opportunity for organizations to lower the 
risks and the level of investment to expand. Thus, this method of growth is particularly prevalent 
among hotel organizations, travel intermediaries, restaurants and ancillary services such as car hire 
companies, but examples are also to be found among airlines and festival end event management 
companies. Many small THE businesses have been established by becoming franchisees of larger 
businesses with strong brands. Some of the franchisees have themselves grown into substantial 
businesses by expanding through the franchise route. 

In the past, a number of airlines including British Airways, Lufthansa and Air France have made 
franchising an important element of the strategic methods they have employed. The method has, 
however, become less important among airlines as acquisitions, industry consolidation, strategic 
alliances and codesharing agreements have often taken their place. 

There are still some examples in the airline sector, such as Sun Air (www.uk.sun-air.dk), operating 
as a British Airways franchise, and Air Nostrum (www.airnostrum.es), operating as an Iberia fran-
chise. These two airlines operate regional services from bases in Denmark and Spain, respectively. 

Nowhere in the commercial field has franchising been more evident than among the leading inter-
national hotel groups. Progressively, most of the largest chains, to some degree, have followed this 
strategic method, which was pioneered by Holiday Inn during the 1950s (see the Short Case Illus-
tration below). The big international hotel groups operate so-called asset-light business models, 
having sold most of their real estate assets to concentrate on brand growth through managing and 
franchising their hotels. 

Franchising: Holiday Inn Hotels 

In 1952, an American entrepreneur, Kemmons Wilson, opened the first Holiday Inn hotel 
in Memphis, Tennessee, after he returned from a family holiday discouraged by the lack of 
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family- and value-oriented lodging. Children stayed free, and the hotel offered a swimming 
pool, air conditioning and restaurant on the property. Telephones, ice and free parking were 
standard as well. Although commonplace today, these services were revolutionary at the 
time and set a standard for the hotel industry. 

The company became a pioneer of franchising and rapidly expanded the Holiday Inn system 
primarily through utilizing this method of strategic growth. The brand was almost literally 
rolled out across the USA, following the US interstate highway system’s growth across the 
country. On the heels of this domestic success, the brand soon found investor interest in 
Europe and Asia, becoming the largest single hotel brand in the world. By the late 1980s, 
the Holiday Inn brand could be found in many parts of the world. Go and Pine (1995:11) 
suggested that the franchise strategy pursued by Holiday Inn ‘is among the greatest success 
stories in US Business’. 

In operating franchises, Holiday Inn sought to apply strict operating standards and supplied 
franchisees with almost everything, apart from the land upon which the hotel would be 
built, to ensure that there were ‘no surprises’ (Nickson, 1997). In 1990, IHG plc, which has 
its corporate headquarters in London (then known as Bass plc), acquired Holiday Inn and 
moved the hotel headquarters from Memphis to Atlanta in the summer of 1991. Atlanta 
offered the corporate infrastructure, worldwide transportation access and international 
presence that were necessary for the company to succeed as a global business. Holiday 
Inn, together with its complementary brands, which include Holiday Inn Express, Crowne 
Plaza and Intercontinental Hotels, has grown (predominantly through franchising) into a vast 
international hotel grouping. 

As an ‘asset-light’ business, IHG is a manager and franchisor of hotel brands. This means it 
can focus on growing fee revenues and fee margins, with limited requirements for capital, 
an approach that has helped the group to successfully grow its business and deliver high 
returns. 

In 2019, IHG had about 845,000 guest rooms and about 5,650 hotels across nearly 100 
countries. 

Sources: Adapted from www.ihgplc.com/; Go and Pine (1995); Nickson (1997) 

Questions 

1. What might the potential difficulties for a franchisor such as Holiday Inn be? 

2. What might the potential difficulties for a Holiday Inn franchisee be? 

The franchise method can vary in its detailed implementation. It may involve fairly simple arrange-
ments whereby one franchisee develops one unit or a single territory from the franchisor. Many Avis 
and McDonald’s franchisees, for example, operate one or a limited number of franchise locations. 

A more complex arrangement may exist when a large company purchases a master franchise from the 
franchisor, which gives the company exclusive rights to the franchise name for a region or country. 

For example: In March 2016, Best Western Hotels and Resorts, which at that time 
has 22 hotels in India, signed a master franchise agreement with the Indian company 
Sorrel Hospitality group to expand its portfolio in India, Bangladesh and Sri Lanka. 
Sorrel Hospitality, based in Delhi, is responsible for Best Western’s future positioning, 

https://www.ihgplc.com/
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growth and development across India, Bangladesh and Sri Lanka. Best Western provides 
its hoteliers with global operational, sales and marketing support and online and mobile 
booking capabilities. 

Although hospitality franchise agreements resemble strategic alliances, in that two parties work 
collaboratively, they are dissimilar in terms of the attainment of allying partners’ objectives and 
development of interfirm relationships through resource sharing, as explained below. 

In a THE franchise agreement, although the two firms involved typically share assets, the risk expo-
sure is not equally shared. The franchisor is exposed to lower risks than the franchisee, who meets 
the infrastructural requirements of the agreement. The franchisor meets the product, technology, 
marketing and training aspects of the agreement for a fixed and/or variable fee. Although the vari-
able component of the fee changes with the level of sales, the reduced risk exposure is balanced by 
the fee’s fixed component. 

On the other hand, the franchisee’s return depends purely on the cash flow generated by the fran-
chise operation. The franchisor usually has the upper hand in the agreement. Consequently, these 
types of contracts do not create parity in the agreement between the franchisor and franchisee. 

The reasons for the popularity of franchising among both franchisors and franchisees and possible 
disadvantages are summarized in Table 12.5. 

12.9 Management contracts 
Management contracts are a popular joint development method of international growth, particularly 
in the hospitality and airline sectors, and also in relation to attractions and venues. 

A management contract is an arrangement under which operational control of an enterprise is vested 
by contract in a separate enterprise that performs the necessary managerial functions in return for a 
fee (see, for example, DeRoos, 2010; Ivanova and Ivanov, 2015). 

The distinction between management contracts and franchising lies in the fact that management 
contracts involve not just selling a method of carrying out activities and the support of an established 

Table 12.5 Summary of the advantages and disadvantages of franchising 

Advantages Disadvantages 

Franchisor	 z	Low capital costs 

z	Ability to use brand strength 
to expand quickly 

z	Use of franchisee’s local 
market knowledge and 
entrepreneurial abilities 

Franchisee	 z	Lower risk than going it alone 

z	Support from a major company 

z	Exclusive rights to a brand in 
a particular territory 

Returns may be capped 

Some loss of control of the brand 

Having to consider the interests of the 
franchisees as a stakeholder group 

Need to scrutinize the structure, 
organization and financial viability 
and capabilities of the franchisee 

Fees and part of profits paid to the 
franchise holder 

Risk that franchise quality deteriorates 
or the franchisor withdraws it 

Source: Adapted from Evans (2001b) 
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brand (as with franchising or licensing) but also actually carrying out these activities. A manage-
ment contract can involve a wide range of functions, such as: 

z	Operation of a facility 
z	Reservation, ticketing and operating systems 
z	Management of human resources 
z	Accounting and financial control 
z	Sales and marketing services 
z	Training 

In the case of accommodation where management contracts are very common, utilizing this method, 
the ownership of the physical asset (the hotel or other accommodation) is separated from its man-
agement. The management contract is thus an agreement between a hotel owner (or other form of 
accommodation) and a hotel operating company, by which the owner employs the operator as an 
agent to assume full responsibility for the management of the property. 

As an agent, the operator usually pays, in the name of the owners, all property and operating 
expenses from the cash flow generated through operations, retains its management fees and remits 
surpluses, if any, to the property owner. The property owner, on the other hand, usually provides the 
hotel land, building furniture, furnishings, equipment and working capital, while also assuming full 
legal and financial responsibility for the hotel (Olsen et al., 1991). 

DEF IN IT ION/QUOTAT ION 

Management contracts 

Conceived as a relatively simple arrangement that allowed international expansion by 
hotel chain operators without the risk of real estate ownership, the management con
tract has become an intricate and nearly essential element of the contemporary hotel 
industry. 

While trends in management contracts have shifted with the relative bargaining power 
of owners and operators, the key to a successful contract is aligning the interests of 
all parties. Owners seek some reasonable guarantee of cash flow, while operators 
need assurance that they will be able to benefit from their continued operation of a 
property. 

DeRoos (2010) 

Many well-known upscale international hotel chains (such as Sheraton, Sofitel, le Meridien, Mar-
riott, Hilton International, Hyatt, Radisson, Nikko and Shangri-La) have successfully utilized this 
method of expansion. Large international foodservice companies such as Compass, Sodexo and 
Aramark (based in the UK, France and USA, respectively) have also used this method. These compa-
nies (and many others), through being awarded management contracts, have expanded their diverse 
catering operations internationally to include transport facilities, sport and entertainment venues 
and corporate premises. 
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For the operating company, the management contract: 

z	Allows rapid expansion to take place 
z	Allows easy market penetration 
z	Involves little or no capital investment 

The operating company is therefore not prone to speculative risks associated with falling property 
prices (and also does not benefit from rises in property values). In some cases, the operating com-
pany will, however, invest some of its own capital in the project alongside the property developer. 
The operating company also has an agreed rate of return built into its contractual terms. 

The principal disadvantage of the management contract for the operating company is the insecurity 
associated with this method. From time to time management contracts come up for renewal. It is 
usual for the workings of the relationship to be reviewed and its success judged at this time. In prac-
tice, a change in the operating company is quite common, so that when the management contract 
is renewed the company operating a hotel under a management contract might change from, say, le 
Meridien (a Marriott brand) to, say, Hyatt. 

There are also a number of the world’s airlines that operate feeder or so-called regional services for 
other carriers. In the world’s largest aviation market, the USA, this arrangement is particularly com-
mon, with a number of airlines competing to operate feeder services into the main hubs of the large 
international carriers. These airlines generally operate on fixed-price management contracts. Many of 
these airlines operate most of the functions of a full airline but fly in the colors of the so-called legacy 
airlines (such as American, Delta and United Airlines) and coordinate their schedules accordingly. 

	z Providing examples from THE, explain the differences between growth achieved through 
franchising and management contracts. 

	z Outline the benefits and potential difficulties of franchising for both the franchisor and 
the franchisee. 

	z Why has franchising been so successful as a growth method for THE and ancillary services? 

	z Why might PPPs prove unsuccessful in some circumstances? 

TH INK POINTS  

This system of management contracts among airlines is illustrated by the Short Case Illustration of 
SkyWest Inc. below. 

Management contracts: SkyWest Inc. 

Though it is a major transport company in its own right with well over 500 aircraft, Skywest 
Inc. is not well known to consumers. Like other ‘regional’ airlines such as Air Wisconsin, 
Republic Airways and Mesa Air operating similar models in the USA, it generally operates 
through management contracts with other airlines. 

12 .17  SHORT  CASE  I LLUSTRAT ION 
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These airlines generally connect smaller population centers with the hubs of the major air
lines. The routes generally cover shorter distances, using smaller airplanes (often Embraer 
or Bombadier) than the major US airline brands. For example, United may contract one 
of these airlines to fly between Bozeman, Montana, the principal airport for Yellowstone 
National Park, and its hub at Chicago’s O’Hare International Airport. 

Utah-based SkyWest Airlines provides air passenger services with approximately 2,000 daily 
departures to destinations in the United States, Canada, Mexico and the Caribbean, carry
ing over 36 million passengers in 2021. Most flights are operated for the ‘regional’ brands 
of major US carriers Delta Connection, United Express and American Eagle, and it uses the 
systems and brand identities of these airlines in operating its services. 

The services are managed through two types of long-term management contracts involv
ing codeshare agreements: ‘fixed-fee’ or, ‘revenue sharing’. Among other features of the 
fixed-fee management contracts, Skywest’s partners generally reimburse the company for 
specified direct operating expenses (including fuel) and pay a fee for operating the aircraft. 
Such an arrangement provides benefits for both Skywest and its partners. Skywest has a 
relatively stable revenue stream, access to a strong brand and an incentive to reduce costs 
to increase operating margins. For the partner airline for which it operates, an extensive and 
complex regional network is provided at a competitive agreed cost. 

Under a revenue sharing management contract, the regional airline and the major airline 
negotiate a contract whereby the regional airline receives an agreed proportion of the rev
enues. All direct costs associated with the regional flight are borne by the regional airline. 
In such an arrangement, the regional airline bears some of the risk in that there are oppor
tunities to increase profits as ticket prices and passenger loading increase or fuel costs 
decrease. Conversely, lower profits may be achieved when ticket prices and passenger 
loading decrease or when fuel prices increase. 

Sources: Adapted from www.inc.skywest.com/; Lohmann and Koo (2013); Whyte and Lohm
ann (2020). 

Questions 

1. What are the advantages for major airlines of subcontracting services to SkyWest through 
management contracts? 

2. What are the risks and benefits for SkyWest? 

12.10 Cooperative networks 
Various types of cooperative networks or consortia have been developed in THE (see, for example, 
Van der Zee and Vanneste, 2015). These networks and consortia are most evident in THE in two 
ways: 

z	The hospitality sector (where the method is most frequently evident) is characterized by a high degree 
of fragmentation, with a large number of individual or family-owned enterprises. These indepen-
dently operated businesses face increasing competitive pressures from hotel chains operating branded 
products that enjoy marketing economies and sophisticated systems. 

https://www.inc.skywest.com/
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z	Referral networks that have been formed whereby many of the world’s major airline, hotel, car 
rental firms, event venues, tour intermediaries and ancillary suppliers are linked by a web of 
arrangements. These arrangements involve consumers being cross-referred from one supplier to 
other ‘preferred’ suppliers in the supply chain. In such circumstances, there is an inference that 
consumers will find that the preferred suppliers are leaders in their offerings or that they are able 
to offer preferential financial terms. 

12.10.1 Hospitality consortia 

In response to the threats of competing in arenas increasingly dominated by large companies, indi-
vidually operated hotel and accommodation businesses have increasingly joined together in net-
works or consortia. By doing so, they are attempting to achieve the marketing, branding and systems 
advantages of larger rivals while maintaining their independence. In return for a fee, the individual 
hotel receives a range of benefits. In categorizing hotel consortia, Fyall and Garrod (2005) pointed 
out that the consortia vary in terms of the degree of commitment, control and cooperation involved 
and in the organizational formality. They also vary in terms of the financial commitments that are 
undertaken by their members. 

The strengths and weaknesses of independent hotels and the benefits they hope to derive from join-
ing a consortium are summarized in Figure 12.5. 

Many consortia have been established in specific parts of the world, and some, such as Best Western, 
Relais, Châteaux and Small Luxury Hotels of the World have gained widespread international cover-
age. Consortia have also been formed that involve smaller chains of hotels (rather than individual 
properties), allowing the chains to maintain their brand attributes and to compete effectively with 
larger internationally diversified brands. 

Independent hotel 
strengths 

Physical
characteristics 
Authentic product 
Personalized 
management 
Public policy support 

Independent hotel
weaknesses 

Seasonality/underutili
zation of assets 
Scarcity of human 
resources 
Declining traditional 
markets 
Corporate group
market dominance 
Variable 
management quality 
& capabilities 
Constrained financial 
resources 
Fragmented industry 
structure 
Public sector 
dependency culture 

Benefits of 
consortium 
membership 

Networking
opportunities 
Economies of scale & 
scope 
Marketing expertise 
Distribution networks 
Education & training 
Financial resources 

Figure 12.5 The benefits of consortium membership for independent hotels 

Source: Adapted from Morrison (1994) 
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For example – Dubai-based Global Hotel Alliance brings together mainly mid- to 
upscale brands from around the world. Unlike Best Western, it represents smaller 
chains of hotels that maintain their individual branding. The alliance runs a joint 
loyalty scheme for customers using the hotel brands it represents. The consortium 
represents brands such as Park Royal, Pan Pacific and Marco Polo, which have 
properties across Asia-Pacific; Kempinski Hotels, a luxury brand with properties 
across Europe, Asia and Africa; and Leela, which is represented at key locations across 
India (www.gha.com). 

Best Western provides a well-known example of a hospitality consortium that has grown to a world-
wide presence. 

Hospitality consortium: Best Western 

Best Western traces its origins back to 1946 when it began as an informal referral system 
among member hotels in California. It has subsequently grown from its Phoenix, Arizona, 
base to a presence in over 100 countries representing over 4,700 properties, making it one 
of the world’s largest branded chains. 

The business model operated by Best Western is that it operates as a nonprofit member
ship association, with each member voting on aspects of the association in a way similar to a 
marketing cooperative. Best Western provides marketing support, reservations systems and 
a unified brand identity in return for fees. The hotels are allowed to keep their independent 
identity, though they are required to use Best Western signage and systems and to identify 
themselves as Best Western hotels. In the USA in particular, there are many smaller chains of 
Best Western hotels that are owned by the same management, though this is less common 
elsewhere. 

Best Western offers members the potential advantage of retaining their independence 
while at the same time providing the benefits of a full-service, international lodging affilia
tion offering a global reservations system, marketing, advertising, purchasing, training and 
quality standards. 

One way in which Best Western can be observed to have added value and supported its 
members is in its response to the COVID-19 pandemic. 

Chan et al. (2021) reported that as a pioneer in cleaning standards, Best Western started 
using a variation of ultraviolet technology in 2012 to decrease microbial levels in guest-
rooms. Since the outbreak of COVID-19, they have also published protocols online to 
showcase their enhanced standards through their ‘We Care Clean’ program. 

Sources: Adapted from www.bestwestern.com/; Chan et al. (2021) 

Questions 

1. What advantages does Best Western membership provide for an individual hotel? 

2. What difficulties might Best Western have in competing effectively with branded chains? 

12 .18  SHORT  CASE  I LLUSTRAT ION 
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12.10.2 Referral networks 

These arrangements involve consumers being cross-referred from one supplier to other ‘preferred’ 
suppliers in the supply chain, usually in a vertical or diagonal supplier relationship. These networks 
have proliferated in THE to such an extent that most hotel and airlines have suppliers that are 
favored partners to which they are referred, though such arrangements are less common in other 
parts of THE. 

In such circumstances there is an inference that consumers will find that the preferred suppliers 
are leaders in their offerings or that they are able to offer preferential financial terms. The arrange-
ments frequently involve loyalty schemes. It is common for there to be reciprocity between airline 
and hotel frequent flyer and loyalty schemes whereby points earned on one scheme can be credited 
as points in the other. 

There have been changes since the advent of the internet. It was common for airlines to refer to a 
limited number of hotel partners with which they had a contractual or occasionally equity relation-
ship. This is less common now as airlines usually utilize internet intermediaries such as Expedia or 
TripAdvisor on their sites to provide a greater range of choices. 

For example: Pan Pacific Hotels Group (www.panpacific.com) is a global hospitality 
company that owns and/or manages more than 50 hotels, resorts and serviced suites across 
three brands: Pan Pacific, Park Royal Collection and Park Royal, encompassing more than 
30 cities across Asia-Pacific, North America and Europe. Headquartered in Singapore, it is 
a member of Singapore-listed UOL Group Limited. With its primary focus on Asia-Pacific, 
it is unsurprising that it emphasizes reciprocal preferred supplier arrangements with a 
number of leading Asian airlines, including All Nippon Airways, Cathay Pacific, Japan 
Airways, Malaysian Airlines, Philippine Airlines and Singapore Airlines. 

12.11 Methods of strategic development: a comparison 
Clearly, each of the strategic development methods outlined in the preceding sections – organic 
growth, mergers and acquisitions and joint development – have certain inherent advantages and 
disadvantages associated with them. 

Internal development, for instance, may be relatively slow, and choosing an alliance partner that does 
not have complementary competences can be problematic. Mergers and takeovers can be expensive, 
and evidence shows that in many cases this method fails to add value for the enlarged group. 

Companies operating in THE have to make a choice between the various methods available to them. 
The decision as to which method to adopt will be influenced by both internal and external factors 
including the competitive, economic and regulatory environment faced by the company and the 
availability of finance and other resources. The methods chosen may also depend on the relative 
strength of the organization, timing and the balance of its portfolio of activities. The choices are 
complex and will change over time. 

Taking the accommodation sector as an example, and hotels in particular, development can be car-
ried out by franchising, management contracts and owning or leasing property achieved by organic 
growth or mergers and acquisitions. 

Table 12.6 gives a comparison between development through franchising, management contracts 
and owning or leasing hotels as summarized by the leading international group IHG. Some portfolios 
of owned and leased properties may have been built up organically, whereas others may have been 
acquired through mergers and acquisitions. In either case, the hotel group has to provide capital, 
which makes expansion costly and sometimes (in the case of organic development) relatively slow. 

https://www.panpacific.com
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Table 12.6 A comparison of franchising, management contracts and managing or leasing hotels 

Aspect Franchised Managed Owned and leased 

Brand ownership IHG IHG IHG 

Marketing and distribution IHG IHG IHG 

Staff Third party IHG usually provides  IHG 
a general manager  
as a minimum 

Hotel ownership Third party Third party IHG 

IHG capital None Low/none High 

IHG income Fee % of rooms Fee % of total revenue All revenues  
revenue plus % of profit and profits 

Source: www.IHG.com 

In practice, the decisions made by major international hotel groups can vary quite considerably. Not-
withstanding these differences, there has been a significant shift toward the speed of development 
possible with so-called asset-light business models. These models of development favor franchising 
and management contracts as opposed to ownership and leasing. 

DEF IN IT ION/QUOTAT ION 

The ‘asset-light’ hotel 

You book a room on the website of a famous international hotel chain. As you arrive to 
check in, its reassuring brand name is above the door. Its logo is everywhere: on the staff 
uniforms, the stationery, the carpets. But the hotel is owned by someone else – often 
an individual or an investment fund – who has taken out a franchise on the brand. The 
owner may also be delegating the running of the hotel, either to the company that owns 
the brand or to another management firm altogether. The bricks and mortar may be 
leased from a property firm. In some cases, yet another company may be supplying most 
of the staff, and an outside caterer may run the restaurants. Welcome to the virtual hotel. 

(‘Why hotel chains don’t own many hotels’, 2009) 

Figure 12.6 demonstrates how selected international hotel groups have developed using different 
methods. Whereas, for example, Wyndham Worldwide and IHG have grown largely through fran-
chising, the other hotel groups have more of a balance between franchised and managed properties. 
In all of the hotel groups sampled, the proportion of owned or leased properties is quite low, because 
all of these groups (and many others) pursue ‘asset-light’ strategies (which were investigated by 
Sohn et al. 2013; Blal and Bianchi, 2019; Li and Singal, 2019; Märklin and Bianchi, 2022). 

Johnson et al. (2017), drawing on the work of Dyer et al. (2004) and Yin and Shanley (2008), sum-
marized four key variables that can aid managers in choosing between acquisitions, alliances and 
organic development. 

The ‘buy, ally or DIY [do-it-yourself]’ matrix produced by Johnson et  al. (2017) is shown in 
Figure 12.7. 

https://www.IHG.com
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Buy

Fast

Failures potentially 
saleable

Culure & valuation
problems

Problem of buying 
whole company

Ally

Fast

Share losses & 
retain buy option

Culture & control 
problems

Ally just with 
relevant partner 

unit

DIY

Slow

Failures likely 
unsaleable

Cultural 
consistency

Develop in new 
venture unit

High urgency

High uncertainty

Importance of 
soft capabilities

Highly modular 
capabilities

Figure 12.7 Buy, ally or DIY matrix

Source: Adapted from Johnson et al. (2017:359), based on work of Dyer et al. (2004) and Yin and Shanley (2008)

The buy, ally or DIY matrix uses four variables:

z	Urgency – In developing a business, mergers and acquisitions can be a relatively quick method of 
growth. Organic growth, on the other hand, is slower, because it involves everything having to be 
provided from the organization’s own resources and capabilities.
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Figure 12.6 Methods of growth employed by selected international hotel groups (% of total rooms)

Source: Adapted from company websites (accessed Nov. 2022)
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For example: It is unlikely that TUI would have been able to develop its tour operating 
business from a mainly German base to a pan-European giant without two strategic moves. 
The purchase in 2000 of Thomson (Britain’s largest tour operator at the time) and the 
subsequent merger with another large quoted UK tour operator, First Choice Holidays in 
2007, transformed the group. 

z	Uncertainty – If there is a high degree of uncertainty, alliances offer flexibility in that, if success-
ful, there is potential to move on to a full merger, whereas failures are shared between partners, 
thereby limiting losses. Acquisitions offer the chance of a resale even if the venture is not success-
ful, because the assets have attracted a bid in the past, thereby demonstrating potential. A failed 
organic development might have to be written off because the unit concerned has never been 
subject to a market valuation. 

z	Capabilities – So-called soft capabilities such as people and skills are much harder to value and 
replicate than hard capabilities such as equipment and machinery. 

Most THE acquisitions involve a large component of soft capabilities because they are human resource 
–intensive activities often with a strong reliance on brand values. Soft capabilities are also more dif-
ficult to control. Consequently, organizations need to be cautious with acquisitions or when entering 
into joint ventures because of these potential difficulties. On the other hand, organic development 
in this respect can be less risky. By developing organically, an organization can ensure that these soft 
capabilities are developed in a culturally consistent manner using acquired knowledge and experience. 

z	Modular capabilities – The extent to which the capabilities that are being sought by an organization are 
‘modular’ will have an impact on the favored method. If the capabilities are distributed in particular 
divisions or SBUs of the proposed partners, an alliance or joint venture is likely to be favorable. Such 
an arrangement would mean that one venture could link just with the relevant parts of the partner, 
leaving each partner to run the rest of their businesses independently. An acquisition could involve 
acquiring the whole company, including parts of no interest that have to be subsequently sold, pos-
sibly at a loss. Organic development can also be favored in these circumstances because the new 
business can be developed as a distinct and separate division, which avoids the involvement of the 
entire organization. 

The choice between the three alternative methods is at times restricted by regulations, available 
finance and available opportunities. Nevertheless, the matrix shown is a valuable tool in focusing 
managers on the possible options that might be available for their organizations. 

12.12 Methods of retrenchment 
We should not assume that business strategies are always designed to cause business growth. There 
are times when organizations may wish to become smaller; that is, to retrench. As with growth 
strategy, retrenchment (size reduction) can be achieved through various methods. Retrenchment 
can be achieved by: 

z	Organic reduction (by winding down operations in specific product areas) 
z	Divestment or demerger – the opposite of acquisitions and mergers 
z	Disengagement with partners involved in joint development 

Demergers and divestments (which together are referred to as disposals) involve taking a part of 
a company and selling it off as a ‘self-contained’ unit with its own management, structure and 
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employees in place. The unit may then be sold on to a single buyer (for whom it will be an acquisi-
tion) or it may be floated on the stock market as a public limited company. 

Disposals occur when parent organizations wish to offload a part of its structure that is no longer 
in line with its core activity. They can take the form of divestments, demergers, equity carve-outs or 
management buyouts. 

12.12.1 Reasons for disposal 

There are a number of reasons why a company may elect to dispose of a part of its structure. The 
most prominent reasons may include: 

z	Underperformance (e.g., poor profitability), possibility due to poor synergy 
z	A change in the strategic focus of the organization, meaning some parts are no longer required 
z	Poor medium- to long-term prospects 
z	It is an unwanted subsidiary of an acquired company 
z	The need to raise capital to reinvest in core areas or to increase liquidity in the selling company 
z	The belief that it would be more productive if it were owned by another company 
z	Being used as a tactic to deflect a hostile takeover bid 
z	Being part of a process of ‘asset stripping’ – the process of breaking a company up into its parts 

and selling them off for a sum greater than that paid for the whole 

	z Explain how organizations might choose between allying, buying or DIY. 

	z Explain what is meant by retrenchment. 

	z In what circumstances might organizations consider disposals? 

TH INK POINTS  

12.12.2 Shareholders and disposals 

The most common method of corporate disposal is a ‘private’ transaction between two companies, 
which is intended to be of benefit to both parties. The seller gains the funds from the transaction 
and is able to focus on its core areas. The buyer gains the product and market presence of the dis-
posal, which, in turn, will be (we assume) to its strategic advantage. 

Disposals are designed to create synergy to the shareholders in the same way as integrations. We 
should not lose sight of the fact that business organizations are owned by shareholders, and it is 
the role of company directors (as the shareholders’ agents) to act in such a way that shareholder 
wealth is maximized. If this can be achieved by breaking a part of the company off, this option will 
be pursued. 

All organizations are constrained by resources, which are finite, and choices have to be made (as 
discussed in the following chapter) as to where they are best deployed in the organization. In iden-
tifying resources, it is common for organizations to discern between core and non-core assets and 
decide to sell the non-core assets in a program of disposals. 
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Assets may be deemed non-core for a variety of reasons. The assets may be peripheral to the main 
purposes of the business, unable to contribute to the organization’s core competences, too risky, 
too small to warrant investment and management attention or thought not to be capable of achiev-
ing rates of return equivalent to other parts of the organization. It may also be the case that when 
cash flow problems arise, assets have to be sold to fund the rest of the organization so that it can 
continue trading. 

The TUI group has made a number of disposals in recent years as part of its strategy of concentrating 
its resources on its core businesses and brands, as illustrated below. 

Sale of non-core assets at TUI 

TUI Group labels itself as ‘one of the world’s leading tourism groups’. As a ‘vertically inte
grated’ tourism company, it covers the entire tourism value chain in that the company 
includes tour operating brands, travel agencies, airlines with over 150 aircraft, more than 
400 hotels, 16 cruise liners and incoming tourist agencies in all major world markets. The 
TUI Group, based in Hannover, Germany, is an international tourism group that serves over 
20 million customers a year. The company has dual stock market listings in Frankfurt and 
in London. 

Like all businesses, choices have to be made about how the resources can be utilized most 
effectively to maximize shareholder returns. The global travel restrictions imposed during 
the COVID-19 pandemic had a strong negative effect on the TUI Group’s earnings and 
liquidity – evidenced from the end of March 2020 and throughout the financial year 2021. 
The company’s financial position became stretched and emergency funding was secured 
from the German government; additional capital funding was secured through two rights 
issues of shares. 

Another response was to reconsider aspects of its strategy with regard to asset ownership, 
following the lead of the large international hospitality chains. TUI announced that it had 
completed the sale of its 49% stake in the Riu family hotel properties in a deal valued at 
€670mn. The proceeds of the sale of the portfolio of 21 properties will enable the company 
to reduce its levels of debt while continuing to utilize the hotels for its itineraries. 

Chief executive Fritz Joussen said, ‘The transaction enables us to further implement our 
‘asset-right’ strategy with a clear focus on managing brand, operations, customer experi
ence and distribution – decoupling growth in hotels from investments and hotel manage
ment and the holiday experience from property ownership’ (Taylor, 2021). 

The deal represents the latest in a series by the group as TUI divests cruise ships and prop
erty assets to focus on its operations and brands. 

Sources: www.tuigroup.com; Taylor (2021) 

Questions 

1. Why is TUI engaged in a program of disposals? 

2. Why do you think TUI decided to sell these particular assets? 

12 .19  SHORT  CASE  I LLUSTRAT ION 
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Small business focus 
This chapter indicated that there is a great deal of consolidation occurring in all parts of THE. As the 
world’s large THE groups consolidate, they are deriving the benefits from economies of scale and 
scope and concentrating resources so that they can acquire the latest technology and expertise. In 
doing so, strong internationally recognized brands are being developed for more sophisticated and 
demanding customers. This growth of the large brands has been achieved by a mix of methods that 
vary in different parts of THE. 

However, consolidation should not be overemphasized. Although the big brands are expanding their 
market shares, the sectors that constitute THE for the most part remain highly fragmented. Accom-
modation, events management, travel intermediaries, attractions and venues, festivals and exhibi-
tion organizers still have many smaller companies operating as a result of relatively low barriers to 
entry and the emphasis on personal service. 

One of the world’s largest branded hotel companies, IHG (www.Ihgplc.com) estimates that the total 
hotel market is about 17.2 million rooms, of which branded hotels account for only slightly over half 
of all rooms (54%). Its world market share is about 4.5%, for example. The large branded accommo-
dation chains are undoubtedly increasing their share, though. IHG benchmarks itself against four 
large competitors. The five leading branded hotel companies (IHG, Marriott, Hilton, Wyndham and 
AccorHotels) account for approximately 24% of total open branded rooms. 

Unlike large firms, which have some chance of shaping and controlling the environment in which they 
operate, SMEs have limited resources and consequently have little option but to take whatever the 
environment throws at them (Haberberg and Rieple, 2008). In such circumstances, the methods for 
strategic development SMEs adopt may be limited, and they may need to gain protection from preda-
tory larger competitors. Thus, in many circumstances, mergers and acquisitions may not be possible 
because they are expensive, access to finance is often difficult for SMEs and they often end in failure. 

In many cases, the only options available are likely to be organic development and some sort of 
joint development. Many SMEs succeed through organic growth in THE because they have found a 
particular niche that they can exploit or because they can provide competitive service delivery that 
is appropriately personalized. Indeed, though it is usually assumed that most businesses want to 
pursue growth and profitability objectives, this may not necessarily be the case with regard to some 
SMEs operating in THE sectors. Several researchers (see, for example, Getz and Petersen, 2005; Wil-
liams and Shaw, 2003; Wang et al., 2019) have identified the prominence of lifestyle motives among 
THE business owners that may preclude them from pursuing growth and profitability at the expense 
if their lifestyle objectives. 

Some of the difficulties encountered by SMEs are, in part, overcome through aspects of collabora-
tion, which has been viewed through the importance of networks and clusters (Morrison et al., 
2004; Baggio et al., 2010; Mwesiumo and Halpern, 2017; Ness et al., 2018). Joint development has 
become particularly prevalent as a means of expansion for SMEs, and this chapter looked at several 
means by which SMEs can develop, such as by franchising and by joining marketing consortia. 

Franchising has been particularly important as a growth method for hotel groups. Though Alon 
et al. (2012) found that hotels are significantly different from retail and business services fran-
chises’ internationalization. Franchising-related costs are highest in terms of the required capital 
investment for hotels, but they have proved to be increasingly important for growth in this sector. 
Total investment required by most hotel groups runs into many millions of dollars per hotel. By 
contrast, most other service franchising industries require less than $1mn in start-up costs. 

The high capital requirement raises considerable risks for smaller companies, but most academic 
studies have considered the advantages of this method from the franchisor perspective. Only a few 

https://www.Ihgplc.com
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studies (such as Xiao et al., 2008; Brookes and Altinay, 2011; Yeung et al., 2016; Jang and Park, 
2019) have studied this aspect of strategic management from an SME perspective; that is, from the 
viewpoint of the franchisee. In a European hotel context, Brookes and Altinay (2011) found that in 
selecting partners, franchisees valued factors such as the ability to retain control of assets, a percep-
tion of mutual value and risk, the similarity of organizational values and culture and the perception 
of a fair deal. In a study of potential Chinese hotel franchisees, Xiao et al. (2008) found that hotel 
chains that have strong brand awareness and supportive centralized reservation systems and offer 
relatively high returns on investment at relatively low franchise fees are likely to be most attractive. 

Finally, SMEs in THE may seek the advantages of joint development by forming alliances with larger 
organizations. Such alliances are termed asymmetric when they involve cooperation between two 
companies with marked differences in terms of resource portfolio and market position (Barabel 
et al., 2014). In such alliances there is a risk of exploitation by the larger, more powerful partner 
(H. Yang et al., 2014), though there can also be an important role in terms of knowledge transfer, 
which can benefit the smaller, less powerful partner. 

In such alliances (Pansiri, 2008; Pansiri and Courvisanos, 2010), the selection of partners is vital 
to ensure that there are compatible objectives. In exploring the chances of alliance success, Medcof 
(1997) cited four criteria that increase the chances of success (explored earlier in the chapter). 

CHAPTER SUMMARY 

This chapter considered the various methods of strategic development that are available to THE man-
agers and considered a third approach to strategic management, namely, the relational approach. 

Organic growth is the most common method of strategic development, because most organizations 
use it on an ongoing basis. It is therefore difficult to quantify the degree of internal development 
taking place at any time. The action that creates one organization from two is known as integration. 
Though there are many logical reasons why organizations select this method of development, research 
evidence has suggested that its success rate is not particularly high. Integrations are unsuccessful 
for many reasons but mainly due to a lack of research into the target company and its environment. 

Various types of joint development such as strategic alliances and franchises have been considered. 
These are collaborative relationships between organizations that fall short of full mergers, which are 
particularly important in many THE contexts. The various forms of alliance can range from informal 
to highly formalized agreements, and their success often depends on the commitment of both par-
ties to achieving the objectives of the alliance. 

There are times when THE organizations need to opt not for growth but have to be more defensive 
in opting for retrenchment. There are various ways in which this can be carried out, but a disposal 
of assets is the most common. 
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Strategic evaluation and 
selection for tourism, 
hospitality and event 
organizations 

Introduction and chapter overview 
Important decisions are never easy. To ensure that we make the right choice in any given situa-
tion, we must first be in possession of all relevant information. This is the purpose of the strategic 
analysis stage – to ensure that the management of a THE organization is fully aware of the internal 
strengths and weaknesses and the external opportunities and threats. 

The next stage in making an important decision is being aware of all of the options available and 
making a choice between them following a process of evaluation. In the previous three chapters, 
various options related to the key strategic issues facing THE organizations were considered: 

z	Competitive strategy – How can advantage over competitors be achieved? 
z	Strategic directions – Which products or services should be developed, and in which markets should 

they be sold? 
z	Strategic methods – What methods of development should be adopted? 

The most obvious choice is not necessarily the ‘right’ one. Indeed, the whole concept of ‘right’ and 
‘wrong’ may itself be difficult. There may be some options (following an evaluative process) that 
may be obviously wrong. They just do not make any sense when they are evaluated and the organiza-
tion’s current situation is considered. 

However, there may be several options that are considered equally ‘right’, or the evaluation leads 
to conflicting signals. In such circumstances, managers have to make a judgment based on the 
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information they have available. Because we are talking about options for future strategic develop-
ment, it is only after a period of time elapses that the judgment can be assessed and a definitive view 
can be established as to whether the correct (or ‘right’) option was in fact chosen. 

Following the generation of options, the next stage is evaluating each option using consistently 
applied criteria. The purpose of evaluation is to ensure that all options are assessed with equal thor-
oughness. Finally, strategic choice involves actually making a decision based on evaluation of the 
options. In other words, a choice is made between the various competing options. 

This chapter considers each of these stages in turn in relation to the key strategic decisions on stra-
tegic development. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z	Describe the nature of strategic options in relation to THE organizations 
z	Explain the key areas that strategic development decisions concern 
z	Describe the three criteria that are applied to strategic options 
z	Understand the financial and non-financial tools and techniques that can be used to evaluate 

strategic options 
z	Understand examples of the ways in which THE organizations have utilized evaluation in choos-

ing their strategies 
z	Explain the issues involved in choosing between strategic options relating to THE organizations 
z	Understand the differences between a prescriptive and emergent approach to strategy 
z	Explain the limitations of an ‘emergent’ approach to strategy when it relates to strategic evalua-

tion and selection 

13.1 Identifying strategic options 
At the start of this chapter, we must remind ourselves of what makes a decision strategic in nature as 
opposed to one that is operational. We encountered these terms in Chapter 1 in the context of the 
nature of strategic objectives and in the introduction to Part 4. 

Strategic decisions are taken at the highest level of an organization. They concern decisions on how 
the whole organization, broken down into its constituent SBUs, will be positioned in respect to its 
product and resource markets, its competitors and its macro influences. Accordingly, the options 
at the strategic level are those that offer solutions to the ‘big questions’ facing THE organizations. 

Operational-level decisions are those that are concerned with how the internal parts of the organiza-
tion should be configured and managed so that they can achieve the strategic objectives. 

The big questions that are considered in strategic selection usually concern three major areas, all of  
which are discussed in detail elsewhere in this text.  

z	Decisions on competitive strategy (see Chapter 10)  
z	Decisions on products and markets relating to the strategic direction of development (see  

Chapter 11) 
z	Decisions on strategic methods of development (see Chapter 12) 



P
ar

t 
4

484 STRATEGIC OPTIONS

 

  
 
 

 

 
 
 
 
 
 

In most cases, an organization will need to make continual decisions on all of these matters. We 
should not lose sight of the fact that the strategic process is just that – a process. Strategic choice 
is no more of a ‘once-and-for-all’ activity than either strategic analysis or strategic implementation. 
For organizations that exist in rapidly changing environments, decisions on strategic options will 
be required on a continual basis; hence the importance of ensuring that we have a good grasp of the 
issues that are discussed in this chapter. 

13.1.1 Competitive strategy decisions 

Decisions over the organization’s competitive or generic strategy (as discussed in Chapter 10) 
are important, not only because they define the organization’s competitive position but also 
because they will determine how the internal value chain activities are configured (see Chapters 
3 and 10). 

If the company elects to pursue a differentiation strategy, for example, the implications of this will 
be felt in all parts of the organization. The culture and structure will need to be configured in such 
a way that they support the generic strategy and the product features and quality will also reflect 
it. Similarly, how the organization sources and configures its resource base will need to support the 
strategy. 

The same issues will be considered if a cost-driven strategy is chosen, although the way in which the 
internal activities are configured will be somewhat different. 

13.1.2 Direction of development – product and market decisions 

The questions over which products and which markets are extremely important because they can deter-
mine not only the levels of profitability but also the survival of the organization itself. It is likely that 
strategy will involve a change in the SBU or company’s size. You will recall that in Chapter 10 three 
strategic options were considered: 

z	Growth 
z	Stability 
z	Retrenchment 

If stability is the chosen option, this does not mean that nothing should be done, because to do 
so would invite competitors to increase their own market shares. In such circumstances, market 
share may be fiercely defended through measures such as pricing, promotional offers or increased 
levels of efficiency. Furthermore, even if the market share remains stable when the market as a 
whole is growing, the size of the overall business will increase; that is, to use the analogy of a cake, 
your own organization’s slice of the cake may remain constant but the overall size of the cake is 
growing. 

If retrenchment is the chosen option, decisions have to be made concerning which product or mar-
ket areas should be reduced, sold off or withdrawn. 

In cases where growth is the chosen strategic option the organization will pursue (see Chapter 10), 
decisions have to be taken about the direction of growth. These strategic choices arise from Igor 
Ansoff’s (1987) framework. Ansoff’s generic growth strategies concern whether growth will involve 
new or existing markets and products (see Chapter 6). 

A number of further product and market decisions are normally required. 
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market categories 

Firstly, decisions must be made about the categories of markets the business will be involved with. 
The organization will have to reach decisions on geographic coverage, international exposure and 
the benefits and risks that relate to such options (see Chapter 15). 

Product features 

Secondly, decisions must be made on the features the product will possess. The mix of product 
benefits a product will possess will strongly affect not only costs but also the position the product 
will assume in the market. We encountered Kotler’s (1997) five ‘levels’ of product features (or ‘ben-
efits’) in Chapter 6, and the inclusion or exclusion of any of these will have a strong bearing on any 
proposed strategy. 

Product and market Portfolios 

Thirdly, product and market decisions must include a consideration of portfolio (see Chapter 6). 
The extent to which the products and markets are focused or spread can be very important. A broad 
portfolio (presence in many product market sectors) offers the ability to withstand a downturn in 
one sector and to exploit opportunities that arise in any of the areas in which the business operates. 
Conversely, a narrow portfolio enables the organization’s management to be more focused and to 
develop expertise in its narrower field of operation. 

life cycle considerations 

The final consideration to be made for products and markets concerns their life cycle positions. It is 
perhaps intuitive to say that products or markets that are approaching late maturity or are in decline 
should be of particular concern, but there is also a need to produce new products or develop new 
markets on an ongoing basis. Products in late maturity or in decline can produce medium to high 
levels of positive cash flow. New products in the introductory or early growth phases, on the other 
hand, often produce negative cash flows. Thus, mature and declining products can release financial 
resources that can be invested in new products, which can then in time move up the product life 
cycle toward maturity (see Chapter 6). 

13.1.3 Strategic method decisions 

The third area for which strategic business-level decisions are required relates to the methods or 
mechanisms that are to be used. A basic choice exists between: 

z	Internal (organic) development 
z	Mergers and acquisitions 
z	Joint development such as alliances and franchises 

The choice has important implications for the: 

z	Resources that are required 
z	Degree of control over future strategic decisions 
z	Speed with which a change in the position of the SBU could be achieved 
z	Need to reconfigure the internal value chain of the organization 
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For example: A tour operator has decided that its future growth method should be that of 
organic growth achieved through adding destinations to the existing range that it serves. 
In making the decision, the company’s managers would be cognizant of the fact that this 
method usually produces slower growth than alternatives (because resources are provided 
by one organization only). Either alternative (some form of joint development or a merger 
or acquisition) would involve a step change in size and produce speedier growth. 

However, the organization’s managers would also be aware that internal growth retains 
full control within the existing organization, with no control being ceded to other 
organizations. That is, the existing managers would continue to control the company, 
including subsequent decisions about strategy. 

13.2 Applying evaluation criteria 
When considering which course of action to pursue, a number of options may occur to an organization’s 
top management. To ensure that each option is fairly and equally assessed, a number of criteria are applied. 

KEY  CONCEPT  

Prescriptive strategy 

This text is primarily concerned with prescriptive strategy, which takes the view that a ratio
nal, evidence-based analysis of the environment will reveal options that will deliver the 
strategy. The options revealed in this way then have to be evaluated and choices made to 
select the options most likely to produce a successful outcome. Because the choices are 
based on logic and evidence, proponents of prescriptive strategy would argue that they are 
more likely to be successful than alternatives. 

Emergent strategy, on the other hand, reflects the fact that sometimes strategy is not 
derived from a formal planned approach (as implied above) but instead emerges from 
many sources, in many different ways. 

In reality, in most real-world situations, strategy is probably derived from both sources, as 
Mintzberg and Waters (1985) argued; that is, that ‘realized’ strategy is the product of both 
deliberate planning (prescriptive strategy) and also emerges in an unplanned way (emer
gent strategy). 

For each option, three criteria are applied. To ‘pass’, the option must usually receive an affirmative 
answer to each criterion. Various acronyms have been introduced to describe the criteria, such as 
RACES (as described by Haberberg and Rieple, 2008), SCARE and CARES, which usually stand 
for resources, acceptable, consistent, effective and sustainability, which are considered in the order 
required by the acronym. 

Here, another widely used scheme is used (see, for example, Whittington et al., 2020) – the ‘SFA’ frame-
work – but here we add a fourth criterion: ‘sustainability’. Thus, the evaluation framework becomes: 

z	Suitability 
z	Feasibility 
z	Sustainability 
z	Acceptability 
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Thus, each strategic option should be considered in relation to the four criteria by considering 
whether the strategic option is suitable, feasible, acceptable and sustainable and enables competitive 
advantage to be achieved, as summarized in Table 13.1. 

The process of evaluation is an integral part of the overall strategy process, as indicated in Fig-
ure 13.1. Note that a screening stage is introduced after suitability. Because evaluation can be costly 
and time-consuming, this allows options that are clearly unrealistic – that is, that are not likely to be 
feasible or acceptable – to be dropped for further evaluation. 

Table 13.1 Summary of the criteria used for evaluation 

Criteria Key issues 

Suitability Does the proposed strategy: 

z	Exploit opportunities in the environment and avoid or address the threats? 

z	Capitalize on an organization’s strengths and avoid or address the weaknesses? 

z	Address the expectations of stakeholder groups? 

Feasibility Is the proposed strategy possible: 

z	In relation to the organization’s internal culture, capabilities and resources? 

z	In relation to the organization’s external stakeholders? 

Sustainability Does the proposed strategy deliver a sustainable solution: 

z	That is more sustainable than previous strategies? 

z	That promotes economic and social practices that benefit the organization, its 
employees and society? 

z	That engages in practices that do not compromise environmental resources for 
future generations? 

Acceptability Does the proposed strategy deliver performance: 

z	Outcomes that are acceptable to the organization’s stakeholders? 

z	That is superior to the current situation? 

z	That is better than that of the organization’s competitors? 

Figure 13.1 The strategic evaluation process 



P
ar

t 
4

488 STRATEGIC OPTIONS

 

 

 
 

 

 

13.3 Suitability 

z	Suitability is concerned with assessing whether the strategy will enable the organization to achieve its 
strategic objectives. 

A strategic option is suitable if it will enable the organization to actually achieve its strategic objec-
tives. If it will fall short of achieving these objectives in any way, there is no point in pursuing it and 
the option should be discarded. 

For example: If an events management organization has set one of its strategic objectives as 
‘to spread its market portfolio by gaining a presence in selected foreign markets’, the option 
of increasing the company’s investment in its domestic market would clearly be unsuitable. 

The suitability of options must be assessed not only in relation to the objectives that have been set 
but also in relation to the SWOT. The SWOT itself is, of course, the culmination of a number of 
analytical tools and techniques such as STEEP, five forces, value chain and the cultural web. 

	z Explain where strategic evaluation and selection fit into the strategic process. 

	z Describe the four criteria that can be used to evaluate strategic options. 

	z In relation to the direction of development, outline the main product–market decisions 
that are required. 

TH INK POINTS  

Options might be regarded as suitable when they: 

z	Exploit opportunities in the environment and avoid or address the threats 
z	Capitalize on an organization’s strengths and avoid or address the weaknesses 
z	Address the expectations of stakeholder groups 

It is also important to recognize cases where strategic options may be unsuitable: 

z	Suitability may be seen in relative terms, and the various options are thus ranked according to their 
suitability. 

z	There is a need for internal consistency in the choice of options, in that the choice of competitive 
strategy (such as cost leadership or differentiation), the development direction (such as mar-
ket development or diversification) and the development method (internal, acquisition or joint 
development) need to work together as a ‘package’. 

Suitability: foreign airline access to US markets 

The airline market in the USA is the world’s largest, accounting for about 35% of world 
demand, though China is forecast to overtake the USA during the 2020s (www.Iata.org). 

13 .1  SHORT  CASE  I LLUSTRAT ION 

https://www.Iata.org
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13.3.1 Screening

Having applied the suitability criterion, a further stage might be interjected in some cases – that of 
screening.

If certain options are clearly unsuitable, it makes little sense to expend the time, effort and expense 
involved in applying further criteria. Consequently, at the screening stage, a decision is made as 
to whether it is worth continuing with the further stages of evaluation or whether certain options 
should be disregarded at this stage of evaluation owing to their unsuitability.

The case of the Kenes Group, an event management company that organizes scientific conferences 
worldwide, illustrates why screening might be necessary.

However, despite airline deregulation that took place in the 1970s and 1980s, restrictions 
on foreign ownership of airlines still apply. Like many governments, the USA has histori-
cally restricted foreign ownership to protect its domestic companies in the belief that it is 
strategically important for the country to have strong domestic industry. Foreign airlines 
are restricted to ownership of 25% of any US-based airline, thus preventing foreign carriers 
from entering the market.

For example, British Airways, a subsidiary of IAG Group, has long been reported to have 
sought a merger partner in the USA, and talks have been held at various times with Ameri-
can Airlines and US Airways (now itself part of American Airlines). However, a non-American 
airline seeking to grow in the USA through market penetration is restricted in its choice of 
strategic method.

The foreign ownership restrictions prevent the purchase of an American airline or the devel-
opment of airlines by foreign-based companies. Thus, if British Airways or any other airline 
wanted to achieve its stated strategic objective of US airline market penetration, it would 
have little option but to do so through joint development opportunities, such as through 
alliance relationships, to develop its position in this vitally important market. This has actu-
ally occurred as cooperation with American Airlines through the oneworld Alliance. Simi-
larly, Delta and United Airlines are members of the SkyTeam and Star alliances, respectively.

Thus, in this example, if an option of US acquisitions was proposed, it would not be ‘suit-
able’ because it would not be capable of achieving the strategic objective.

Questions

1. Explain the issue of suitability highlighted by this case.

2. What are the advantages and possible disadvantages to the country of placing restric-
tions on foreign ownership imposed in this example?

13 .2  SHORT  CASE  I LLUSTRAT ION

Screening: international growth for Kenes events management company

The management of events is a very diverse field and is highly fragmented, with many small 
businesses in operation. Like an advertising agency, a football team or a small travel agency, 
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events management companies often rely very heavily on the competences of a small group of 
highly skilled people as their main source of competitive advantage. Consequently, such orga
nizations have to plan their growth carefully so that they do not overburden their key resource. 

The Kenes Group focuses on providing international congress organization services from its 
headquarters in Geneva, Switzerland, and regional and national offices in key business loca
tions around the world. Founded in 1965, Kenes is an industry leader in organizing medical 
and scientific conferences and is a member of the international trade bodies ICCA (the 
International Congress and Convention Association) and IAPCO (the International Associa
tion of Professional Congress Organizers). The company has members in both the PCMA 
(Professional Convention Management Association) and ASAE (American Society of Asso
ciation Executives). 

Kenes Group has over 100 long-term and returning clients worldwide and has managed 
almost 4,000 global conferences in 100+ countries. Many of the conferences take place on 
an annual basis (though in different cities each year) around the world. An example is the 
Annual Meeting of the European Society of Pediatric and Neonatal Intensive Care (ESPNIC), 
whose latest meeting took place in Vienna, Austria, in May 2023 (www.clocate.com). 

Although large in its chosen specialist field, there are many competitors, and the company 
has to consider the suitability of international expansion carefully before proceeding. The 
company has expanded its international offices. However, the company is clear that they 
only establish regional and national offices, if it makes sense for its clients and Kenes’ quality, 
mission and values will be upheld by the regional and local partners that it knows and trusts. 

Clearly, a company such as the Kenes Group is pursuing a strategic objective that involves 
spreading its market portfolio by gaining a presence in selected foreign markets. Its current 
executive offices, though geographically widely spread, provide global coverage through 
regional offices but without a presence in some key countries (such as Brazil, Russia, Can
ada, the UK, South Africa, Australia and Indonesia). 

In such a case, management needs to consider its financial and human resources carefully 
and the relative attractiveness of market opportunities before expanding into new coun
tries, and thus a screening process might take place to determine which countries provide 
the best opportunities. In keeping with this approach, a new office was opened in Lisbon, 
Portugal, in 2019, marking 18 office locations on four continents. 

Sources: www.kenes-group.com; www.clocate.com 

Questions 

1. Explain why a screening process might be beneficial this case when assessing interna
tional expansion. 

2. What factors might it be useful for Kenes to take into account when considering opening 
new international offices? 

For example: The events management company Kenes Group had set one of its strategic 
objectives as ‘to spread its market portfolio by gaining a presence in selected foreign 
markets’. When the management considered its financial and human resources, as a 
relatively small company, it is likely that it only had sufficient resources to expand into one 

https://www.kenes-group.com
https://www.clocate.com
https://www.clocate.com
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new country at a time. Initially it had considered six countries as possible contenders for 
the first expansion. A simple screening process (such as that shown in Table 13.2) might 
help such a company decide which country offers the best opportunities. 

In this example, the six countries are ranked from 1 to 6 (with 1 being the most attractive) 
on four measures. The measures chosen might vary according to circumstances, but taking 
these measures into account, three countries (B, C and E) appear ‘suitable’ and worthy 
of further evaluation. Country B, for example, appears to be an attractive market of a 
good size. The company is well placed to exploit the market in terms of its competences, 
but unfortunately the regulatory and general business environment only appear to be 
moderately favorable (compared to options C and E). 

Thus, in this case, a screening process by which six alternatives are ranked allows three options 
to be ‘screened out’, allowing three (options B, C and E) to go forward for further evaluation. 

The example given above is of a simple screening process based on ranking alternative options. 
Though conceptually simple, importantly, it relies heavily on the strength of the underlying analy-
sis. The ranking of the options should be based on a solid analysis of the available evidence; other-
wise, the screening and the ranking on which it depends will have no validity. Assessing the market 
attractiveness, for instance, requires a sound understanding of the dynamics of the particular mar-
ket in question. This will perhaps be based on Porter’s five forces framework, which was covered in 
Chapter 9, and other relevant analytical tools and techniques. 

13.4 Feasibility 

z	Feasibility is concerned with assessing whether the strategy is capable of working in practice. 

A strategic option might be considered suitable but not possible. In other words, the option is not 
feasible. When evaluating options using this criterion, it is likely that the options will be feasible 
to varying degrees. Some will be completely unfeasible, others have some potential, whereas others 
still are definitely feasible. 

The extent to which an option is feasible will accordingly depend in practice on two areas: 

1. The culture, skills and resources, which are internally controlled by the organization. An organiza-
tion might not have the culture, skills or resources necessary to carry out the options. A deficit 

Table 13.2 Summary of rankings for strategic options 

Criteria Country A Country B Country C Country D Country E Country F 

Market size 4 2 1 6 3 5 

Market 
attractiveness 

3 1 2 5 4 6 

Company 
competences 

6 2 3 4 1 5 

Regulation 
and business 
environment 

4 3 2 5 1 6 

Total 17 10 8 20 9 22 
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in any of the key resource areas (physical, financial, human and intangible) will present a problem 
at this stage of evaluation. If an option requires capital that is unavailable, human skills that are 
difficult to buy in, land or equipment that is equally difficult to obtain or a scarce intellectual 
resource, then it is likely to fail the feasibility criteria. 

Feasibility: access to scarce resources at London’s Heathrow Airport 

Takeoff and landing slots are rights allocated to an airline by an airport or government 
agency granting the slot owner the right to schedule a landing or departure at a particular 
time. Usually they are referred to as a ‘pair of slots’ to denote the right to both take off and 
land. 

London’s Heathrow Airport, one of the world’s leading international airports, has been work
ing at or close to capacity for a number of years. The pairs of slots are a scarce resource, as 
they are at many busy airports around the world. The rights of airlines to operate the slots 
generally lie with those airlines that have operated at the airport for a protracted length of 
time, operating under so-called grandfather rights. Although most airlines did not originally 
pay for the slots but inherited them through historically operating from the airport, they 
protect them and rarely sell them. 

Because these inherited rights are rarely relinquished by airlines, the allocated slots have 
gained a commercial value and can be traded between airlines. For example, in March 2020, 
Air New Zealand sold a mid-morning arrival slot at the airport for US$27mn because it 
planned to cease using the slot for its flight from Los Angeles. 

Many airlines would like to establish a presence at Heathrow, a key international transit hub, 
some in preference to using London’s second largest airport, Gatwick. However, the airlines 
are prevented from doing so by the lack of slots coming onto the market or their cost when 
they do so. It is comparatively rare for slots to be marketed because airlines that possess 
the valuable resource (such as British Airways, which has a dominant 54% of Heathrow slots) 
tend to retain them and defend their position. 

Consequently, though establishing a presence at Heathrow might be a suitable aspect of 
a growth strategy for an airline, it might not be feasible due to the deficit in a key resource 
area; that is, the failure to gain access to the physical resource of Heathrow. 

Source: ‘How landing and take-off slots are allocated at congested airports’ (2017) 

Questions 

1. Explain the difference between ‘suitability’ and ‘feasibility’ illustrated by this case. 

2. What options might be feasible for an airline seeking to expand operations focused on 
London? 

13 .3  SHORT  CASE  I LLUSTRAT ION 

The checklist shown in Table  13.3 indicates some of the key internal feasibility issues to 
consider. 
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Table 13.3 A ten-point checklist on internal feasibility 

Internal issue Key questions 

z	Capital investment required 

z	Projection of cumulative profits 

z	Working capital requirements 

z	Tax liabilities and dividend payments 

z	Number of employees 

z	New technical skills required, new 
operational equipment required: 

z	New products and how are they to 
be developed 

z	Amount and timing of marketing 
investment and expertise required 

z	The possibility of acquisition, 
merger or joint venture with other 
organizations and the implications 

z	Communication of ideas to all those 
involved: how will this be done? 

Do we have the funds? 

Is it sufficiently profitable 

Do we have enough working capital? 

What are the implications, especially on timing? 

Are there sufficient or too many employees? 

In the case of redundancy, what are the costs 
associated with this? 

Do we have the skills? 

Do we need to recruit or hire temporarily some 
specialists? 

Are we confident that we have a portfolio of fully 
tested new products? 

Are they breakthrough products or merely catch-up 
on our competition? 

Do we have the funds? 

When will they be required? 

Do we have the specialist expertise, such as 
advertising and promotions agency teams to 
deliver our strategic options? 

Have we fully explored other strategic 
options that would bring their own 
benefits and problems? 

Will we gain the commitment of the managers and 
employees affected? 

Who are required to implement the required changes? 

Source: Adapted from Lynch (2021:359) 

2. The second area that needs to be considered with regards to feasibility relates to the consider-
ation of competitive reactions and other considerations, which are external to the organization. 
Specifically, the acceptance of customers and suppliers, competitive reactions and necessary ap-
provals from government or regulatory bodies need to be considered. 

Feasibility: Chinese budget hotel brands fight for market share 

After learning and absorbing international practices, China’s domestic hotel firms developed 
rapidly after 1990. Not only are these domestic firms growing in size, but many have stra
tegically positioned themselves in different market segments. Chinese domestic branded 

13 .4  SHORT  CASE  I LLUSTRAT ION 
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budget chains developed prominently with a race to roll out their brands across the country 
to gain so-called first-mover advantage and secure a large market share. Doing so rested 
partly on their ability to raise capital from overseas equity markets. 

One such example (Gu et al., 2012) is that of Home Inn, a budget hotel chain formed in 
2002. The US$109mn the company raised from its initial public offering (IPO) from the NAS
DAQ exchange in New York in 2006 was invested in its aggressive expansion. The finance 
enabled the company to compete effectively with Jin Jiang Inn, China’s leading budget 
hotel chain. 

However, another Chinese budget hotel chain, 7 Days Inn, followed the development 
model by using what is sometimes referred to as a me-too strategy in strategy texts. In 
2009 it raised US$111mn through the New York Stock Exchange. The company is currently 
ranked as one of the top five budget chain hotels in China. Its quick ascent to the top rank 
of budget hotel operators following its founding in 2005 was attributed to its ability to raise 
capital from an overseas equity market. 

Thus, Home Inn used a particular funding method to expand rapidly. In pursuing this growth, 
however, the hotel chain would have had to consider whether it would be feasible for other 
operators to pursue a similar strategy. As it turned out, it was feasible for another chain to 
adopt a ‘me-too’ strategy and gain finance in a similar way to fund its expansion plans. 

Subsequently, the Home Inn chain was acquired by a state-controlled tourism group, Beijing 
Tourism Group (BTG) in 2015. 

Source: Adapted from Gu et al. (2012) 

Questions 

1. Explain why an organization such as Home Inn should consider the reactions of competi
tors in considering feasibility. 

2. Explain what is meant by first-mover advantage and a me-too strategy in relation to this 
illustrative case. 

The checklist shown in Table 13.4 indicates some of the key external feasibility issues to consider. 

Table 13.4 A four-point checklist on external feasibility 

External issue Key questions 

Customers How will our customers respond to the strategies we are proposing? 

Competitors How will our competitors react? 

Do we have the necessary resources to respond? 

Suppliers Do we have the necessary support from our suppliers? 

Government Do we need government or regulatory approval? 

How likely is this? 

Source: Adapted from Lynch (2021:360) 
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13.5 Sustainability 
Global imperatives such as climate change, resource scarcity and demographic changes are increas-
ingly forcing organizations and destinations toward more sustainable resources, processes and prod-
ucts (Höse et al., 2022). Sustainability strategy is discussed in Chapter 16. 

The consequent shifts in the attitudes of consumers exacerbate the trend by leading THE organi-
zations (and others) to reassess the way in which they carry out their activities; hence the need 
to incorporate sustainability as a criterion in evaluating strategic options (Bansal and DesJardine, 
2014; Asmelash and Kumar, 2019; Cardeal et al., 2020). 

Despite the preponderance of academic material, the meaning of sustainability (and its place in 
strategy) is often unclear. Some people restrict sustainability to ‘green’ environmental issues, and 
others use it synonymously with corporate social responsibility (Bansal and DesJardine, 2014). Sustain-
ability has been commonly defined as development that ‘meets the needs of the present without 
compromising the ability of future generations to meet their own needs’ (WCED, 1987). 

In this way, sustainability is about ensuring that future generations are able to experience the same 
opportunities as the current generation, or intergenerational equity, as it is often termed. The same 
logic, it is argued, applies to business sustainability, because most managers want their business to 
be at least as profitable as in the past and, ideally, for profits to grow. In other words, firms want to 
respond to their short-term financial needs without compromising their ability to meet future needs 
(Bansal and DesJardine, 2014). 

Sustainability requires trade-offs, with firms choosing between investing less for smaller profits 
sooner and investing more for greater profits later (Laverty, 1996). This aspect of a trade-off distin-
guishes sustainability from CSR, though undeniably they are often used interchangeably in the litera-
ture. CSR is normally viewed as a set of organizational activities that are good for society and the firm 
(McWilliams and Siegel, 2001) and does not necessarily involve a short-term vs long term trade-off. 

Sustainability: MSC Cruises switch to LNG 

MSC Cruises (www.msccruises.com/) is a privately held company based in Geneva, Swit
zerland, that has grown rapidly to become one of the world’s largest cruise lines. After a 
number of years of enforced retrenchment due to the COVID-19 pandemic restrictions, it 
has now reembarked on its growth trajectory. 

The company has ordered three 205,000 ton ‘world-class’ ships, which will be among the 
world’s largest cruise liners when they are delivered between 2024 and 2027. The ships will 
be powered by LNG. The vessels will be able to sail with decreases in sulfur emissions and 
particulate matter of 99%, NOx emissions of 85% and CO2 emissions of 20% compared with 
traditional fuel oil-powered ships. However, though the cost of the fuel is lower, construction 
costs are typically 15% to 20% higher than those for traditionally powered ships (Ma, 2022). 

13 .5  SHORT  CASE  I LLUSTRAT ION 

Triple bottom line (TBL) is a sustainability-related construct that was coined by Elkington (1997), and 
the terms TBL and sustainability are often used interchangeably in the literature (Alhaddi, 2015). 
The term has also been referred to as a practical framework of sustainability (Rogers and Hudson, 
2011) that allows organizations to put a consistent and balanced focus on the economic, social and 

https://www.msccruises.com
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environmental value provided. The concept has also been widely applied to THE contexts; see, for 
example, Hede (2007), Stoddard et al. (2012) and Boley and Uysal (2013). 

The exact measures to be built into TBL sustainability, however, are themselves complex and highly 
dependent on the contextual circumstances. The indicators to be used were discussed by Asmelash 
and Kumar (2019). Each organization, destination or event needs to determine its own indicators 
to give a fair and balanced picture. 

In broad terms, the focus of TBL is on the: 

z	Economic line – economic value provided by the organization to the surrounding economic system in a 
way that it prospers and promotes its ability to support future generations 

z	Social line – beneficial and fair business practices for the human resources of the organization and 
for the community 

z	Environmental line – engaging in practices that do not compromise the environmental resources for 
future generations. It pertains to the efficient use of energy recourses, reducing greenhouse gas 
emissions, minimizing emissions, etc. (Goel, 2010). 

13.6 Acceptability 
Acceptability is concerned with assessing the expected performance outcomes of a strategy to deter-
mine whether they are likely to be acceptable to stakeholders. 

In considering expected performance, it is useful to make an assessment following Whittington 
et al. (2020) on what can be termed the ‘3 Rs of acceptability’: 

z	Reactions of stakeholders 
z	Returns 
z	Risks 

In assessing the strategy for acceptability, it is sensible to consider all of the 3Rs. Consequently, the 
acceptability of a chosen strategy is often determined by using a range of analytical financial and 
non-financial tools such as those described later in the chapter. A strategic option is acceptable if 
those who must agree to the strategy accept the option. This raises an obvious question – who are 
those who agree that the option is acceptable? 

13.7 Reaction of stakeholders 
We encountered the concept of stakeholders in Chapter 1, and we shall return to it again in Chap-
ter 16. The extent to which stakeholders can exert influence on an organization’s strategic decision 
making rests on the two variables power and interest (see Chapter 1). 

Stakeholders that have the highest combination of both the ability to influence (power) and the will-
ingness to influence (interest) will have the most effective influence. Where two or more stakeholder 
groups have comparable influence, the possibility of conflict over acceptability will be heightened 
(see the easyJet Short Case Illustration). In most cases, the board of directors will be the most influ-
ential stakeholder. It is also important to consider the commitment from managers and employees. 
If important members of the organization are not committed to the strategy, it is unlikely to be suc-
cessfully implemented. 
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Acceptability of strategic options: easyJet 

easyJet plc is a British airline based at London Luton Airport. The airline was launched 
in 1995 as part of the easyGroup conglomerate by Cypriot businessman Sir Haji-Ioannou 
(often referred to by his first name, ‘Stelios’) with two ‘wet leased’ aircraft and was floated 
on the London Stock Exchange in November 2000. 

Subsequently, easyJet has grown rapidly as consumers took to the variant of the low-cost 
model pioneered by Southwest Airlines in the USA, which the airline operates. It has grown 
through acquisitions and by developing new operating bases across Europe. It now has 
operating bases across Europe, the largest of which is at London’s Gatwick airport. easyJet 
is the second-largest low-cost carrier in Europe, behind Ryanair. 

Although he stepped down from the easyJet board, Haji-Ioannou and his family remain large 
shareholders, with about a third of all shares. He has repeatedly clashed with easyJet’s board 
over its strategy. His criticisms have been over several issues. His resignation from the board 
in 2010 was prompted by the airline’s strategy, which called for the expansion of its fleet with 
an order to buy over 130 new Airbus aircraft. He argued that such rapid expansion of the fleet 
(from its 2013 level of about 200 aircraft) was unsustainable and that, instead, more money 
should go to shareholders in dividends. The easyJet board, however, argued that growth and 
fleet renewal were essential to maintain easyJet’s strong European market position. 

The fleet renewal and enlargement were approved by the board and new aircraft deliver
ies took place. Subsequently, Stelios has clashed with the board over other issues includ
ing executive pay and dividend policy. In 2016 he again made his feelings plain when he 
opposed the rumored takeover of a failing British rival, Monarch Airlines. ‘My personal 
view as a shareholder’, he said, ‘is that easyJet should not do any acquisitions. They usually 
destroy shareholder value’ (Young, 2016). 

The issues raised by Stelios seem to have been resolved as his shareholding fell to about 
15% from September 2021 as he failed to take up his allocation of shares from a ‘rights 
offer’, raising additional capital for the company. 

Source: www.corporate.easyjet.com 

Questions 

1. Explain the issue of acceptability highlighted by this case. 

2. Which of the stakeholders involved in this case is likely to be able to adopt their favored 
strategy, and why? 

13 .6  SHORT  CASE  I LLUSTRAT ION 

13.8 Returns 
We learned in Chapter 1 that one of the key objectives in strategy is to create competitive advan-
tage. This criterion asks a simple question of any strategic option – what is the point of pursuing an 
option if it is not going to result in superior performance (compared to competitors) or higher than 
average profitability? In other words, a strategic option would fail this test if it were likely to only 
result in the business being ‘ordinary’ or average in relation to the industry or sector norm. 

https://www.corporate.easyjet.com
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This is particularly important when considering product options. For example, if a new product 
option is forecast to receive an uncertain reception from the market, we might well ask what 
the point of the launch is at all. It would be unlikely to result in competitive advantage for the 
business. 

How do we know if competitive advantage is likely to be achieved in the future as a result of imple-
menting the chosen strategy? We cannot be certain, because we are dealing with forecasts of the 
future rather than measurements of the past, but the answer lies in the returns that are likely to be 
received. 

In the commercial sector, this normally relates primarily to the financial returns that are likely to be 
received as a result of implementing the strategy. For noncommercial activities the returns may be 
assessed in a rather different way. In these circumstances, we are more likely to be concerned with 
the benefits that are received relative to the costs that are incurred to achieve these benefits (so-
called cost–benefit analysis). 

13.9 Financial tools for evaluating returns 
In the evaluation and selection stage, a number of ‘tools’ are available to managers that may assist 
in deciding upon the most appropriate option. Not all of them will be appropriate in every circum-
stance, and some are more widely used than others. They are used to explore the implications of the 
options so that the decisions that are made are based on the best possible information. 

Accountants or financial analysts are usually very involved in strategic evaluation and selection 
because of their expertise in understanding the financial implications of the possible courses 
of action. Some of the tools involved can be quite complicated, so a detailed discussion of their 
workings is beyond the scope of this book. However, it is extremely important that decision 
makers (who may or may not be financial specialists) have an understanding of the financial 
principles involved to make sound judgments; hence the need to cover the issues and prin-
ciples here. 

The reader is referred to more specialized texts which cover this material in greater depth. For 
example, Horner (2020) is a good starting point for non-financial specialists, Arnold and Lewis 
(2019) give more detailed general coverage and Scholes et al. (1998) consider financial deci-
sions specifically in a strategic management context. Specialist THE texts that cover this mate-
rial and place it in a relevant contextual framework include Adams (2020) and DeFranco and 
Lattin (2006). 

In Chapter 5 we considered cash flow forecasting, which is an important stage of financial analy-
sis. Here we consider methods of investment appraisal, which usually forms part of the financial 
decision-making process when making a choice between differing strategic options. 

13.9.1 Investment appraisal – introduction 

An investment, at its simplest, is some money put up for a project in the expectation that it will 
enable more money to be made in the future. The additional money over and above the original 
investment is termed the return on investment. There is often a strong time element to investment 
appraisal techniques because the returns on the investment may remain for several years or even 
decades. Therefore, a factor is often built into the calculation to account for the time value of money 
(see Key Concept below). 
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The time value of money 

Generally, a sum of money received now is preferable to the same sum of money received 
at some point in the future. 

This time preference is so because of the time value of money and not because of inflation 
or risks – though both are important. In most developed and developing economies, infla
tion has caused the value of money to diminish over time. Even if there were no inflation 
and there was an absolute certainty that the amount of money would be returned, the time 
preference for money would still hold. 

The explanation lies in the concept of opportunity cost. If a sum is received immediately, 
rather than some time in the future, it can be invested in some way and yield a rate of 
return. Thus, the difference between present and future receipt is the opportunity cost of 
the investment opportunity foregone. 

Because future inflows of cash are less desirable than present inflows, they must be dis
counted at a rate of interest so that the current and future inflows of cash are equalized. 

KEY  CONCEPT  

There are thus two key questions surrounding investment appraisal: 

z	How much will the organization make against each investment option? 
z	When will the organization receive its return on investment? 

Key measures of acceptability are the returns that are likely to accrue from specific options and the 
risks of potential losses. Returns are based on forecasts. What risks arise if the forecast returns turn 
out to be inaccurate? 

A common method of assessing the financial acceptability of strategic options is through the appli-
cation of investment appraisal techniques. Various methods of investment appraisal can be used. We 
will briefly consider the principles involved with the five most common methods below. These are: 

z	Payback method 
z	Breakeven analysis 
z	Accounting rate of return 
z	Net present value (NPV) 
z	Internal rate of return (IRR) discounted cash flow (DCF) methods 

13.9.2 Payback method 

The first and most obvious thing that managers want to know about any investment is the payback 
period. This is the time taken to repay the investment – the shorter the better. If, for example, an 
investment of $1,000,000 is expected to increase profits by $100,000 a month, the payback period 
will be 10 months. 
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In practice, payback periods are rarely this short, and it is this fact that makes investment appraisal 
calculations a bit more complicated. When the effects of inflation are taken into account, the returns 
on an investment can be eroded over time. Consequently, accountants include a factor to account for 
the effects of inflation, usually on a ‘best-guess’ basis. The payback method can be justified on the 
grounds that it represents a simple, quick screening process. 

However, it can be criticized in that it ignores the so-called time value of money and also ignores 
inflows after the payback period. 

13.9.3 Breakeven analysis 

Breakeven analysis is concerned with finding the point at which the total revenue from a project is 
equal to the total costs incurred. 

The analysis (see, for example, Glautier et al., 2010:ch. 19) is directed toward finding the tipping 
point (breakeven point) beyond which revenue exceeds the total costs; that is, the variable and fixed 
costs combined. As such, it rests on a number of assumptions, including: 

z	Costs can be easily attributed between fixed and variable elements 
z	Fixed costs are constant 
z	Fixed costs can be allocated to particular products 
z	It is possible to predict the volume of sales at various prices 

Nevertheless, breakeven analysis is widely understood and can easily be communicated in orga-
nizations so that employees know the sales levels that must be achieved to attain profitability of 
operations. It is extremely important in many aspects of THE for companies to know their breakeven 
points. 

Thus, breakeven analysis is a useful and widely used tool but needs to be treated with some caution 
because it rests on a number of assumptions and is in itself variable. Managers should, of course, be 
concerned not just with the breakeven point that is calculated but in affecting it in such a way that 
the breakeven point is brought down. In other words, the measure of capacity (such as the load fac-
tor, occupancy rate, etc.) that we use at which breakeven is reached is lowered. To do this, managers 
have to look closely at their costs to ensure that they are minimized. 

For example: An airline or a coach operator would measure their load factors meticulously 
because they are ‘proxy’ measures of their profitability. A certain load factor is reached 
beyond which profitability is achieved, and revenues over and above this tipping point add 
directly to the margins being achieved. Similarly, a hotel operator, restaurant or venue 
operator will measure room occupancy rates, covers served and tickets sold for similar 
reasons. Most companies will have a view on the level at which the breakeven is achieved 
and pass this on to employees, particularly those involved in achieving sales. 

Figure 13.2 shows a graphical representation of the breakeven point for selling seats on an aircraft 
(though the same principles would apply to a bus, a theater, hotel rooms, etc.). 

The following points about costs and revenues should be noted: 

z	Some costs are fixed regardless of sales. In this case, it might apply, for instance, to staff costs for the 
aircraft and landing and takeoff fees and would be variable; that is, it would vary in accordance with 
the number of seats sold. 

z	Total costs = fixed costs + variable costs. 
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z	Total revenues increase as the number of seats sold goes up. 
z	There comes a point at which the lines intersect, at which the revenues received equal the total 

costs. This is the breakeven point. 

The difference between the revenues and total costs represents profit, and this increases quickly 
beyond the breakeven point. In this case, the breakeven point is at about 200 seats sold of a 350-seat 
aircraft, representing a load factor of about 57%. 

13.9.4 Accounting rate of return 

The accounting rate of return (ARR), as its title implies, is an accounting measure. It is calculated 
in three steps: 

z	Take average annual inflows over project life 
z	Deduct depreciation on the initial outlay 
z	Divide the result by the average investment over the period 

The ARR can be justified (like the payback method) on the grounds that it represents a simple, quick 
screening process, but it can also be criticized in that it ignores the so-called time value of money. 

13.9.5 Discounted cash flow methods 

The two main DCF methods (NPV and IRR) are considered superior (but more complicated) than 
payback and ARR because such methods consider the timing of cash flows – the time value of money. 

The time value of money is based on the notion that organizations or individuals need to be com-
pensated for foregoing the use of money for a period of time if, for example, it has been invested in 
a project. 
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Figure 13.2 The breakeven point for selling seats on an aircraft 
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Such methods are based on the concept of compound interest in reverse. For example, if interest 
rates are 10% and a certain investment promises to pay $100,000 in one year’s time, the amount we 
would need to invest now is: 

$100 000 , ´100 = 90 900 $ ,  
110 

That is, $90,900 now is equivalent to $100,000 received in one year. It is the present value of $100,000. 

13.9.6 Net present value 

NPV is the value obtained by discounting the forecast cash inflows and outflows of a project at a cho-
sen acceptable rate of return and taking the net total. An acceptable rate of return is the return that 
stakeholders would think is acceptable relative to other comparable investments. 

Note: The present value of the inflows and outflows can be found by applying a discount factor from 
published tables. 

For example: The discount factor applied after one year at the rate of 10% is 0.9091, 
after two years it is 0.8264, and so on. That is, each US dollar is worth 0.9091 after 
one year and 0.8264 after two years and so on. Thus, NPV involves the following steps: 

1. Find the present value of the project’s cash inflows (using discount rate tables). 
2. Find the present value of the project’s cash outflows (using discount rate tables). 
3. If 1 minus 2 (above) is positive, the investment is worthwhile. If it is negative, 

the project or option should be rejected. 

13.9.7 Internal rate of return 

The goal with this method is to find the interest rate at which inflow exactly equal outflows; that is, 
where NPV = 0. Where IRR is higher than the rate deemed to be an acceptable level of return, the 
option should be considered financially viable. 

For example: If 10% is viewed as an acceptable rate of return and the IRR is calculated 
to be 15%, the project would be deemed to be viable. 

The steps to find IRR are as follows: 

1. Select an acceptable interest rate as a rate of return. 

2. Discount the present and future cash inflows and outflows at this rate. 

3. If the result of this step is not zero, return to step 1 and select a different interest rate. 

4. Continue until the result is zero; that is, the interest rate at which NPV = zero has been found. 
This is the IRR of the project. 

5. If the IRR exceeds the target rate of return that has been set, the investment should go ahead. 

13.9.8 NPV and IRR compared 

Because it is expressed as a percentage, whereas NPV is an amount, IRR is easier to understand, but 
NPV is normally considered superior because: 

z	NPV is easier to calculate.  
z	IRR ignores the relative size of the investments being considered.  
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z	IRR rates are nonadditive; that is, the rates from two or more projects cannot be added together. 
z	In some circumstances there may be more than one IRR. 

13.9.9 Limitations of the financial tools 

The limitations of the financial tools rest on the problem of the unpredictability of the future. We 
learned in Chapters 7 and 8 that the macro and micro environments can change, sometimes rapidly 
and with great magnitude. Accordingly, the actual returns that an organization makes on an invest-
ment may not always be what were expected. 

In making investment decisions, there is a need to consider the effects of inflation; that is, the 
increase in price of goods and services over a period of time. 

A distinction can be made between anticipated and unanticipated inflation. Anticipated inflation 
can be taken into account by investment appraisal models, whereas unanticipated inflation is one 
of a number of sources of uncertainty. The investment analysis is only a tool in helping to make 
decisions and ultimately a judgment has to be made because uncertainty will always exist when 
forecasting the future. 

Thus, when the analysis is complete, investors may require a so-called risk premium (an additional 
return over and above the investment return) to compensate them for the degree of uncertainty, 
including inflation, that they judge to be involved. In forecasting the level of inflation for NPV cal-
culations, the presence of inflation would erode the purchasing power (what the cash sums would 
buy) but would not alter the relative attractiveness of competing projects. In major economies such 
as those in Western Europe, North America, Japan and Australia, the level of inflation has histori-
cally been relatively stable at between 2% and 10%, with an occasional ‘shock’ such as in the mid-
1970s when in the UK, for example, it reached 24%. 

In other parts of the world, however, problems with the supply of goods and the value of currency 
can lead to much higher inflation levels, which have occasionally (in countries such as Venezuela 
and Zimbabwe) exceeded 1000% a year. A presumption of low and stable inflation will therefore 
tend to encourage investment rather than high and unpredictable inflation, which will discourage 
investment or require a large risk premium to be paid to investors as compensation for the increased 
levels of perceived risk. 

Tables 13.5 and 13.6 show a simplified fictitious example that compares two hotel projects. 

Consider the case of a (fictitious) hotel company considering an investment in a new Japanese hotel 
to open in 2019, before the Tokyo Olympic Games in 2020 (shown in Tables 13.5 and 13.6). 

Table 13.5 NPV worked example of two hotel projects (Part 1) 

Cash outflow Period Hotel Project A – Tokyo Hotel Project B – Osaka 
and inflow US$mn US$000s 

Outlay period 0 (15,000) (15,000) 

Inflow period 1 7,000 2,000 

2 5,000 3,000 

3 4,000 7,000 

4 4,000 10,000 
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Table 13.6 NPV worked example of two hotel projects (Part 2) 

Cash outflow 
and inflow 

Period Project A Project B Present 
value @ 10% 

Project A Project B 

Outlay period 0 −(15,000) −(15,000) −(15,000) −(15,000) 

Inflow period 1 7,000 2,000 0.9063 6,344 1,813 

2 5,000 3,000 0.8203 4,102 2,461 

3 4,000 7,000 0.7441 2,976 5,209 

4 4,000 10,000 0.6756 2,702 6,756 

Total 1,124 1,238 

The hotelier has the option of either building the hotel in Tokyo, which would enable the company 
to gain good levels of occupancy at high room rates shortly after opening, or opening in another 
Japanese city such as Osaka, which may give more even returns over a longer period. 

In this case, it is necessary to determine which project is preferable assuming: 

z	The company only has available funding for one of the projects 
z	A discount rate of 10% 
z	NPV provides the most effective means of investment appraisal because it considers the time 

value of money 

In Table 13.6 above, the cash flows are discounted by a factor contained in published present value  
tables (included in many financial textbooks and widely available online). In this case:  

z	Both projects achieve a positive NPV, so both are worthwhile.  
z	Project B is preferable because it provides a higher NPV, though it has a slightly longer payback  

period. 

13.10 Non-financial tools for evaluating returns 
Financial evaluation of strategic options is very important, but for most organizations, other tools 
can also provide useful information. These may require financial information as an input, so they 
should be seen not as ‘instead of ’ financial analyses but ‘as well as’. They enrich the information 
enabling management to select the best strategic option. 

13.10.1 Cost–benefit analysis 

Cost–benefit analysis applies to almost every area of life, not just strategic evaluation and selec-
tion. The cost–benefit concept suggests that a money value can be put on all costs and benefits of a 
strategy, including tangible and intangible returns to people and organizations proposing the proj-
ect. Each option will have a cost associated with it and will be expected to return certain benefits. 
If both of these can be quantified in financial terms, the cost–benefit calculation will be relatively 
straightforward. The problem is that this is rarely the case. 
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The major benefit of such analysis is that it forces managers to be explicit about the various factors 
that influence strategic choice, so that even if people disagree about the valuations included in the 
analysis, the material is brought out into the open and the merits of the various arguments can be 
compared. 

The costs of pursuing one particular option will have a number of elements. Any financial invest-
ment costs will be easily quantifiable. Against this, the cost of not pursuing the next best option 
needs to be taken into account – the opportunity cost. There may also be a number of social and envi-
ronmental costs, which are much harder to attach a value to. 

The same problems apply to the benefits. In addition to financial benefits, an organization may take 
into account social benefits and others such as improved reputation or improved service. Intangible 
benefits are very difficult to attach a value to in a cost–benefit analysis because they can take a long 
time to work through in increased financial performance. 

Though it is difficult to quantify non-financial benefits, it is usually possible after some calculations 
have been made, as well as research and negotiations between the interested parties. The technique 
is commonly used to assess the acceptability of strategic options, particularly in the public sector 
(see, for example, Scholes and Johnson, 2001) and in cases where development involves PPPs. 

The technique has also been quite widely used in THE settings, particularly in relation to major 
infrastructural projects such as for transport development and also in relation to the staging of festi-
vals and events. See, for example, Dwyer (2012) for a description of the method applied to tourism 
and hospitality and Mules and Dwyer (2005) and Dwyer et al. (2016), who applied the concept to 
sporting events. 

The problems with this evaluative technique, however, are that: 

z	Some of the ‘measures’ that are used are in fact subjective judgments and consequently open to chal-
lenge. 

z	There is no agreed methodology and, in reality, the term covers a range of approaches. 
z	In many cases there are issues regarding just where the analysis should stop. 

For example: In considering a major new airport development for a city, it would seem 
appropriate that the increased costs of noise and emissions and congestion should be costed. 
However, aircraft emissions are thought to be partly responsible for the global warming 
phenomena. Consequently, should the costs associated with global warming arising from 
increased air transport movements also be factored into the calculations, or is this aspect 
too remote from the project under consideration? 

KEY  CONCEPT  

Social costs and benefits 

All organizations have an impact on the societies that are in their locality or that are affected 
by their products or activities. As we argued in Chapter 2, THE often has a profound social 
impact: in the home location, at destinations and in transit between the two. Although 
the term social is a bit nebulous, it is generally taken to mean the effect of the condition 
being evaluated on employment, social well-being, health, chemical emissions, pollution, 
aesthetic appearance, charitable societies, etc. 
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A strategic option will have an element of social cost and social benefit. We would describe 
a social cost as a deterioration in any of the above – an increase in unemployment, higher 
levels of emissions, pollution, declining salaries, etc. Conversely, a social benefit will result 
in improvements – increasing employment, cleaner industry, better working conditions, etc. 

13.10.2 Impact analysis 

When a strategic option may be reasonably expected to have far-reaching consequences in either 
social or financial terms, an impact study may be appropriate. Essentially, this involves asking the 
question, ‘If this option goes ahead, what will its impact be on . . . ?’ 

The aspects that might be impacted will depend on the particular circumstances of the option and have 
been widely discussed in THE contexts. Authors such as Archer (1996), Mules (2000) and Andersson 
and Lundberg (2013) pointed out that impact analysis of festivals and events has been a central theme 
in event studies for decades. In their paper, Andersson and Lundberg (2013) studied a three-day 
music event in Sweden and proposed a model for measuring impacts from a sustainability perspective, 
and they developed a common monetary metric that could be applied in different settings. 

As with cost–benefit analysis, impact analysis really describes a range of approaches because the 
type of analysis, the sort of questions that are asked and the measures that are important are highly 
context specific. In other words, the underlying principles may be the same, but the detail will vary 
in the cases of, say, a hotel development, an infrastructure project or festivals and events. 

For example: With regard to a proposed development of a new theme park, the impact study 
might typically take into account the development’s implications for: 

z	Local employment 
z	Primary and secondary levels of spending to be generated and leakages from the local 

economy 
z	The effect of the development on other businesses 
z	The capacity of the local infrastructure such as road and rail services but also utilities such as 

water and sewerage, waste disposal, gas and electricity 
z	The environmental impact on the local flora and fauna and the effects of noise pollution 
z	The aesthetic impact of the development on the local community 

In many cases, an impact study will be an intrinsic part of the cost–benefit calculation, and it suffers 
from the same limitations – that of evaluating the true value of each aspect that may be impacted. 

Evaluation: the Olympic bidding process for the Tokyo 2020 Olympic Games 

The Olympic Games is the world’s largest sporting event, and cities have to bid against 
each other in a highly publicized bidding process. The bids have to go through a careful 
evaluation process before the successful city is chosen. Though the terminology is not used, 

13 .7  SHORT  CASE  I LLUSTRAT ION 
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the evaluation involves a series of stages, which in essence involve suitability, screening, 
feasibility and acceptability. 

	z Suitability – Each competing country has a National Olympic Committee (NOC). The NOC 
coordinates any possible bid from the country it represents and assesses the suitability of 
the bid. At this stage the bid may be withdrawn because it is not deemed to be suitable and 
therefore unlikely to succeed, but if it passes this hurdle, the NOC formally passes the bid 
on to the International Olympic Committee (IOC) for further scrutiny. Cities such as Prague, 
Czech Republic; Saint Petersburg, Russia; and Toronto, Canada, considered making bids for 
the 2020 Olympic Games, but they did not do so. Rome, Italy, was to submit a bid to the IOC, 
but the Italian government subsequently withdrew its support and the bid was withdrawn. 

	z Screening – Following submission of their bids, the ‘applicant cities’ are required to 
answer a questionnaire covering themes of importance to a successful Games organiza
tion. This allows the IOC to analyze the capabilities and the strengths and weaknesses 
of the potential host cities and assess the risks involved. Following a detailed study and 
ensuing reports, the IOC Executive Board selects the cities that are qualified to proceed 
to the next phase. At this screening stage, some cities are screened out and cannot pro
ceed. In the bidding process for the 2020 Olympic Games, Baku, Azerbaijan; and Doha, 
Qatar, were rejected at this stage and did not proceed. 

	z Feasibility – At the candidature stage, the accepted ‘candidate cities’ submit a second 
questionnaire in the form of an extended, more detailed, candidature questionnaire, 
which includes detailed financial and operational details and impact assessments. The 
reports are carefully studied by the IOC Evaluation Commission. The members of the 
Commission make 4-day inspection visits to each of the candidate cities, where they 
check details of the bid. The results of its inspections are passed to IOC members up to 
one month before the electing IOC session. Three cities were considered for selection 
to host the 2020 games at this stage: Istanbul, Turkey; Madrid, Spain; and Tokyo, Japan. 

	z Acceptability – The acceptability of the bids is the responsibility of members of the IOC, 
who each have one vote. Voting continues in rounds, eliminating cites until a city with an 
overall majority is chosen. Thus, in its meeting on 7 September 2013 held in the neutral city 
of Buenos Aires, Argentina, Tokyo was chosen to host the 2020 Summer Olympic Games. 

A similar process was employed in awarding the 2024 Summer Olympic Games to Paris. 

Source: Adapted from: www.olympic.org 

Questions 

1. Explain why the Olympic Games goes through this structured evaluation process. 

2. What other stakeholders other than the IOC members may have a view on the ‘accept
ability’ of the Olympic bids? 

13.11 Risk 
The third ‘R’ of acceptability relates to risk and uncertainty. 

Most decisions about strategy are made under conditions of some uncertainty, because who can pre-
dict the future with any degree of certainty when the environment is complex and rapidly changing. 
There is clearly thus a risk that the outcome will be different from what was planned. 

https://www.olympic.org
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Thus, we need to have a framework for considering what would happen to the organization if the 
assumptions that underpin the strategy turn out to be wrong and what risks might this entail. 
All organizations encounter risks, some of which are fairly generic in nature, such as financial 
risks associated with interest rates, and others that are quite specific to each individual business 
situation. 

It is important that managers: 

z	Identify the major risks that the organization encounters 
z	Attempt to understand the nature of the risks identified and how they are likely to change 
z	Plan their strategy in such a way that enables them to manage and deal with the risks 

No business can eliminate risk, and because the level of returns is usually correlated with risk, 
it may be sensible to take on some risks that could be avoided. By doing so, managers have the 
opportunity to maximize returns, but it is important that a balanced assessment be made in 
which the relative risks and returns are considered. It is also necessary that the risks be ‘owned’ 
by particular identified managers and directors so that they are tracked, the changing implica-
tions are monitored and steps are taken to manage the risks appropriately. These steps may 
include: 

z	Just recognizing that the risk exists in the knowledge that good returns are being received 
z	Having a portfolio approach so that a risk in one part of the business is balanced by non-risky 

aspects elsewhere 
z	Taking active measures to control risks, such as through hedging, working collaboratively with 

partners or passing the risk to suppliers or customers 

The types of risks a large THE business may encounter are shown in the Short Cast Illustration of 
Live Nation. 

Risk analysis: Live Nation 

Live Nation Entertainment, Inc., based in Beverly Hills, California, claims to be the largest 
live entertainment company in the world and operates five main areas associated with 
live entertainment events: promoting music events, operating venues, ticketing services 
(such as Ticketmaster), sponsorship and advertising sales and artist management and 
services. 

All businesses encounter risks, and it is important that managers identify the risks and 
understand the implications if adverse circumstances arise. 

As part of its annual reporting, the company analyzes the business and financial risks it 
encounters in detail. Some of the business risks identified by the company are summarized 
in Table 13.7. 

13 .8  SHORT  CASE  I LLUSTRAT ION 
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Table 13.7 Business risks: Live Nation 

Live Nation identified business risks 

	z The impact of tightening labor markets 

	z The increased risk of litigation in the current and future environment 

	z A reduction in the profitability of operations 

	z Potential decreased willingness of artists to tour or impracticability of touring 

	z Potential changes to consumer preferences for consumption of live music or 
sporting events 

	z Loss of ticketing clients due to the economic impacts of the pandemic 

	z The inability to pursue expansion opportunities or acquisitions due to capital 
constraints 

	z The future availability or increased cost of insurance coverage 

	z A potential shift away from live events by sponsors and advertisers 

	z Incurring additional expenses related to compliance, precautions and management of 
the company during and after this period 

Source: Adapted from Live Nation (2021) 

Questions 

1. Explain why a company like Live Nation needs to identify the risks it is subject to. 

2. In what general ways might managers respond to the risks identified in a case such as Live 
Nation? 

13.11.1 Scenario planning and sensitivity analysis 

The uncertainties of the future, as we have seen, make any prediction inexact. Though an organiza-
tion can never be certain of any sequence of future events, scenario planning (or ‘what if?’ analysis, 
as it is sometimes called) and its variant, sensitivity analysis, can give an idea of how the outcome 
would be affected by a number of possible disruptions. For a general discussion of this technique, 
see, for example, Fleisher and Bensoussan (2003); for a context-specific discussion, see, for example, 
Yeoman and McMahon-Beattie (2005) for their application of the technique to Scottish tourism and 
hospitality and Breukel and Go (2009), who applied the technique to the Dutch hospitality sector. 

The development of computerized applications and spreadsheet applications has made this activity 
easier to undertake. A financial model on a spreadsheet that makes a number of assumptions such 
as revenue projections, cost forecasts, inflation rate, etc., can be modified to instantly show the 
effect of, say, a 10% increase in costs or a higher-than-expected rate of inflation. This is designed to 
show how sensitive the cash flow is to its assumptions – hence the name. 

For example: An airline might produce a projection of future earnings on the basis that 
the average price it would have to pay for its jet fuel requirements (a major constituent of 
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airline costs) is US$170 per barrel (a barrel is 42 US gallons or roughly 159 liters). The 
airline obviously is unable to control the price of this key input and indeed has no accurate 
means of forecasting it. Consequently, when forecasting its future earnings, the airline 
might regard it as a prudent step to produce alternative scenarios that ask the ‘what if ’ 
question. The scenarios might suppose that: 

A major war breaks out or the Organization of Petroleum Exporting Countries (OPEC) 
restricts supplies, thereby increasing jet fuel prices by 20% 

Surplus supplies of jet fuel become available as a result of lower demand for air services, 
leading to jet fuel prices falling by 20% 

Having produced the scenarios and calculated the impact of the events on the cost of jet 
fuel, the airline would factor the costs into its overall calculations. As a result, the airline 
might be able to produce a central or base earnings forecast based on the US$170 per 
barrel price but would also have knowledge of the effect an increase or decrease in fuel costs 
would have on overall profitability. 

In other words, the sensitivity of earnings to fuel price changes would have been assessed. In some 
cases, the analysis might go a stage further by applying weightings to the scenarios. Thus, the air-
line might be fairly confident about its central assumption and assign a 50% weighting; that is, its 
assessment of the situation is that there is a 50% chance of the central assumption of US$170 being 
realized. Similarly, the company might assess the situation and feel that if the central case is not 
borne out, a rise is more likely than a fall and consequently 30% and 20% weightings are assigned 
to the rising and falling fuel price scenarios, respectively. 

Sensitivity analysis: Air New Zealand 

Companies frequently assess the sensitivity of their earnings to major changes in their 
annual report and accounts and other company documents. This serves to warn investors 
and other stakeholders of the potential volatility of earnings. It also informs the stakehold
ers that managers are aware of the risks and of the steps they might be taking (such as 
hedging) to deal with the risks identified. 

To return to an example used in Chapter 5 of Air New Zealand, in its annual reports it iden
tified a number of risks and analyzed the sensitivity of earnings to price changes. The Air 
New Zealand Annual Report (Air New Zealand, 2022) stated that ‘the sensitivity analyses are 
hypothetical and should not be considered predictive of future performance’. 

The report identified key sensitivities relating to foreign currency, liquidity, equity invest
ment prices, interest rates and jet fuel prices. In relation to jet fuel prices, for example, to 
alleviate this risk, management hedges a large part of its exposure to fuel price movements 
through the use of financial instruments. 

Source: Air New Zealand (2022) 

Questions 

1. Explain why Air New Zealand is concerned about jet fuel prices. 

2. Explain what is meant by sensitivity analysis and consider in what circumstances it might 
be useful to THE organizations. 

13 .9  SHORT  CASE  I LLUSTRAT ION 
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Qualitative variables can also be analyzed. If an option has a high dependency on the availability of 
a key resource or the oversight of a key manager, a ‘what if?’ study will show the effect that the loss 
or reduction in the key input would have. 

13.12 Strategic evaluation in emergent strategies 
In Chapter 1 we encountered the idea that business strategies can be either prescriptive (or deliber-
ate). That is, some strategies are planned in advance, often following a rational sequence of events – 
prescriptive strategies. Others are not planned in this way and are said to be emergent – they result 
from an organization’s management following a consistent pattern of behavior. 

A planned prescriptive approach can imply excessive formality, inflexibility and an overreliance on 
analysis. Indeed, in a well-known article on strategy, Lenz and Lyles (1985/1989) argued that too 
much analysis can stifle innovation and lead to paralysis (a lack of action). However, in a prescriptive 
approach, managers and other stakeholders can at least be assured that strategic options have been 
formulated, evaluated and chosen based on an evidence base. 

This distinction is important when it comes to strategic evaluation. Companies that employ the 
deliberate model are likely to use the criteria and the tools above, whereas those that prefer the 
emergent model are less likely to do so explicitly. This is not to say, however, that the analytical 
process cannot form a part of an intelligent manager’s intuitive thinking. 

It is here that one of the potential limitations of emergent strategy becomes apparent. If an organi-
zation follows a deliberate process with its systematic and sequential events, it can be more certain 
that all possible options have been identified and evaluated before the most appropriate one is 
selected. When using an intuitive emergent approach that relies on patterns of behavior, one cannot 
be certain that the best option is taken at all times. 

The contrary argument for emergent strategy is that in today’s rapidly changing environments, orga-
nizations must be flexible, be adaptive and move quickly when required. A deliberate approach can 
mitigate against these actions because it infers a more orderly planned approach that is time-con-
suming and may stifle innovation and creativity. With a great deal of uncertainty, product innovation 
leading to rapid market changes and an ever more competitive environment, emergent approaches 
have become popular in the academic literature. 

Henry Mintzberg’s research findings, first developed during the 1980s (Mintzberg and Waters, 
1985), have often emphasized the importance of emergent strategy, which arises informally at any 
level in an organization, as an alternative or a complement to deliberate strategy. His much-cited 
work the The Rise and Fall of Strategic Planning (Mintzberg, 2000), presents a critique of planned (pre-
scriptive) approaches and emphasizes the need for a more emergent form of strategy. 

Other writers such as Eden and Ackermann (2013) took the emergent theme a stage further when 
they emphasized the ‘making’ of strategy as a highly inclusive and action-oriented activity. The aca-
demic debates and the main features of emergent strategy and its implications for decision making 
have been well articulated by Lynch (2021). 

In reality, most organizations probably adopt a hybrid approach that lies somewhere between the 
two extremes to try to obtain the advantages of a planned approach without losing the possible 
advantages of innovation and flexibility that might be evident in a more emergent approach. Stake-
holders such as shareholders and banks tend to force many organizations down a prescriptive (delib-
erate) route of strategic formulation. This is because in making investment decisions, they want to 
see evidence that the organization has considered its strategy carefully and considered alternatives 
based on analysis of the evidence. 
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However, there has undoubtedly been recognition that strategic formulation cannot be static. In 
contemporary fast-moving markets, which value creativity and innovation and where barriers to 
entry have been removed or lowered, organizations have to maintain flexibility to compete effec-
tively. Recognizing the advantages of more emergent approaches to strategic formulation also has 
particular relevance for SMEs because, for reasons we will consider below, they can gain competitive 
advantage over larger competitors in fast-moving markets through innovation. 

The preceding discussion emphasizes the fact that strategy is not a once-only activity – the organi-
zation determines its strategy and then implements it. Instead, whichever end of the prescriptive– 
emergent continuum an organization chooses as the basis for strategy formulation, it must be 
viewed as a ‘process’. The process requires continual monitoring of the implementation of the strat-
egy, feedback provided to managers and adjustments made when necessary. The implementation 
issues relating to strategy will be covered in the next part of this book. 

	z Explain why a screening stage is often inserted between suitability and feasibility in stra
tegic evaluation. 

	z Explain what is meant by the ‘3 Rs of acceptability’. 

	z Assess the limitations that emergent strategies may have at the strategic evaluation 
stage. 

TH INK POINTS  

Small business focus 
There is some evidence that though most organizations view strategy and strategic planning as 
highly important, many organizations do not use the tools and techniques of evaluation outlined in 
this chapter (despite the advantages in delivering rigor). This is particularly true of SMEs. Stone-
house and Pemberton (2002:855), building on the work of Glaister and Falshaw (1999), for example, 
stated that ‘only a limited set of tools are deployed by small, medium or large organizations, though 
there is evidence that larger organizations are more likely to take a more structured approach and 
utilize the tools’. The authors also identified a short-term outlook in relation to the business plan-
ning of the companies they surveyed. 

Notwithstanding the lack of formal use of the strategic tools and techniques, many SMEs have to 
produce regular business plans to satisfy the banks and shareholders who finance them. This forces 
them to take a planned prescriptive approach to strategy – albeit sometimes rather short to medium 
term in its outlook. But there is also a need for SMEs to continually innovate to stay ahead of 
competitors (which are often larger), and the theme of innovation is something that is particularly 
stressed in the literature relating to emergent approaches to strategy. 

There is a body of research that argues that SMEs in fast-moving markets enjoy particular advan-
tages over more established competitors largely due to their ability to innovate and adapt quickly, 
operating in a more emergent manner. Although this literature mainly relates to technology com-
panies (see, for example, Christensen et al., 1998; Weinstein and Winston, 2016), it can be argued 
that the markets in many parts of THE also represent such fast-moving markets and thus place a 
high dependence on innovation. 
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Thus, innovation is a key driver in many SMEs in THE and a driver that can provide a strong posi-
tion relative to larger competitors. See, for example, Prentice and Andersen (2003), Hjalager (2010), 
Sundbo et al. (2007), Gomezelj (2016), Sandybayev (2016) and Marasco et al. (2018). 

In discussing innovation in tourism, Sundbo et al. (2007) concluded that among tourism firms, 
hotels, restaurants and transport have been seen to be the most innovative, and Prentice and Ander-
sen (2003) pointed out that it is Edinburgh’s reputation for innovation in relation to the arts that 
underpins its success as a multi-festival city. There are a number of examples of quite rapid market 
changes that have often transformed the competitive landscape in THE, such as the: 

z	Growth of low-cost airlines 
z	Rapidly segmenting markets for cruising 
z	Growth of individually styled boutique hotels 
z	Proliferation of new and more specialized festivals 
z	The ‘discovery’ of new travel destinations 

The rapid market changes are encouraged by lower barriers to entry and the desire of THE consum-
ers for products that provide consumers with experiences that are ‘new’, ‘exciting’, ‘challenging’ and 
‘different’. Such products are often also driven by style, fashion branding and status. 

THE organizations providing such products are often relatively new and innovative SMEs benefiting 
from first-mover (or early mover) advantage. Equally, by its very nature, the openness of most parts of 
THE makes it easy for enterprises to observe what others are doing, with the result that SMEs may 
be able to get a ‘free ride’ on the investments, ideas and successes of others (Hjalager, 2002). In 
adopting a so-called me-too strategy, SMEs are able to adapt, extend and provide niche versions of 
products provided by larger companies. In some cases, innovative SBUs of larger companies, operat-
ing relatively independent of the parent company, have been innovative or have been quick to follow 
the innovations of SMEs (as with the boutique brands of the larger chains). 

When industries are subject to rapid change as in most aspects of THE, there are two issues (Lynch, 
2021) that established leading organizations must face. As a consequence, opportunities are pre-
sented to SMEs and new competitors. 

The two issues identified are the: 

z	Sunk cost effect – Organizations that have already committed substantial resources may be reluctant 
to change. These resources represent those sunk into technologies or products, and though the sunk 
costs have already been spent, they will influence strategic thinking and may inhibit change on the 
part of larger companies. 

z	Replacement effect – Existing large companies have less incentive to innovate than SMEs and new 
entrants. This is because the existing companies already enjoy market dominance and therefore 
innovation would not enhance their position but just replace one technology or product innova-
tion with another. SMEs, on the other hand, have incentive to innovate because they can gain 
market share and later market dominance by doing so. 

For example: The operator of a hotel chain may have invested heavily in spreading the 
brand attribute of the hotel brand around its network. Customers grow accustomed to 
these attributes, and a certain expectation and brand loyalty develop. However, over time, 
the hotels may become ‘tired’ or old-fashioned and be overtaken by newer more fashionable 
brands. Without refreshment and innovation, the older brand gets left behind as others 
benefit from being more innovative. 
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CHAPTER SUMMARY 

The process of choosing strategic options is concerned by evaluating and selecting the best options. 
Options are considered in relation to the three key aspects of strategy: 

z	Competitive strategy 
z	Strategic directions 
z	Strategic methods 

Each option is considered in turn using four overarching criteria: 

z	Suitability 
z	Feasibility 
z	Sustainability 
z	Acceptability 

The acceptability phase is concerned with assessing options in relation to the ‘3 Rs’: 

z	Reactions of stakeholders 
z	Returns 
z	Risks 

A number of financial and non-financial tools and techniques can be used to evaluate the ‘acceptabil-
ity’ of each option before the most favorable one is chosen. Finally, this chapter considered the risks 
inherent in an emergent strategy approach when it comes to strategic evaluation and considered 
the potential advantages SMEs might have in fast-moving markets that might exist in parts of THE. 

Having chosen strategic options, organizations are faced with the issues involved in implementing 
the chosen strategy. This is the subject of the next part of the book. 
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Strategic implementation and strategy in practice for tourism, 
hospitality and events 
The previous part of this book was concerned with considering the options available to THE organi-
zations for future development, evaluating the options and choosing between these options. 

In Part 5 we turn toward putting the chosen strategic options into practice. Once a THE organization 
has selected the most appropriate strategic options, the organization must consider a number of key 
issues related to actually putting the proposed elements of the strategy into practice. 

As ever, the danger can lie in this more detailed level of strategic management. However well thought-
out the strategy may be, if sufficient thought is not given to the ways in which it should be imple-
mented and appropriate actions that follow, it is unlikely that the strategy will prove to be successful. 
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In this stage of the strategic process, the word implementation is often used, which perhaps implies 
that it is a ‘one-off’ process with the strategy being implemented and then left alone. This is not the 
case. Strategic management should be viewed as an ongoing process because lessons learned (both 
successes and failures) from this stage of actioning the strategy can provide useful feedback into the 
analysis phase. 

The external and internal environments of THE organizations are constantly changing so that orga-
nizations need to continually re-evaluate their environments. Changes in these may require modi-
fications to the chosen strategies and, consequently, revisions to the ways in which they are imple-
mented. Firms must be flexible and responsive but, at the same time, they have to remain focused 
on the overall aim of the strategies and not be constantly ‘blown off course’. This is a delicate balanc-
ing act that is difficult to achieve in practice. 

In this part of the book, a number of the most important issues connected with putting the strategy 
into action are considered. 
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z	Resources – Implementation requires a reconfiguration of the THE organization’s resource base. Does 
the organization have the inputs it needs in terms of finance, people, physical inputs and intellectual 
assets to carry out the strategy, and how should these resources be configured? If not, how will the 
resources be obtained (Chapter 14)? 

z	Structure and culture –A THE organization will need to bring its structure and culture into such 
a position that they facilitate a successful outcome. It may be that the structure and culture are 
not initially supportive for the strategic changes the organization is trying to implement. In such 
a situation the organization will need to instigate the requisite changes (Chapter 14). 

z	Leadership and change – Implementation of strategy invariably involves change. This will affect 
employees’ roles and responsibilities and may mean redundancies or additional appointments, 
and external stakeholders such as shareholders will also be implicated. Change can be a difficult 
managerial challenge requiring strong leaders. Though some may welcome proposed changes, 
others may resist, thus risking the efficient implementation of the strategy. Different approaches 
may be adopted by leaders and managers according to the circumstances (Chapter 14). 

z	Communication and coordination – To be successful, all parts of the organization need to be aware 
of the overall strategy and its implications. It is likely that in most organizations the corporate 
objectives will be cascaded through the organization so that objectives and operational plans are 
set for all functional areas and SBUs (Chapter 14). 

z	Internationalization – THE represents inherently international sectors of industry, with consum-
ers crossing international borders and usually relatively low barriers, preventing international 
growth for companies. In such circumstances, it is important to consider the approach of organi-
zations to internationalization. International strategy is considered in Chapter 15. 

z	Sustainability – Chapter 13 includes a discussion of the issues related to sustainability. The issues 
are complex, and many views are expressed in the vast THE literature related to the topic. It is 
vital that THE organizations and destinations consider these issues, but if they are to have any 
relevance, a considered and appropriate strategy must be implemented. Sustainability strategy is 
considered in Chapter 16. 

At the end of a book on strategic management for tourism, hospitality and events, it is apposite 
to stand back and consider a summary of the subject matter that the book has considered and to 
briefly consider the changing nature of the subject. Thus, the book concludes in Chapter 17 with a 
brief overview of the challenges that managers in THE contexts face and the strategic management 
approaches that managers might consider. 

Finally, having studied the subject matter and its complexities and designed a strategy, we are left 
with the problems of how the strategy should be presented in such a way that it: 

z	Is clear 
z	Is convincing 
z	Can easily be communicated to internal and external stakeholders 

Consequently, the practical issues of how the strategy can be presented are dealt with in the final 
chapter (Chapter 17). 
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Strategic implementation 
for tourism, hospitality 
and event organizations 

Introduction and chapter overview 
Strategic implementation is concerned with the issues considered necessary for the successful exe-
cution of strategy. In other words, this is ‘strategy in action’. 

In a prescriptive strategic process, strategic implementation would be carried out only after an orga-
nization has gathered sufficient information on its internal and external environments (the purpose 
of strategic analysis). After it has undertaken the process of choosing strategic options through 
the formulation of strategic options, evaluation of these options is followed by choosing the most 
appropriate options (see Chapter  13). Implementing strategy always requires making changes, 
sometimes relatively minor but often quite radical in nature. Hence, the implementation of strategy 
is closely associated with ‘managing change’. 

This chapter will discuss the difficulties of the strategic implementation phase, as identified in the 
literature, before going on to consider key areas that managers of strategic change need to consider. 
Throughout this text, we have emphasized that managing strategically in THE is somewhat different 
to other industrial sectors because of its defining characteristics. This applies to implementation as 
much as to the other aspects of strategy. Consequently, this chapter specifies the issues raised by 
these characteristics and suggests various actions managers might take in response. Finally, a tool 
to coordinate, manage and measure strategic implementation (the ‘balanced scorecard’, or BSC) is 
considered. 
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To successfully carry out a strategy, an organization must consider several key areas. The organiza-
tion must consider how the strategy will: 

z	Be resourced 
z	Impact the culture, structure and internal systems of the organization 
z	Necessitate change and the leadership and management implications of making the changes 
z	Be communicated to staff and translated for all parts of the organization 

This chapter discusses each of these matters in turn. Throughout this text it has been emphasized 
that strategy (whether in its prescriptive or emergent forms) should not be viewed as a one-off 
exercise but instead as a continual process. As part of this process, it has also been emphasized that 
feedback is required on how successful the strategy is so that it can be modified if necessary. 

This raises the question: how do you know whether the strategy is successful or not? The strategic 
implementation phase of strategy is often closely linked with measuring organizational success. 
Thus, organizations have ways of understanding to what degree the strategic measures they are 
implementing are successful or not. 

Various tools and techniques have been developed to help managers to: 

z	Implement strategy in a consistent manner across their organizations 
z	Measure organizational success 
z	Provide feedback and tracking to inform any amendments to the strategy that may be required 

The best known of these tools is the BSC (which will be considered toward the end of the chapter), 
as a way of integrating and coordinating the strategic implementation process. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z	Describe where implementation fits into the strategic process 
z	Understand how the characteristics of THE might have an impact on the implementation process 
z	Explain the role of resource planning in strategic implementation 
z	Explain how and why corporate culture plays an important part in implementation 
z	Understand the link between structure and strategy 
z	Evaluate the essentials of change management 
z	Assess the management and leadership styles necessary to implement changes 
z	Understand how resource, cultural, structural and change management issues might be managed 

in THE contexts 
z	Explain the use of the BSC as a tool to be used in strategic implementation 
z	Provide examples of implementation issues being addressed in THE contexts 

14.1 Implementation and the strategic process 
Implementation is the process of putting chosen strategic options into action. 
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Strategic implementation 

Implementation is the system-wide action taken by firm members aimed at accom
plishing formulated strategies. 

(Hahn and Powers, 2010) 

Implementation is important to firm performance because strategies do not add value 
unless they are properly implemented, but it is often the aspect of strategy that tends to 
receive the least attention. Chebat (1999) suggested that implementation receives scant 
attention in the literature for two reasons. First, it is mechanistic and mundane when com
pared to strategy formulation and choice and, second, it is difficult to evaluate the process 
and generalize findings because they are usually context specific. 

DEF IN IT ION/QUOTAT ION 

Most people intuitively understand that a lot of information is required before any big decision can 
be made. 

For example: Consumers would not normally spend on most THE products – say, a 
holiday, hotel booking or attendance at a festival (all relatively expensive purchases) – 
without investigating the attractions of the destination, hotel or event and finding out 
something about the company providing the service before purchasing. Buying a low-value 
item – say, a pencil – would not warrant such analysis, because it represents a small 
proportion of the buyer’s income. 

In the same way, an organization would be risking a great deal if it were to pursue a strategic option 
without first carrying out a detailed analysis of its internal and external environments. 

Put simply, successful strategy choice and implementation rely on the presupposition that the orga-
nization has carried out a meaningful strategic analysis and is consequently aware of its internal 
strengths and weaknesses and external opportunities and threats. 

It is not surprising perhaps, because it is geared more toward ‘action’ and less conceptual in 
nature, that the implementation phase of strategy has received relatively less academic attention 
than the analysis and formulation phases (Chebat, 1999; Kaplan and Norton, 2001; Evans, 2005; 
Hahn and Powers, 2010; Greer et al., 2017). Other authors have made important contributions 
by pointing to the difficulties inherent in the implementation phase (Epstein and Manzoni, 1998) 
or by calling for a reassessment of the difficulties inherent in the process (Lorange, 1998; Greer 
et al., 2017). 

However, the fact that successful implementation is key to successful strategy has long been recog-
nized. Several authors (see, for example, Ghoshal and Bartlett, 1987; D. Miller, 2001) pointed to the 
lack of successful strategic implementation as an issue affecting many businesses. S. Miller et al. 
(2004:202) referred to the ‘implementation gap’, arguing that ‘organizations are slower to change 
and more difficult and expensive to develop than strategies are to prepare’. 

Given its importance in the successful delivery of outcomes, the strategic implementation phase has 
attracted more attention in recent years; see, for example, Okumus (2003), Evans (2005), Hahn and 
Powers (2010) and Hitt et al. (2017). 
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14.2 Aspects of strategic implementation 
To successfully put into practice (implement) a strategy, an organization will need to consider four 
aspects: 

1. Resources – How should the strategy be resourced? This relates to the way in which the organization 
will obtain the requisite finance, human and physical resources (such as equipment and build-
ings) and intellectual or ‘intangible’ resources. All parts of the organization need to be aligned 
so that all parts are working toward a common vision, aim and objectives. In doing so, detailed 
decisions about obtaining and utilizing resources have to be made to ensure that resources are 
used effectively and waste and duplication are avoided. 

2. Configuration – How should the culture and structure of the organization be configured to ‘fit’ the proposed 
strategy? Because all parts of the organization need to contribute to successful implementation, it 
is necessary for the structure of the organization and the organizational culture to be fit for pur-
pose so that there are no impediments to success. This is not always the case, and in many cases 
the structure has to be amended and the culture changed so that there is a so-called strategic fit. 

3. Change – How should the changes arising from the strategy should be managed and led? Implementing 
strategy invariably involves changes to aspects of the organization and how it positions itself. To 
successfully implement change, managers need to consider what type of change is envisaged and 
how it might be managed and led. 

Thus, strategic implementation is involved with making detailed decisions regarding three key 
aspects of strategy relating to resources, configuration and change. 

When these decisions have been made, it is vital (because all parts of the organization need to 
be aligned for successful implementation) that a fourth issue be considered. This relates to the 
dissemination and coordination of the strategy. 

4. Dissemination and coordination – How should the strategy be communicated and put into action? Some 
research suggests that many strategies are well conceived but poorly executed. In his book, which 
focuses on communicating strategy, Jones (2008) reported that less than 10% of employees actu-
ally understand their firm’s strategy. 

This aspect of strategy involves: 

z	Communicating the strategy effectively  
z	Coordinating the implementation of the strategy  
z	Measuring the success of the strategy so that modifications can be made if necessary  

Thus, there is a major managerial task in terms of effectively organizing the strategic implementation 
task. In this chapter, we will consider one widely adopted means of managing this process: the BSC. 

Figure 14.1 indicates how the implementation of strategy relates to the other major components of 
strategy: strategic analysis and strategic choice (formulation, evaluation and selection). 

14.3 Implementation – resources 
The successful management of a strategy is likely to depend on the management of many resource 
areas. In the same way that people and animals need the inputs of air, food, warmth, etc., also orga-
nizations need inputs to function normally. Economics textbooks refer to these inputs as the factors 
of production. 
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Strategic
analysis 
• Internal & external 

analysis 
• Identification of 

internal strengths
& weaknesses 

• Identification of 
external 
opportunities & 
threats 

Strategic choice 
•Identification of key 
issues arising from the
strategic anayisis 

•Formulating strategic 
options 

•Evaluation of each 
option 

•Selection of the most 
appropriate strategic
options 

Strategic
implementation 

•Putting the chosen
strategy into action 

•Resourcing the 
strategy 

•Configuring the 
organization's structure
and culture to 'fit' the 
strategy 

•Leading & managing
the change 

•Communicating & 
coordinating
implementation 

Figure 14.1 The linear rational (prescriptive) strategic process 

They fall into four broad categories: 

1. Physical and operational resources (land, buildings, plants, equipment, etc.) 

2. Financial resources (share and loan capital required for development and expansion) 

3. Human resources (the requisite number of appropriately skilled employees) 

4. Intellectual or intangible resources (nonphysical inputs that may be necessary in some industries 
such as databases, legal permissions, brand or design registration, contacts, etc.; see R. Hall, 
1992; Pearson et al., 2015) 

In most instances, THE organizations must obtain resource inputs in competitive markets. Even in 
instances where THE organizations are in public control, they have to compete for resources with 
other publicly funded activities such as education and health or with other ways in which the ser-
vices might be provided; for example, outsourcing. This means that they must also compete with 
other organizations for the best people, the cheapest finance, the best locations for development, etc. 

For example: A retail travel agent setting up a new branch will want to ensure that they 
occupy a site that has a large number of people passing the shop window (or ‘footfall’, as 
retailers often refer to it). Other retailers may also want to gain access to such a site, so 
the travel agent may have to compete for this scarce resource, thus bidding up the price. At 
some point the price (in the form of rent) may become too great in relation to the expected 
revenues, so decisions have to made regarding how much can be afforded. 

Thus, all of these inputs have a cost attached to them, so careful planning for resource requirement 
is usually a key calculation in strategic implementation. 
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14.3.1 Matching strategy with resources 

Once a strategic option has been chosen, management attention turns to assessing the resource 
implications of the strategy. The extent to which the resource base needs to be adjusted will, of 
course, depend on the degree of change the proposed strategy entails. 

Broadly speaking, resource planning falls into three categories: 

z	Some strategies, particularly those that are not particularly ambitious, require few changes in the 
resource base. They may require, for example, a slight increase in financing to fund modest expan-
sion or the recruitment or retraining of some human resources to meet a skill shortage in one or two 
areas. Conversely, of course, strategy may require the disposal of some assets or a slight reduction in 
the human resource base. 

z	Some strategies require an increase in the resource base to facilitate a more substantial program of 
growth. This usually entails two things: an internal reallocation of resources and purchasing fresh 
resource inputs from external suppliers. Internal reallocation entails reducing resource deploy-
ment in one area of the organization and moving it to where it is needed, say, by redeploying hu-
man resources or by selling some non-core activities to reinvest the money in the area of growth. 
New resources (from outside the organization) are obtained through the usual channels – from 
the job market, the real estate market, financial markets and so on. 

z	Thirdly, some strategies involve a reduction in the resource base to successfully manage decline. 
If after a resource audit an organization finds that it has too many resources (say, too many 
employees, too many aircraft, too many hotel properties in the wrong locations, etc.), measures 
will be put in place to carry out some reduction. Excess capital or physical resources can often be 
successfully reinvested in business areas that are in more buoyant markets, and excess human 
resources usually require layoffs. 

To successfully implement the chosen strategic options, the resources available need to be carefully 
assessed through a process such as a resource audit (though this might have been carried out as part 
of the strategic analysis stage). The implementation stage allows for the information to be ‘tested’ 
in detail with regards to the chosen option specifically rather than all available options. 

An audit process can be used to make assessments of any or all of the resource inputs. In Chapter 4 
we discussed in some depth the human resource audit, but the same procedures can be employed to 
audit financial, physical or intellectual resources. 

The nature of an audit of any kind (including resource audits) is for the purpose of checking or test-
ing. Resources are audited (or purposefully checked) for: 

z	Sufficiency – is there enough for the purpose? 
z	Adequacy – is the condition, location, state or quality of the resources adequate for the purpose? 
z	Availability – are the required resources available at the time, desired price and quantities required? 

For example: An audit of a hotel group’s chain of hotels (an example of physical 
resources) might take the form of assessing whether the number of rooms is sufficient 
for current needs and any planned expansion. This might be followed by an evaluation of 
its adequacy – the location of the hotels relative to customers and those of competitors, 
the state of repair and decoration of the hotels and the ability of the hotels to support 
the prevailing business (leisure, business, conferences, etc.). Finally, if more resources are 
required or if development of the land or buildings is needed, availability is examined, of 
either additional property or land for development. 
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	z Explain where implementation fits into the strategic process. 

	z Explain the major features of a resource audit. 

	z What key considerations might managers in THE contexts need to consider in the imple
mentation phase of strategy? 

TH INK POINTS  

The Short Case Illustration below shows the approach outlined above extended to all resource 
categories for a hotel chain and suggests the use of a ‘traffic light’ approach that highlights those 
aspects requiring particular managerial attention. 

Resource audit for a hotel group planning growth in East Asia 

As part of its strategy, a (hypothetical) hotel group may decide that it wants to expand into 
the fast-growth market of East Asia. A resource audit will help establish the extent to which 
resources are likely to be in place to support the strategy. 

An audit of the hotel group’s chain of hotels in East Asia (an example of physical resources) 
might take the form of: 

	z Assessing whether the number of rooms is sufficient for current needs and any planned 
expansion 

	z Evaluating its adequacy – the location of the hotels relative to customers and those of 
competitors; the state of repair and decoration of the hotels and the ability of the hotels 
to support the prevailing business (leisure, business, conferences, etc.) 

	z Examining availability, either of additional property or of permissions for development, if 
more resources are required or if development of the land or buildings is needed 

Table 14.1 shows a full resource audit, where all of the resource categories are assessed 
according to the sufficiency, adequacy, and availability criteria. The table uses a traffic light 
coding system in which: 

	z Green meets the criteria 

	z Amber partly meets the criteria 

	z Red does not meet the criteria at present 

The traffic light coding allows significant resourcing issues to be highlighted to allow easy 
communication to both internal and external stakeholders. Thus, in this case, the sufficiency 
of physical resources, adequacy of human resources and availability of financial resources 
appear to be key resourcing issues to be addressed. 

14 .1  SHORT  CASE  I LLUSTRAT ION 
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Table 14.1 Resource audit 

Resource 
category 

Resource sufficiency Resource adequacy Resource availability 

Physical 
resources 

Additional hotels need 
to be built, acquired 
or managed in the 
specified region to 
meet the strategic 
objective that has 
been set 

Hotels already in the 
group are adequate 
and performing well 
but require some 
updating in parts 

Resources are being 
built by property 
developers throughout 
the region so that 
resources are available 

Financial 
resources 

A large amount of 
finance is supporting 
the rapid growth in 
these markets 

Adequate finance is 
available from a range 
of sources including 
banks equity markets 
and government 
agencies at 
internationally 
competitive rates 

Though hotels are 
being developed by 
property developers, 
there is strong 
competition among 
international hotel 
groups to manage, 
own or lease these 
properties. Great care 
must be taken to select 
strong assets in good 
locations and not to 
overpay for them 

Human 
resources 

There are many people 
who are seeking hotel 
careers 

Though there are some 
skilled employees being 
trained by colleges and 
hotel groups, there is 
a major training 
requirement to 
provide employees with 
adequate skill levels 
and cultural awareness 
of the company 

Employees are available 
at reasonable cost but 
there are some minor 
timing issues involved 
in bringing them into 
the group 

Intangible 
resources 

The hotel group has 
strong brand recogni
tion and established 
support systems 

There is some need to 
adapt the brand and 
systems for local 
conditions 

The brand and 
systems should be 
available when the 
other resources have 
been acquired or 
developed 

Questions 

1. Explain why a resource audit is useful to the organization in this case illustration. 

2. Why might a ‘traffic light’ approach to presentation be useful in considering an organiza
tion’s resources? 
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14.3.2 Developing and controlling resources 

To meet the resource requirements of a proposed strategy, resources are developed and then con-
trolled to ensure that they meet the needs of the strategy. 

financial Planning 

Financial planning takes the form of financing the proposed strategy (see Chapter 5 for a more 
detailed discussion of these issues). Capital budgeting concerns projecting the capital needs of a 
strategy. This is usually a relatively straightforward operation because costs can normally be forecast 
with some accuracy. Once the capital requirements are known, a plan is put in place to finance any 
shortfall. Whereas some strategies can be financed from retained profits (depending on how much 
retained profit the company has), others are financed from external sources such as share (rights) 
issues, debt capital or the issuing of corporate bonds or debentures. The pros and cons of these 
approaches to financing are discussed in Chapter 5. 

human resource Planning 

Human resource planning (see Chapter 4) involves projecting the human capital required for the 
successful implementation of the proposed strategy. It would typically take the form of forecasts 
of both the number of people required and the types of skills and abilities that will be in demand. If a 
shortfall in either of these is identified, the ‘gap’ will be filled by one or more of the following. 

z	Training, retraining or staff development – to close the skills gap by developing existing employees 
z	Appointing new employees – entering the labor market and competing with other employers for 

the requisite number of appropriately skilled employees 

Physical resource Planning 

Physical resource planning is slightly more complex than financial and human resource planning, 
because so many inputs fall into this category. We include in this category land, buildings, location, 
plants and equipment. 

Some physical resources are more easily obtained than others. Most equipment is relatively easily 
obtained unless the requirement is very specialized. However, careful planning may be necessary 
because some equipment requires long lead times for construction. 

For example: A cruise line or an airline seeking to update its fleet with new ships or aircraft 
would need to plan a number of years in advance to secure delivery on a particular date. 

Obtaining a particular location, land and buildings can be problematic. Businesses that have require-
ments for key locations and buildings of particular specifications expose themselves to the possibil-
ity of having to settle for second best if they are unable to effectively compete in these particular 
resource markets. 

Some sectors of THE exemplify this competition for physical resources. The location of a retail travel 
outlet, a hotel, a visitor attraction or a festival will often be a key determinant in the success of the 
business. Successfully competing for prime locations will consequently be of paramount impor-
tance, especially when these locations are in short supply. 

For example: Over the last 200 years, Hong Kong has developed into a world-class business 
location, but land is a precious commodity because it has a comparatively small land area. This 
Special Administrative Region of China has developed predominantly on Hong Kong island, 
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where the central business district is located, and across the harbor in Kowloon on the Chinese 
mainland. On the island, especially in the central business district, the lack of suitable sites 
and the costs of development have forced most hotels to seek other locations. Banks and other 
financial institutions have been willing to pay very high prices for prime sites and, consequent-
ly, many of the new hotel developments have taken place in Kowloon, where development sites 
are more plentiful and where land costs (though still relatively high) are lower by comparison. 
Similarly, when Hong Kong Disneyland Resort (Disney’s fifth resort and its second in Asia) 
opened in 2005, it did so on the outlying island of Lantau, where Hong Kong’s international 
airport, Chek Lap Kok, was also developed. By doing so, the resort was able to obtain large 
amounts of land at moderate prices as well as gain the advantages of rapid access to the city 
and adjacent international airport. 

intellectual resource Planning 

Intellectual resources – inputs that cannot be seen and touched – can be the most important resource 
inputs of all (see Chapter 1). Some proposed strategies require legal or regulatory permission, a 
database (say, of key customers in a certain market segment) or experience of dealing with certain 
markets. 

14.4 Implementation – configuration of culture and structure 
14.4.1 Cultural suitability 

The concept of organizational culture was discussed in Chapter 4. Strategic implementation usually 
involves making an assessment of the suitability of a culture to undertake the strategy. In the con-
text of implementation, culture is usually analyzed for its suitability. If we consider human person-
alities, we can readily appreciate that not all personalities are equally suitable for all jobs or tasks. 

Some people, for example, are ready to embrace a new challenge and take to change with vigor and 
excitement. They enjoy bungee jumping and parachute jumps. Other people would prefer things 
not to change. They are conservative in nature and would be likely to turn down the opportunity to 
engage in risky sports. These two personality types highlight the suitability contrasts that can exist. 

In Chapter 4 we encountered three typologies of corporate culture. Handy (2007) identified four 
types of culture – power, role, task and person – and Hofstede’s cultural dimensions theory (1980) 
focused on international differences in relation to culture. Miles and Snow (1978) also identified 
four culture types by their reaction tendency, and this is probably the more useful typology in this 
context. 

14.4.2 Miles and Snow’s typology and cultural postures 

Miles and Snow’s (1978) typology (discussed in Chapter 4) divides culture types according to how 
they approach strategy. These distinctions are important because they tell us how each culture type 
will react to different strategic options. 

Miles and Snow identified four categories of organizational culture: 

z	Defender cultures are suitable for organizations that exist in relatively well-defined market areas and 
where improving the position in existing markets is the most appropriate strategic option (e.g., mar-
ket penetration). In this culture, it would be uncomfortable to develop new markets or diversification. 

z	Prospector cultures, in contrast to defenders, are continually seeking out new product and market 
opportunities. Accordingly, they often create change and uncertainty. 
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z	Analyzer cultures exhibit features of both defenders and prospectors. They are a type of culture 
that is able to accommodate both stability (which defenders like) and instability (which prospec-
tors have learned to adjust to).

z	Reactor cultures can sometimes lack strategic focus and are consequently sometimes accused of 
being ‘blown around’ by changes in their environments. This type of culture is not innovative and 
tends to emulate the successes of competitors.

It is evident that the ability of cultures to undertake different strategic courses of action varies. It 
is likely, for example, that defender cultures and those like them would be less able to undertake a 
program of radical change than, say, those that exhibit prospector characteristics.

Cultural differences between what is and what is required for a strategy are one of the most important 
aspects of strategic implementation. Incongruities between the two present a challenge to manage-
ment in respect of either changing the culture or compromising on strategic objectives such that 
cultural change is required to a lesser extent. We will return to the nature of change – including 
cultural change – later in this chapter.

14.4.3 Organizational structure

Organizational structure refers to the ‘shape’ of the organization.

There is no such thing as ‘the perfect structure’ for an organization, because compromises have to 
be made in their design and often are the result of ad hoc growth where parts are added over time 
rather than planned from the outset. For a more detailed discussion of various structural types and 
their relative advantages and disadvantages, see, for example, Lynch (2021:ch. 12).

However, what we are interested in is not the study of organizational structure in itself (interesting 
though this may be) but how it relates to the successful implementation of strategy.

In this context, it is necessary to consider whether the proposed structure will help the organization 
achieve the objectives that have been set as part of its strategy. In this regard, key issues include the 
following:

z	How easy is it to change the structure when circumstances change?
z	How efficient is the structure in ensuring that key information and decisions are disseminated 

appropriately?
z	To what degree does the formal organization chart represent the way in which decision making 

really takes place?

KEY  CONCEPT

Structure follows strategy?

In the strategic management literature, a major debate, summarized by Galan and San-
chez-Bueno (2009), has taken place over many years regarding the relationship between 
the strategy and structure of organizations.

Based on studies of American companies, US economic historian Alfred Chandler (1962) 
argued that the structure is subordinate to and therefore should follow the formulation of 
strategy. To D. J. Hall and Saias (1980), however, the strategic opportunities available to 
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an organization are partly the result of its existing organizational structure so that in some 
cases the strategy follows on from the structure. 

In a widely quoted article, Henry Mintzberg (1990:183) concluded that neither structure 
nor strategy takes precedence and that both should be considered as part of an integrated 
system: 

.  .  . structure follows strategy as the left foot follows the right in walking. In effect, 
strategy and structure both support the organization. None takes precedence; each 
always precedes the other, and follows it, except when they move together, as the 
organization jumps to a new position. Strategy formation is an integrated system, not 
an arbitrary sequence. 

The main issues in designing an organizational structure are: 

z	Division of labor – who does what?  
z	Source of authority – who has the right to tell others what to do?  
z	Relationships – how does the structure fit together?  

In attempting to resolve the key design issues, organizational structures tend to be described in 
terms of their: 

z	Height 
z	Width 
z	Complexity 

In designing the structure of an organization, these three issues are taken into account in a fourth 
design issue concerned with devising a method of division. 

14.4.4 The ‘height’ of structures 

Height refers to the number of layers that exist within the structure. It is perhaps intuitively obvi-
ous that larger organizations are higher than smaller ones. The guide to how high an organizational 
structure depends on the complexity of the tasks that a proposed strategy entails. 

For example: Contrast a small events management company with a diversified international 
travel group. The small company involved in organizing and managing events is competing 
in one location with an easily identified number of competitors and a single set of product 
types. Customers probably value the direct communication with the decision makers in the 
company, which is due to the lack of layers within the company. 

This scenario is much less complex than a multinational, vertically and horizontally 
integrated travel company that competes in many national markets, in several 
product types and with a high dependence on innovation. In such circumstances, 
there are likely to be a greater number of layers to the organization to facilitate its 
complex processes. Customers are likely to purchase the products on the basis of their 
attributes and are unconcerned about the internal structure of the organization they 
are dealing with. 
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Tall structure 

More layers of 
management suitable for 

larger organizations in 
complex environments 

Short structure 

Fewer layers of 
management suitable for 
smaller organizations in 
simpler environments 

Figure 14.2 The height of organizations 

Essentially, height facilitates the engagement of specialist managers in the middle of an organization 
who can oversee and direct the many activities that some larger organizations are involved in. Not 
all organizations have this requirement, and it would be more appropriate for such organizations to 
have a flatter structure (see Figure 14.2). 

The trend in recent years has been for organizations to become flatter, because technology can 
provide information directly from the point of sale to the highest levels. Similarly, technology per-
mits communications from the highest level of the company to be quickly and widely disseminated 
among all staff at every level. This process is often known as delayering and facilitates quicker deci-
sion making and faster communications between managers and operational employees who have to 
implement the decisions. 

Tall and short structures 

Tall structures, involving more layers of specialist managers, enable the organization to 
coordinate a wider range of activities across different product and market sectors. It is 
more difficult for senior management to control and is obviously more expensive in terms 
of management overhead. 

Shorter structures involve few management layers and are suitable for smaller organiza
tions that are engaged in few products or market structures. They are cheaper to operate 
and facilitate a greater degree of senior management control. 

KEY  CONCEPT  
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14.4.5 The ‘width’ of structures 

The ‘width’ of organizational structures refers to the extent to which the organization is centralized 
or decentralized. 

A decentralized organizational structure is one in which the center elects to devolve some degree 
of decision-making power to other parts of the organization. A centralized organization is one in 
which little or no power is devolved from the center. In practice, a continuum exists between the two 
extremes along which the varying extents of decentralization can be visualized (see Figure 14.3). 

As with the height of structures, there is a trade-off between the costs and benefits of width. The 
advantages of centralization are mainly concerned with the ability of the center to maintain tighter 
direct control over the activities of the organization. This is usually more appropriate when the 
organization is smaller and engages in few product or market segments. Some degree of decentral-
ization is advantageous when the organization operates in a number of markets and local specialized 
knowledge is an important determinant of overall success. 

The principal advantages of centralization and decentralization are summarized in Table 14.2. 

14.4.6 Complexity of structure 

The complexity of structure is usually taken to mean the extent to which the organization observes a 
formal hierarchy in its reporting relationships. Strict hierarchy is not always an appropriate form of 
organization, especially when it cannot be automatically assumed that seniority guarantees superior 
management skill. 

In some contexts, formal hierarchy is entirely appropriate in implementing strategy. In others, how-
ever, allowing employees to act with some degree of independence can enable the organization 

Increasing devolution of power 
to the divisions 

Increasing power exerted by 
the center 

Fully centralized 

All decisions are 
made by the 

center 

Fully 
decentralized 

Decision making 
is entirely 

devolved to the 
divisions 

Figure 14.3 The centralization–decentralization continuum 

Table 14.2 The advantages of centralization and decentralization 

Advantages of centralization Advantages of decentralization 

z	Managers at the center maintain tight control Can engage in a wider range of activities 

z	Avoids problems of complex structures Enables increased specialization 

z	Communications are quicker and cheaper Can reduce time taken to make key decisions 

z	Delegation risks are avoided Can develop and improve the skills of managers 
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to be more efficient. The use of matrix structures (discussed later in the chapter), for example, 
can result in the organization being able to carry out many more tasks than a formal hierarchical 
structure. Many companies go some way in this regard by seconding employees into special task 
forces or cross-functional teams that are not part of the hierarchical structure and that act semi-
independently in pursuit of its brief. 

The matrix structure is quite common in larger companies where there is likely to be greater com-
plexity. By way of contrast, some organizations operate with little or even no formal structure. Many 
smaller companies operate in such a way in the belief that structures are not necessary and can 
impede creativity, innovation and teamwork. 

For example: The events management sector is highly fragmented, with a large number of 
very small localized companies operating and low barriers to entry (and exit). Some may 
have just a sole proprietor or members of a single family carrying out all tasks or have 
a few full-time employees, with a larger number of part-time workers brought in to staff 
the event. In such circumstances, it is unlikely that there will be a formal structure, and 
informality allows all attention to be focused on achieving the task at hand. 

In this chapter, we have discussed culture and structure separately, because they are in themselves 
complex organizational issues with a great deal of academic literature devoted to each. 

However, they can also be viewed as being intrinsically linked because the organizational structure 
that is adopted will have important implications for the culture the organization wants to encour-
age, and, likewise, if a particular culture is present that the organization wants to facilitate, this 
implies that a certain structural form will be favored by the organization. 

The close links between structure and culture are illustrated by the Short Case Illustration of easyJet 
below. 

Linkages between culture and structure: easyJet 

Many THE companies explicitly feature their organizational culture in promotional materials to: 

	z Attract new employees with appropriate skills and attitude 

	z Motivate and inform existing employees 

	z Promote a positive image of the organization to external stakeholders 

The low-cost airline easyJet is one such company that promotes its company culture strongly. 
It also illustrates the strong linkages between culture and structure. The company stresses 
its informality, dress code and office layout, but as the quotation below demonstrates, a key 
part of the organizational culture at easyJet relates to the structure it adopts. 

The following is a direct extract from the company’s website: 

We don’t believe in hierarchy or unnecessary layers of management. We do believe in 
giving our team a human touch that people can benefit from right across the organiza
tion. It encourages a ‘one team’ approach. And a strong sense of pulling in the same 
direction. It helps us all to keep on upping our game, whether that’s coming up with 
better ideas or solving more and more complex problems. 

Source: www.easyjet.com 

14 .2  SHORT  CASE  I LLUSTRAT ION 

https://www.easyjet.com
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Questions 

1. Explain the main features of the easyJet culture and consider why these features might 
have been adopted. 

2. Consider what difficulties easyJet might encounter in relation to culture and structure as 
it continues to grow. 

14.4.7 Methods of divisionalization 

The fourth and final way of understanding how structure fits into strategic implementation is by 
considering how the parts of the organization are to be divided. 

As with all other matters to be considered in structure, the method of division is entirely dependent 
on the context of the company and its strategic position. It is a case of establishing the most appro-
priate divisional structure to meet the objectives of the proposed strategy. 

Divisions are based on grouping people with a shared specialism. By acting together within their 
specialism, synergies can be obtained both with and between divisions. In divisionalizing an organi-
zation, the three previous factors (height, width and complexity) are underlying determinants that 
are taken into account. 

There are five common methods of divisionalization. A company or group of companies can be 
divisionalized by: 

z	Functional specialism – typically, operations, human resource management (HRM), marketing, 
finance, etc. 

z	Geographic concentration – where divisions are regionally located and have specialized knowl-
edge of local market conditions 

z	Product specialism – where divisions, usually within multiproduct companies, have detailed 
knowledge of their particular product area 

z	Customer focus – where the company orientates itself by divisions dedicated to serving particular 
customer types; for example, retail customers, industrial customers, etc. 

z	Holding company – where a company owns various individual businesses and the holding com-
pany acts as an investment company overseeing its investments in individual businesses, which 
can be wholly or partly owned but where the individual companies run largely autonomously 

In many cases, a ‘hybrid’ approach to divisionalization might be appropriate. 

For example: A (hypothetical) vertically integrated travel company that provides tour 
operations, has an airline and operates in online and physical travel retailing with sales 
in the UK, Western Europe and North America might have a hybrid divisional structure. 
Such a structure might have geographical, product and functional elements as shown in 
Figure 14.4. Each geographical region might have three product areas, each with their 
own functional divisions. 

A final common way of structuring an organization is the so-called matrix structure. Such a structure 
combines two forms of organization such as functional and geographic, as shown in Figure 14.5. 
In such an organization, there are dual lines of authority for employees – one vertical and the other 
horizontal. 
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Head office 

Europe North 
America 

UK and 
Ireland 

RetailTour 
operations 

Airline 

Sales & 
marketing 

Finance HRM Operations 

Geographic 

Product 

Functional 

Figure 14.4 An example of a ‘hybrid’ divisional structure for a vertically integrated travel company 

Head office 

Europe 

UK and 
Ireland 

North 
America 

Operations HRM Finance Sales & 
marketing 

Figure 14.5 An example of a matrix organizational structure for an international travel company 

For example: In relation to HRM (as an example), the organization may have an  
HRM manager in each of its regions (Europe, UK and Ireland and North America). The  
managers will report (horizontally) to the director for these geographical regions, who will 
be responsible for all activities in the region, but they will also be responsible (vertically) 
to the HRM director, who will be responsible for all HRM activities across the company. 
Thus, the geographical director coordinates a team responsible for all activities in the 
region, whereas the functional directors will coordinate all activities related to their 
specialisms across the company. 
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The advantages of such a structure are that it is likely to focus attention on key tasks and is adapt-
able. It also encourages teamwork. However, it is complex and can produce tensions between the 
different lines of reporting (vertical and horizontal). Many larger THE organizations, such as inter-
national hotel chains, travel companies and airlines, have versions of a matrix structure. 

An organization is given definition and ‘shape’ by the formal structure it adopts, because this orders 
the various tasks and relationships so that they are directed toward fulfillment of the organization’s 
objectives. 

	z Explain the advantages of centralization and decentralization in THE contexts. 

	z In THE contexts, why might a strict hierarchy not always be the most suitable structural 
arrangement? 

	z What are the five major methods of divisionalization? 

	z Explain the usefulness of Miles and Snow’s typology to culture and implementation. 

TH INK POINTS  

However, it is important to recognize that whatever structure is adopted, in all organizations there 
co-exists a pattern of informal relationships, communication and authority, which is often termed 
the ‘informal organization’. Each part of the organization, social group, working team or group of 
specialists may have its own subculture, customs, norms, authority structure and goals. 

The informal organization may operate for or against the interests of the formal organization. Many 
organizations recognize and sometimes encourage the informal organization as a way of increasing 
productivity and teamwork. The informal organization can usefully: 

z	Improve communication by means of ‘the grapevine’ 
z	Coordinate the activities of individuals and groups 
z	Establish unwritten but practical ways of doing things 
z	Provide ideas and enhancements 

Conversely, the informal organization may absorb energy and time on unproductive activities. 

In some THE contexts, this informal organization extends to a consideration of who is in charge; 
that is, who is the boss? Though the organizational structure as shown in the organization chart 
may make it clear, the reality as indicated in the Key Concept that follows might be somewhat dif-
ferent, and organizational leaders must strive to communicate effectively with key groups of staff. 

Who is the boss in THE contexts? 

The structures discussed in this section of the book appear to make it clear who ‘the boss’ 
is. It is normally the CEO based at the organization’s head office, who is responsible to the 
board of directors. 

KEY  CONCEPT  
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However, there are some circumstances in THE where this might not be so evident. The 
role of specialists is important in many businesses, but in many aspects of THE, specialists 
are crucial to the successful ongoing operation of the business, and there are important 
managerial implications that arise from this. 

Take, for example, the pilot of an aircraft, the captain of a cruise ship, the stage manager at a 
concert or theatrical performance or the head chef in the kitchen of a major hotel. In all of these 
examples, the people involved may not figure prominently in the organization chart depicting 
the structure of a particular organization, because there may be many pilots, captains, stage 
managers, chefs, etc. However, all have highly specialized skills that are crucial in service deliv
ery. The pilot and the ship’s captain, for example, are legally responsible for the safety of their 
aircraft or ship and thus these roles are not responsible for boosting company profitability. 

Consequently, when the CEO walks onto a plane or a ship, into the concert venue or the 
hotel kitchen, he or she could legitimately be told (by the pilot, captain, chef, manager, etc.), 
in recognition of their specialist skills and responsibilities: ‘Outside you are “the boss” – 
but here I am in charge.’ 

The implication of this apparent inversion of authority is that many organizations will have 
some key members of staff who are crucial in implementing the strategy successfully. The 
staff may have specialist knowledge or particular responsibilities (that determine their pri
orities), and implementing the strategy may not be their utmost priority. They might sup
port the strategy but could also attempt to block it or ignore it. 

Hence, it is important for senior managers to identify these individuals or groups and com
municate with them appropriately to gather support for the changes that are required. This, 
of course, is not always easy and is not always successful. It is an aspect of management of 
change (discussed in the next section). 

14.5 Implementation – managing and leading change 
At its simplest, strategy is all about change. In this chapter, we have discussed the importance of 
an organization’s resource base, its culture and its structure. To bring about strategic repositioning 
(e.g., in respect to products and markets), all of these may need to be changed. 

Change can take different forms in different circumstances. For example, it can be viewed in four 
dimensions as follows: 

z	Continuous or discontinuous 
z	Incremental or transformational 
z	Proactive or reactive 
z	Broad or narrow in its scope 

Different organizations exhibit differing attitudes toward change. We can draw a parallel here with 
different types of people. Some people are very conservative and configure their lives to minimize 
change. Such people will generally fear change and will resist it. Other people get bored easily and 
are always looking for new challenges, new jobs and so on. Organizations reflect this spectrum of 
attitudes. It is here that we encounter the concept of inertia. 
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14.5.1 Inertia – identifying barriers to change

Inertia refers to the force that needs to be exerted on a body to make it move. The size and shape 
of the body will have a large bearing on its ability to move – compare, for example, the inertia of a 
football to that of a train.

In the same way, different organizations present managers with issues relating to change due to 
varying degrees of inertia. Some are easy to change and others are much more reluctant. The will-
ingness to change may depend on the culture of the organization, its size, its existing structure, its 
product and/or market positioning and even its age (i.e., how long it has existed in its present form).

For most purposes, we can say that resistance to change on the part of employees can be due to dif-
ferent attitudes. A number of studies in THE have reported resistance to change; see, for example, 
Okumus and Hemmington (1998), Pechlaner and Sauerwein (2002) and Kim et al. (2022). In a 
study of hotel managers in China, Singapore, Malaysia and Hong Kong, Jogaratnam and Tse (2004) 
found that few hospitality managers are used to the need to constantly innovate and influence 
change and that many managers are afraid to change.

Those affected by the change who resist it may do so because they:

z	Lack understanding of the details – The reasons for the change may not have been explained to them. This 
particular barrier can normally be overcome relatively easily by management closing the information gap.

z	Lack trust – They do not place their trust in the management.
z	Are afraid –They may fear that the proposed changes will adversely affect their place in the struc-

ture, particularly in respect to their personal position or their social relationships.
z	Are uncertain about the future – Attitudes toward uncertainty vary significantly among people, 

with some being much more averse than others.

14.5.2 Understanding change – Kurt Lewin’s three-step model

Lewin (1947) suggested that organizational change could be understood in terms of three consecu-
tive processes: unfreezing, moving and then refreezing (Lynch, 2021), as shown in Figure 14.6.

Unfreezing (mobilization for change)

Unfreezing involves introducing measures that will enable employees to abandon their current prac-
tices or cultural norms in preparation for the change. In many organizations, little has changed for 
many years, and unfreezing is necessary as a ‘shaking up’ phase. The impetus for unfreezing can 
come from either inside or outside the organization. Changing market conditions, for example, 
sometimes give employees warning that change will be imminent. Internally, a management shake-
up, a profit warning or talk of restructuring may bring about similar expectations.

Unfreezing
Preparation 
for change

Moving
Bringing 
about the 
requisite 
change 

Refreezing
'Lock in' 

the
changes 

Figure 14.6 Lewin’s model of change

Source: Adapted from Lewin (1947)
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Moving (MoveMent to a new level) 

Moving to the new level involves bringing about the requisite change itself. The time period given 
over to this phase varies widely. Structural change can usually be brought about relatively quickly. 
Changes in internal systems sometimes take longer (such as the introduction of new quality or 
information systems), and changing culture can take years. 

RefReezing (sustaining change) 

Refreezing is necessary to ‘lock in’ the changes and to prevent the organization from going back to 
its old ways. We would usually expect cultural changes to require more ‘cementing in’ than some 
other changes, and some resolve might be required on the part of senior management to avoid 
slippage. 

Cultural change at easyJet and Ryanair 

Ryanair and easyJet are two airlines that have spearheaded the low-cost airline revolution in 
Europe since the 1990s, and both have grown rapidly to become established as substantial 
airlines. 

The ‘low-cost’ model, as its name implies, is built on cutting out unnecessary costs. Conse
quently (though variations have emerged), low-cost airline operations usually imply cutting 
out additional product features, high aircraft utilization rates, point-to-point (as opposed 
to ‘hub-and-spoke’) routing, using a limited number of aircraft types, sales mainly derived 
online and fast airport turnaround. The airlines were also often cited for providing poor 
levels of customer service. In some cases, the poor levels of service became symbolic of the 
fact that the airline was doing everything possible to cut prices for passengers. The trade-
off for low fares was a low level of service. 

In a 2002 interview (Chesshyre, 2002), long-serving CEO and talisman for low-cost airlines 
Michael O’Leary said: 

Our customer service is about the most well-defined in the world. We guarantee to give 
you the lowest airfare. You get a safe flight. You get a normally on-time flight. That’s the 
package. We don’t and won’t give you anything more on top of that. 

But times have changed, and competitive pressures on European short-haul routes have 
been intensifying. The so-called full-service airlines have responded in short-haul markets in 
many cases by cutting costs, removing product features or developing their own low-cost 
subsidiaries (such as International Airline Group’s Vueling and Iberia Express). 

The low-cost airlines have had to adjust their own business models with regard to their 
culture and service standards to respond to their rejuvenated full-service competitors. The 
Financial Times reported that ‘customer service has become easyJet’s own weapon, wielded 
against rivals in the highly competitive airline market’ (Wild, 2013) as the company pushed 
ahead with a program to transform the company’s culture. ‘While Ryanair was paring its core 
service to the bone, rival easyJet made some counterintuitive moves for a low-cost airline – 
offering flexible tickets and allocated seating, to woo business travelers’ (Topham, 2013). 

14 .3  SHORT  CASE  I LLUSTRAT ION 
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The cultural change at easyJet was facilitated through a major training program. Staff are 
instructed on their ABC’s – attitude, behavior and communication – and are shown how 
unwitting actions make an impression on customers. Further initiatives to raise standards 
include an updated uniform; a customer charter, which includes promises from staff; and 
many staff around the company acting as ‘customer champions’ to inform and inspire col
leagues. Incentives for staff in buying in to the revised organizational culture are mainly in 
the form of pride in the company, winning your name on an aircraft, or becoming an ambas
sador for UNICEF. 

Sources: Adapted from Chesshyre (2002); Wild (2013); Topham (2013); www.ryanair.com/; 
www.easyjet.com/ 

Questions 

1. Explain why change is necessary at easyJet and Ryanair. 

2. Outline the sort of difficulties easyJet and Ryanair might encounter in trying to change 
their organizational cultures. 

14.5.3 Understanding the context of change 

Being able to manage change effectively is key to organizational survival and is probably the Achil-
les’ heel of even very successful companies (Holbeche, 2011). To successfully lead and manage 
change, it is first necessary to understand change conceptually. Here we present a summary, but the 
subject was covered in detail by Holbeche (2011) and Balogun et al. (2016). 

Before embarking on a program of change, organizational leaders need to be aware of the context of 
change within the organization. Table 14.3 presents some key contextual factors that a THE organi-
zation might need to consider before embarking on a program of change as part of its implementa-
tion of strategy. 

Table 14.3 Considering the context of change within organizations 

Change – contextual factor Primary issue 

z	Time How quickly is change required? 

z	Scope To what degree is change needed? 

z	Preservation What needs to preserved when other aspects are changed? 

z	Diversity Will all parts of the organization be treated the same, or will 
there be room for diversity of approach? 

z	Experience and capability Does the organization have experience of change and the 
ability to carry it through the process? 

z	Capacity Are the resources required for change available? 

z	Readiness How willing and able to change are the people in the organi
zation’s constituent groups? 

z	Power Do the organization’s leaders have the necessary power to 
lead the required changes? 

https://www.ryanair.com/
https://www.easyjet.com/
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Organizations continually need to change and need to do so at a pace that is equal to or faster 
than the external environment in which they operate. If they fail to do so, so-called strategic drift 
occurs. 

Strategic drift 

Strategic drift: 

Is the tendency for strategies to develop incrementally on the basis of historical and 
cultural influences, but fail to keep pace with a changing environment. 

(Whittington et al., 2020:174) 

DEF IN IT ION/QUOTAT ION 

This occurs when an organization (even one that has enjoyed considerable success) responds too 
slowly to changes in the external environment and continues with the strategy that once served it 
very well. A well-known example that is often cited (though outside our focus) is that of Kodak, 
which in the context of film and photography failed to adapt its strategy to the rapid digitalization 
of the industry. 

Dwyer et al. (2016) argued that tourism organization managers and destinations faced with pres-
sures for change typically ‘try to minimize the extent to which they are faced with ambiguity and 
uncertainty by looking for that which is familiar’. In managing for the future, difficulties occur 
because action is required beyond the scope of their core assumptions and routines. In essence, the 
organization does not understand the cause and effect of what is occurring in the external environ-
ment, resulting in strategic drift. 

In the context of identified megatrends, a major challenge for THE organizations is identifying when 
their organization is at risk of or in a state of strategic drift (Dwyer and Edwards, 2009). Dwyer 
and Edwards (2009) recognized that there is no magic formula for avoiding strategic drift, but THE 
managers should recognize the importance of: 

z	Sustainable yield as an objective of the tourism organization 
z	Customers’ needs as a driver of new product and new service development 
z	Proactive adoption of new technology 
z	A culture encouraging innovation 
z	Risk management, so they are prepared for any incident and can respond swiftly, confidently and 

appropriately 
z	Collaborating with other organizations to achieve efficiencies and an integrated ‘value chain’ 
z	Education and training to create an innovative and adaptive workforce 

Comparatively little attention has been paid to the individual or collective viability and long-term 
sustainability of festivals and events in an increasingly competitive environment. Getz and Anders-
son (2008) emphasized important considerations for festival managers to thrive and keep abreast 
of the changing environment (thereby avoiding strategic drift). Data derived from 14 Swedish live 
music festivals confirmed the importance of attaining ‘institutional status’, occupying a unique 
‘niche’ in the community, retaining committed stakeholders and practicing constant innovation. 
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For example: When organizing festivals and events, there is an inherent risk of failing 
to adapt strategy quickly enough to changing environmental circumstances (i.e., strategic 
drift). There is also the risk of failure due to ‘resource dependency’ (on state or other 
sources), as well as more pragmatic reasons, including bad weather and managerial 
incompetence (Carlsen et al., 2010). 

The Short Case Illustration of the Calgary First Night Festival’s demise illustrates the problems of 
strategic drift in the competitive world of festivals. 

Strategic drift: Calgary First Night Festival 

Recent years have seen a huge increase in the number and range of festivals in countries 
around the world as localities, regions and countries compete for consumer spending. Suc
cessful festivals such as those in Edinburgh, Scotland, and Salzburg and Bregenz, Austria, 
can be highly lucrative for their local economies both directly and indirectly through the 
enhanced image of the city that they engender. 

However, the environment is highly competitive. The environment is competitive in two 
respects: there are now many more festivals competing for public custom, and the festivals 
have to compete for finite public and commercial financial resources. Many festivals are 
highly specialized and depend on public subsidy, volunteers and sponsorship for survival. 
Failure to keep pace with the changes in relation to these factors is an example of strategic 
drift. 

Getz (2002) cited the example of the termination of the First Night Festival in the Canadian 
city of Calgary, and, in a Swedish context, Nordvall and Heldt (2017) explored the failure of 
a family arts festival held on New Year’s Eve from 1985 to 1995 that attracted up to 40,000 
people. Failure was attributed not to lack of interest but to other environmental factors: 

	z Price restrictions were imposed, which prevented the organizers from increasing their 
revenue 

	z An initial city grant was discontinued and put additional pressure on the event 

	z The festival was not eligible for ongoing funding from the Calgary Regional Arts 
Foundation, which otherwise supports local festivals 

	z The volunteer festival directors were ‘burned out’ because of the constant fight for finan
cial viability 

Thus, failure to respond to the rapidly changing financial circumstances and an unsustain
able leadership model implied that a strategic drift had taken place; that is, the festival’s 
rate of change failed to keep pace with the changing external environment. 

Source: Adapted from Getz (2002) 

Questions 

1. Explain what is meant by the term ‘strategic drift’ and how it is illustrated in this case. 

2. What might the organizers of the festival have done to prevent failure in this case? 

14 .4  SHORT  CASE  I LLUSTRAT ION 
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Two key aspects of change that managers need to determine relate to the urgency for the changes to 
be implemented and the nature of the change that needs to take place. 

The pace at which change happens can usually be divided into one of two categories – step (often 
termed transformational) and incremental change. Incremental change, or incrementalism, has 
become associated with the management learning process and is associated in particular with the 
work of Quinn (1980); see also the assessment by Johnson (1988). 

Figure 14.7 illustrates the two principal categories of change. As the terminology suggests, step 
change represents a major change implemented over a short period of time, whereas incrementalism 
involves many small steps and learning along the way so adjustments can be made as necessary. 

Quinn and Voyer (1998) suggested that there are two factors that determine which is the most 
appropriate: 

z	How urgent the need for change is – A market crisis will typically bring about an urgent need for rapid 
change, whereas preparing for the introduction of a new legal regulation in 5 years’ time will allow 
change to occur more slowly and perhaps more painlessly. 

z	How much inertia is evident within the organization’s culture – The time to ‘unfreeze’ will depend 
on the level of inertia. 

Step change offers the advantage of ‘getting it over with’. It enables the organization to respond 
quickly to changes in its environment and hence to conform to new conditions without lagging 
behind. Disadvantages include the ‘pain’ factor – it may require some coercion or force on the part 
of management, which in turn may damage employee–management relationships. 

Incremental changes offer the advantage of a step-by-step approach to change. For an organization 
with high inertia, it enables management to gain acceptance before and during the change process 
and, consequently, it tends to be more inclusive. The process is divided into a number of distinct 
phases, and there may be periods of ‘rest’ between the phases. It would be an inappropriate tech-
nique to use in situations of rapid environmental change. 

Balogun et al. (2016) usefully categorized types of change in four categories in their model of types 
of change, as shown in Figure 14.8, defined in two dimensions:. 

Step change 

Occurs 
rapidly as 
organization 
moves from 
current level 
to a new level 

Incremental 
change 

Occurs over a 
period of time in 
incremental 
stages 

Figure 14.7 The urgency for change 
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Figure 14.8 A model of types of change 

Source: Adapted from Balogun and Hailey (2016) 

z	End result of change – that is, the extent of the desired change 
z	Nature of the change – that is, the speed at which the changes will be implemented 

The four categories of change are as follows: 

z	Adaptation – aimed at realigning rather than transforming the organization, implemented slowly 
through staged initiatives 

z	Reconstruction – aimed at realigning rather than transforming the organization but occurring 
more dramatically and faster 

z	Evolution – a transformational change implemented gradually through different stages and inter-
related initiatives 

z	Revolution – a fundamental transformational change occurring by simultaneous initiatives on 
many fronts, often in a relatively short space of time. It is more likely (than evolution) to be 
forced on staff and reactive to rapidly changing market conditions. 

The Short Case Illustration of the German airline Lufthansa illustrates a strategic change process 
being implemented in the turbulent environment faced by airlines in recent years. 

Strategic change at Lufthansa: the impact of the COVID-19 pandemic 

The German airline Lufthansa, with its main operating base at Frankfurt International Air
port, is the principal airline in a group of airlines that also includes Swiss and Austrian air
lines. International airlines have had to become adept at managing change in response to 
rapid and fundamental environmental changes and highly volatile records of profitability. 

14 .5  SHORT  CASE  I LLUSTRAT ION 
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14.5.4 Leading and managing change

Strong management and leadership of change are vital if the planned changes are to be successful.

There are no generally accepted definitions of the terms ‘management’ and ‘leadership’. In both 
cases, many definitions have emerged in the academic and commercial literature, and the meaning 
of both terms is subject to much debate. Hence, the terms, their meaning and their application are 
subject to various interpretations.

Although in common usage, the terms are often used interchangeably, and care must be taken in 
distinguishing between the two concepts. Kotter (2001), for example, argued that leadership and 
management are two distinctive and complementary systems, each having its own function and its 
own characteristic activities, but both are necessary for complex organizations and vital to the suc-
cessful implementation of strategic changes. Management is about planning, controlling and putting 
appropriate structures and systems in place, whereas leadership has more to do with anticipating 
change, coping with change and adopting a visionary stance.

Zaleznik (2004) also perceived a difference between management and leadership. Managers are 
seen as fairly passive, people-centered operators intent on ‘keeping the show on the road’, whereas 
leaders seem to be more solitary, proactive, intuitive and emphatic and are attracted to situations of 
high risk where the rewards for success are great.

Bruch et al. (2005) reported that Lufthansa had shifted its shape successfully several times 
over the previous years since its spectacular turnaround from the brink of bankruptcy in 
1991 (detailed by Bruch and Sattelberger 2000). ‘The company became a master of manag-
ing strategic change despite the turbulent aviation market conditions prevalent from 1991 
to 2004 by launching a series of major initiatives’ (Bruch et al., 2005:98).

In 2020 and 2021, the coronavirus pandemic had an unprecedented impact on the aviation 
industry and led to speedy and fundamental changes to previously planned strategies.

The Lufthansa Group actively used the crisis to accelerate the group’s transformation and 
create a good starting position to be successful in the future competitive environment. The 
group responded quickly and comprehensively to set up the ‘ReNew’ restructuring pro-
gram as a reaction to the crisis-related market collapse and the changed financial situation. 
Liquidity outflow was successfully reduced or stopped, fixed costs were reduced in the short 
term by over 30% and capital expenditures were reduced by around two-thirds compared 
with the original planning.

In addition, voluntary and compulsory job reductions took place across the group and air-
craft were temporarily parked. As a result, it was reported that by 2024, annual costs should 
be around 3.5bn euro lower than before the crisis.

Sources: Lufthansa (2021); Bruch and Sattelberger (2000); Bruch et al. (2005)

Questions

1. Explain what problems Lufthansa might encounter in implementing its program of change 
and how these difficulties might be overcome.

2. Explain the main features of Lufthansa’s change program as a result of the pandemic and 
why it is so important for the airline group.
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In practice, the difference between leadership and management is that: 

z	Leadership is setting a new direction or vision for a group or for oneself that others follow; that is, a 
leader is the spearhead for that new direction. 

z	Management controls or directs people/resources in a group according to principles or values 
that have already been established. 

Management usually consists of people who are experienced in their field and who usually possess 
a good technical knowledge. Their authority derives from the position they hold. 

But what is leadership? There are almost as many definitions as there are commentators. Many 
associate leadership with one person leading. However, four aspects stand out in the discussions: 

z	To lead involves influencing others and may derive from the position they hold or from other character-
istics such as their personal qualities. 

z	Where there are leaders, there are followers. 
z	Leaders seem to come to the fore when there is a crisis or special problem. In other words, they often 

become visible when an innovative response is needed. 
z	Leaders are people who have a clear idea of what they want to achieve and why. This is often 

described in terms of a vision. 

Thus, leaders are people who are able to think and act creatively in non-routine situations and 
who set out to influence the actions, beliefs and feelings of others. In this sense, being a leader is 
personal. It flows from an individual’s qualities and actions. However, it is also often linked to the 
individual’s role, such as a manager or expert. 

Hence, there can be a lot of confusion. Not all managers are leaders, and not all leaders are manag-
ers. Leaders stand out by being different. They question assumptions, are suspicious of tradition and 
have a preference for innovation. 

The study of leadership is not new. Interest in what makes effective leaders has a long history, 
with many examples in the literature taken from the military field. Management, by contrast, is 
usually viewed as a more recent phenomenon linked to the development of modern industrial 
practices. 

Leadership 

The study of leadership rivals in age the emergence of civilization, which shaped its 
leaders as much as it was shaped by them. From its infancy, the study of history has 
been the study of leaders – what they did and why they did it. 

(Bass and Bass, 2009:4) 

DEF IN IT ION/QUOTAT ION 

Kotter (2001) produced eight practical guidelines for leaders and managers seeking to transform 
their organizations; see the following Key Concept. 
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KEY  CONCEPT  

Successfully transforming organizations 

In stressing the need for strong, effective leadership and management in organizations 
implementing programs of change, Kotter argued that there are eight steps to successfully 
transforming organizations, as shown in Figure 14.9. 

Figure 14.9 Successfully transforming organizations 

Source: Adapted from Kotter (1995) 

The process of actually leading and managing strategic change leads to the consideration of a num-
ber of managerial approaches and their appropriateness in various contexts. 

14.5.5 Leadership and management styles 

Managers and leaders have different styles (approaches) that they adopt in implementing change in 
their organizations. It is true that there is no ‘best’ style of leading and managing strategic change 
(Whittington et al., 2020); instead, it is perhaps better to think of leaders needing to adjust the 
style they adopt according to the circumstances they encounter. This approach has become known as 
situational leadership following the work of Paul Hersey and Ken Blanchard during the 1970s (Hersey 
et al., 1979), which was summarized and critiqued by Graeff (1997). 

	z What is inertia, and how is it applied to organizational change? 

	z Explain Lewin’s three-step model of change. 

	z Define and distinguish between step change and incremental change. 

TH INK POINTS  
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Building on this adaptation of leadership style according to the circumstances, Balogun et al. (2016) 
argued that there are five styles that can be adopted, each with associated advantages and disadvan-
tages. The styles represent a continuum, from coercion, where change is forced on people, to education 
and delegation, where change is delegated. Consequently, each style may be more appropriate in some 
circumstances than others.

The five styles and their associated advantages and disadvantages identified by Balogun et al. (2016) 
are summarized in Table 14.4.

14.5.6 The role of the ‘change agent’

Many writers have stressed the importance of the leadership role in successfully implementing 
change; see, for example, Howell and Higgins (1990) and Palmer et al. (2021). The individual or 

Table 14.4 Styles of leading change

Style Description Advantages Disadvantages

Education and  Use small group brief- z	Spreads support for Takes a long time
delegation ings to explain things change If radical change is 

to employees. Aim is z	Ensures a wide base of required, fact-based 
to gain support for the understanding argument may not be 
change by generating enough to convince oth-
understanding and  ers of need to change
commitment

Easy to voice support 
but then walk away and 
do nothing

Collaboration Widespread involvement z	Spreads not Time-consuming
of employees on deci- only support but Little control (by senior 
sions about what and ‘ownership’ of management) over  
how to change change by increasing decisions made

involvement
May lead to change 
outside original vision

Participation Involvement of employ- z	Spreads ownership Can be perceived as 
ees in ‘how’ to deliver and support for manipulation
the desired changes. change but with 
May also include limited a more controlled 
collaboration over framework
aspects of the ‘how’ to z	Easier to shape 
change as opposed to decisions
‘what’ to change

Direction Change leaders make z	Less time-consuming Potentially less support 
the majority of decisions z	 and commitment and Provides a clear 
about what to change therefore proposed change direction and 
and how. Use of author- changes may be resistedfocus
ity to direct change

Coercion Use of power to impose z	Allows for prompt Unlikely to achieve 
change action employee buy-in except 

in a crisis
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‘change agent’ instigating change may be the key manager (usually the CEO or managing director) 
within the organization or the organization may bring in an external consultant for the duration of 
the process. 

How the process of change is implemented and by whom is an interesting issue in itself. In the so-
called top-down vs bottom-up discussion that has taken place in the academic literature over recent years 
(see, for instance, Burnes, 2017). The role of top management is clearly important, whichever style 
they adopt and whether they lead the change themselves or bring in external consultants to do so. 

However, Beer et al. (1990) found that change programs that were directed by top management 
were quite likely to fail. The change programs that were more likely to be successful were those that 
were started at the bottom of the organization and driven by individuals or task groups who ‘cham-
pioned’ specific aspects of change. 

Beer et al. (1990) argued that top management’s role in the change process is to support, but not 
interfere with, change; to create the climate for change to take place, specifying the general direction 
of change; and to communicate the successes and failures of the change process so that the lessons 
can be learned. Specifically, the authors recommended that the role of top management in a program 
of change should be to: 

z	Mobilize commitment to change through joint diagnosis and team efforts 
z	Develop a shared vision for change emanating from the task teams 
z	Foster consensus for the new vision by giving support and encouragement 
z	Replace managers who cannot work under the new system 
z	Spread revitalization to all departments without pushing from the top 
z	Institutionalize change through systems and procedures 
z	Monitor and adjust strategies in response to problems 

The change agent approach in which an external person or team is brought in to implement change 
has been termed the ‘champion of change’ model. Though a disadvantage is that an external person 
does not know the context of the change or the personalities involved as well as an insider, there are 
a number of advantages, in that the change agent: 

z	Provides a focus for the change and personifies the process. A ‘walking symbol’ of change can act as a 
stimulus to change and can ensure that complacency is avoided. 

z	Will be engaged, in many cases, because he or she is an expert in the field. The person may have 
overseen the same change process in many other organizations and so is well acquainted with 
the usual problems. 

z	Frees up senior management’s time because responsibility for the change process is delegated. 
Management thus gains the normal advantages of delegation. 

Many management consultants vie for opportunities to advise organizations on implementing their 
strategies and have developed proprietary frameworks and systems to do so. One such external 
approach to implementing strategy is the 7-S model developed by the well-known international 
consultancy firm McKinsey. In Search of Excellence, the best-selling book by McKinsey partners Tom 
Peters and Robert Waterman (2015), introduced the mass business audience to the firm’s 7-S model. 

Whatever type of change is envisaged, the model can be used to understand how the organizational 
elements are interrelated and to ensure that the wider impact of changes made in one area in terms 
of its impacts elsewhere is taken into consideration. 
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Skills 

Strategy 

Structure 

Systems 

Shared 
values 

Style 

Staff 

Figure 14.10 The McKinsey 7-S framework 

The model, shown in Figure 14.10, is based on the notion that the seven elements (structure, strat-
egy, systems, skills, style, staff and shared values) need to be aligned and mutually reinforcing so 
that the organization can perform well. In THE contexts, Palatková (2011), for example, applied the 
model to destination marketing strategy in the Czech Republic, and Gkoumas (2022) applied the 
model in establishing restaurant viability in Taiwan following the COVID-19 pandemic. 

14.6 Implementation: THE contexts 
In this section, we attempt to put together key aspects of this book in relation to the ways in which 
we have to think about strategy in THE contexts differently than other industrial contexts. The 
reason for this lies in the service contexts we are dealing with and, specifically, the defining charac-
teristics of the sectors that make up THE. 

The underlying premise of this book is that strategic management in THE contexts is in some way 
different in that there are certain characteristics of these sectors that managers need to consider in 
designing and delivering their strategies. 

We discussed these characteristics in Chapter 2. Four of the characteristics, it was argued, were 
common in most service industry contexts and a further seven, though not necessarily unique to 
THE management, were nevertheless particularly prominent in these contexts. 

The 11 characteristics and examples of the managerial implications that arose because of these char-
acteristics were summarized in Table 2.1. Importantly, the characteristics have particular relevance 
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for the way in which strategy is implemented in THE organizations. Specifically, managers in these 
sectors need to consider the characteristics in relation to how:

z	Resources are allocated and deployed
z	The organization is configured in terms of its culture and structure
z	The process of change is managed and led

Thus, the ways in which these issues are addressed are affected by the particular context within 
which THE organizations operate; that is, the 11 defining characteristics. In implementing strategy, 
managers have to address these aspects in such a way that core competences are applied (discussed 
in Chapter 3). When the core competences are applied effectively in the market, competitive advan-
tage is achieved.

This process, from defining characteristics through strategic implementation to core competences, 
applied in the market is shown conceptually in Figure 14.11 (and was discussed by Evans, 2015).

Figure 14.11 presents a conceptualization of how strategic implementation can be applied in THE 
contexts. Tables 14.5 and 14.6 build on the conceptualization by summarizing some of the specific 
services (Table 14.5) and THE characteristics (Table 14.6) facing managers. The tables build on the 
summary presented in Table 2.1 in Chapter 2.

The tables also consider the actions managers might take to respond in relation to the three aspects 
of resources, configuration of structure and culture and managing change (which were covered ear-
lier in this chapter).

Service 
products

Intangibility

Inseparability

Perishability

Heterogeneity

THE products

Ownership
High cost
Seasonality
Ease of
entry/exit
Interdependence
Impact on 
society
Effect of external 
shocks

Resources

Physical 
Financial
Human 

Intangible 

Configuration

Structure

Culture

Leading & 
managing change

Core
competences

Customer
focus

Uniqueness

Flexibility
Contribution to 
value 
Sustainability

Service & THE
products: defining

characteristics

Strategic 
implementation

issues

Delivering core 
competences

Applying core 
competences in the 

market

Achieving 
competitive 
advantage

Figure 14.11 Achieving competitive advantage in THE through strategic implementation: a con-
ceptualization
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Table 14.5 Strategic implementation in relation to service product characteristics

Characteristic Implementation actions: Resources Implementation actions: Configuration Implementation actions: Change 

Intangibility

Products 
cannot be
tested or
sampled

Inseparability

Production and 
consumption
take place at
the same time

Perishability

Products 
cannot
be stored 

z	Physical and virtual marketing
materials must be of a high standard

z	Effective distribution of the products 
is essential 

z	Tangible additions to the product 
often important

z	There is often no opportunity to store 
resources, so they must be available 
in the right quantities and location
when required 

z	Supply is often fixed in the short to
medium term, so pricing and other
promotional methods are used to 
effect demand 

Structure – Front-line sales force must 
be well trained and able to sell the
product attributes competently

Culture – Delivering excellent service is
of utmost importance to all employees

Structure – Front-line staff must be 
trained and empowered to satisfy 
customer demands

Culture – ‘Get it right first time’ or
rectify mistakes when they happen 
quickly and satisfactorily

Culture – Empower staff within 
specified boundaries so that lapses
can be overcome 

Structure – Flexibility is necessary so
that appropriate responses to rapid 
environmental changes can be 
implemented

Structure – Flatter structures favor rapid 
decision making and information flows

Culture – Avoiding waste and cutting
costs are key drivers 

Building brand loyalty is difficult and 
time consuming, and brand switching
is common. Therefore, managers must 
devote resources to positioning and 
building brands and recognize and 
manage risks to the brand

Ensure that high customer service levels 
are maintained

Front-line staff should be carefully 
selected, well trained and have the
appropriate skills and aptitude for 
customer service roles 

Performance monitoring systems are 
necessary to avoid wasting resources 
and plan resource deployment

Sudden changes in demand and
supply must be carefully monitored 
and resources redeployed accordingly

(continued) 
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Table 14.5 Continued

Characteristic Implementation actions: Resources Implementation actions: Configuration Implementation actions: Change 

Heterogeneity

Products are 
not identical

Ownership

Customers use
services rather
than own them 

z	Staff are vital in delivering excellent 
services, so it is essential to recruit 
and retain good staff, train them well, 
ensure that rewards are well targeted 
and take measures to ensure staff are 
well motivated

z	It is important to stress differentiation 
between the organization’s own 
products and those of competitors 

z	Building loyalty is difficult, but 
promotional activities, excellent 
staff and loyalty schemes should be 
aligned toward building loyalty 

Structure – Ensure that structure 
enables information from front-line 
staff to quickly reach company decision 
makers

Culture – Staff are a key part of the 
product, and service quality is of utmost 
importance

Culture – Staff are empowered to make 
decisions

Structure – Front-line and back office 
staff must act as if customers are own
ers of the product

Culture – Strong and explicit organiza
tional values are important in building 
staff and customer loyalty

Culture – Despite lack of ownership,
quality of ‘after-sales’ service is vital for 
repeat bookings 

Listening to and understating the
customer, anticipating customer needs 
and giving a high priority to customer
satisfaction are important

Heterogeneity should be managed 
in such a way that the differences are 
valued by the customer and that high-
quality standards are maintained

Ensure that loyalty schemes are well 
targeted and offer value for money for 
customers and the organization

Develop a relationship with customers 
through public relations, promotion and 
organizational image so that customers 
feel like they ‘own the product’ 
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Table 14.6 Strategic implementation in relation to THE management characteristics

Characteristic Implementation actions: Resources Implementation actions: Configuration Implementation actions: Change 

High-cost
product

Often a
relatively 
expensive
purchase 

Seasonality

Products 
often have
very seasonal
demand
patterns

Ease of
entry/exit

Often
relatively 
low barriers
to entry 

z	Provide opportunities to sample, test or 
compare the product

z	Ensure that resources are deployed on 
product features valued by the customer 
and for which they are willing to pay 

z	Ensure flexible resourcing so that there is 
availability when required but resources can 
be discarded when not required

z	Make extensive use of part-time and
volunteer workers

z	Carefully manage seasonal cash flows and 
foreign currency receipts and payments 

z	Resources often need to be deployed flexibly
to respond quickly to competitive threats

z	Focus on the cost base because otherwise
lower cost competitors will enter the market

z	New competitors can quickly emerge, so 
it important to establish position in the
market through differentiation and/or price

z	Many opportunities are available for 
innovative SMEs if they have the necessary
resources available

z	Raise the height of barriers for new
entrants if possible, by gaining access to
resources that are denied to others, such as 
a resort, hotel or concert venue 

Structure – All levels of the organiza
tion are required to take responsibil
ity for excellent service delivery and
product enhancement

Culture – Continuous improvement 
and innovation are encouraged so 
that products and service levels keep 
ahead of competitors

Structure – Flexibility and clarity are 
needed to accommodate seasonal
workers and ensure that they are well 
managed

Culture – Inclusivity is needed so that
part-time volunteers and staff do not 
feel excluded and are aware of organi
zational norms and requirements 

Structure – Avoid being overly
bureaucratic so that it is possible to 
responding quickly to new vigorous 
competitors

Culture – Develop an ‘open’ culture 
where employee ideas and innova
tions are encouraged and incentivized 
appropriately

Culture – If there is relative ease of 
entry and exit, develop a culture in 
which whether correct markets are 
being targeted and correct products 
are being offered can be constantly 
assessed 

Continually evaluate product offering 
so that it is correctly positioned in the 
market

Ensure that pricing and product infor
mation is updated and accurate

Build trust with customers through 
relationship building 

Manage change in demand and sup
ply balance carefully so that resources 
are available when required and 
waste is avoided in their deployment

Price effectively to match seasonal vari
ations so that revenues are maximized

Take action to extend the season or 
minimize its impacts

Products and innovations can often 
be easily replicated, so seek niches, 
specialisms, product features, 
brand or pacing points that can be
defended

Innovative SMEs can effectively 
compete if they utilize technology,
design, service quality or a particular
niche effectively 

(continued) 
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Table 14.6 Continued

Characteristic Implementation actions: Resources Implementation actions: Configuration Implementation actions: Change 

Interdepen
dence

The subsec
tors of THE
are closely 
linked

Impact on
society

THE has a
high impact
on society

External 
shocks

Prone to 
external
shocks
beyond
manager’s 
control 

z	Seek opportunities to share resources with 
collaborating organizations, suppliers and 
customers 

z	Use natural resources in an environmentally 
responsible way

z	SMEs can compete effectively with larger 
companies by deploying resources in a way 
that emphasizes their ‘green’ credentials 

z	Risks vs rewards are carefully assessed and 
resources deployed accordingly

z	Spread risks through a portfolio of products 
and markets 

z	Protect assets where possible; for example, 
through insurance, spreading their location 
and ‘asset-light’ operations 

Structure – Ensure a ‘strategic-fit’ 
between structures of collaborating 
organizations

Culture – Work with organizations with 
compatible vision and values

Structure – A decentralized structure 
might allow for local managers to be
more sensitive to local impacts and 
make necessary adjustments

Culture – It may be necessary to
devise a strategy that takes into
account not only central headquarter
issues but also local cultures styles, 
values and expectations

Structure – Flexibility is important so
responses can be speedy and effective

Structure – All employees must know
how their specific role fits in and how 
they should respond

Culture – Safety and security of
customers is not an objective but an
absolute value and cannot be compro
mised 

Ensure goal alignment among part
ners and suppliers

Communicate and share information 
effectively with partners, suppliers 
and customers

Coordinate strategic planning effectively

THE is unique among service indus
tries in its impact. Managers in THE
must be sensitive to this issue and
emphasize the corporate responsibil
ity of their organization

Managers must be aware of changing
consumers who recognize the impacts
of their consumption and attempt to
work with responsible suppliers

New forms of tourism are creat
ing additional opportunities and
challenges that managers need to
research and understand to design 
and deliver targeted products

Risks are identified and contingency 
plans are in place

Managers must have an understand
ing of their role in unexpected 
circumstances

Scenario planning helps in preparing 
contingency plans

Financial risks such as foreign
exchange, interest rates and fuel prices
should be assessed and managed 
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14.7 Implementation: communicating, coordinating and measuring 
This chapter has so far considered the three key aspects of strategic implementation: 

z	Resources – How should the strategy be resourced? 
z	Configuration – How should the culture and strategy of the organization be configured to ‘fit’ the 

proposed strategy? 
z	Change – How should the changes arising from the strategy be managed and led? 

All of these aspects represent important dimensions of strategy implementation but do not provide 
a detailed coherent framework within which managers can act. Two important issues arise: 

z	How should the strategy be spread (or ‘cascaded’, as it is often termed) throughout the organization? 
z	How should the implementation (in a practical sense) be coordinated, managed and monitored? 

Successful implementation of strategy involves all parts of an organization being successfully aligned 
to meet the strategic objectives that have been set as part of the strategic process. Thus, the strat-
egy must be communicated and disseminated as part of this process. A detailed strategy may be 
developed for each part of the organization, such as the marketing, financial operations and human 
resources functional areas and the SBUs of the organization. 

Thus, we now turn to the fourth issue: 

14.7.1 Communicating, coordinating and measuring – a practical 
technique for implementing strategy 

Measuring organizational success and implementing effective strategies for future success represent 
continuous challenges for managers, researchers and consultants (Evans, 2005). Against this back-
ground there is a continual striving to find a workable means of strategic implementation. Managers 
in a wide variety of industries are rethinking their performance measurement systems and means of 
strategic implementation. 

One such means of implementation that is widely used is the BSC, which is covered in detail below. 

Arguably, nowhere is the need for a consistent and coherent approach to strategic implementation 
more apposite than in the sectors of THE. A rapid switch from local and domestic competition to 
‘global’ markets has taken place. In such markets, large international companies strive to develop 
and implement strategies to ensure strategic success. At the same time, innovative companies have 
emerged, encouraged by low barriers to entry and easing of regulatory restrictions. Increasing atten-
tion is being given to performance measurement and strategic implementation in many instances 
throughout THE. 

It is against the background of the need for a comprehensive implementation technique that other 
approaches have been developed. The service profit chain (Heskett et al., 1997) assesses the sources 
of profitability and growth in labor-dominated service firms and was discussed in Chapter 3. The ser-
vice profit chain’s purpose is to provide managers with a framework to help them manage by enabling 
them to focus on (predominantly) quantifiable measures that lead to financial performance measures. 

In this respect, the model is similar to the BSC approach to strategy developed by Kaplan and Nor-
ton (1996, 2001), which is discussed below. However, focusing as it does on the service delivery 
aspects of performance, the model is useful but does not represent a holistic approach to managing 
service-based organizations (Evans, 2005). 
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14.7.2 The balanced scorecard: overview 

Of all of the frameworks for performance measurement and strategic implementation, the BSC 
technique has gained wide acceptance, particularly in the USA. Though not without its critics (see, 
for example, Nørreklit, 2000; Franco and Bourne, 2004), the success of the BSC is evident not 
only because of its intrinsic value to businesses but also because the concept has been aggressively 
marketed. 

BSC was developed by Robert Kaplan (a Harvard professor) and consultant David Norton in the 
early 1990s and resulted from their experiences in implementing strategic initiatives at several US 
corporations. 

Kaplan and Norton (1996, 2001) identified two significant deficiencies in the implementation of 
strategic plans: 

z	A measurement gap – Though most companies measure performance, most of the measurements used 
are historical, looking backwards rather than focusing on future success. 

z	A strategy gap – Many companies identified general plans, but in many cases they did not trans-
late effectively into managerial actions. The authors claimed that many strategic initiatives had 
little real impact on the organization because they were not cascaded to managers and employers 
to use in their daily work. 

BSC presents a technique for translating an organization’s mission (embodied in its strategy) into 
more tangible measurable goals, actions and performance measures. The technique involves a range 
of measures (not only financial measures) because it has been argued that financial measures alone 
are inadequate in evaluating a company’s competitive position (Stalk et al.,1992). This is particu-
larly true of the service sector, with its focus on human resources, intangible assets and difficulties 
with regard to delivery of consistent product standards (Evans, 2005). 

The BSC technique was documented in a number of papers in the 1990s and in greater detail in 
two books (see, for example, Kaplan and Norton, 1996, 2001). The later works shifted the empha-
sis from a system of performance measurement toward a system for managing and implementing 
strategy, which is our focus here. 

Many other authors have helped to disseminate the technique’s features, and a number of studies 
have documented the technique in relation to THE sectors and to hotels and accommodation in par-
ticular; see, for example, Doran et al. (2002), Evans (2005), Phillips and Louvieris (2005), Sainaghi 
(2010), Sainaghi et al. (2013, 2019), Wu and Liao (2014), Elbanna et al. (2015) and Fatima and 
Elbanna (2020). For case studies utilizing the technique, see Huckestein and Duboff (1999), Den-
ton and White (2000), Vila et al. (2010) and Elbanna et al. (2022). 

Crucially, the BSC approach can also be applied at different levels of an organization. Typically, the 
total organizational business scorecard will be mapped and specified and then be replicated in modi-
fied form for each part of the organization; that is, it can be applied with a common structure but 
specific and modified objectives, measures and targets to the: 

z	Total organization 
z	SBUs 
z	Individual operational teams 
z	Individual members of staff 
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In this way, each part of the organization contributes to the achievement of a common set of objec-
tives and targets, which can easily be seen by internal and external stakeholders. Consequently, BSC 
represents a methodology for implementation that: 

z	Has a high degree of visibility and can easily be understood 
z	Can be easily and consistently be communicated to staff and other stakeholders 
z	Offers a high level of consistency in its approach 
z	Can be ‘cascaded’ to all parts of the organization 
z	Produces tangible and measurable outcomes so that the success of strategic implementation can 

be assessed 

14.7.3 BSC as part of the strategy process 

The process involves: 

z	Identifying key components of operations 
z	Setting goals for them 
z	Finding ways to measure progress toward their achievement 

Traditional financial measures, viewed as lagging indicators of performance, are balanced with non-
financial measures, which are lead indicators and serve to drive future performance. The measures 
are not to be viewed merely as a collection of various metrics (Kaplan and Norton, 2001) but instead 
are selected to show cause and effect in the implementation of the company’s mission and organi-
zational strategy. 

An important preliminary step prior to choosing the scorecard goals and measures is to ‘map’ the 
strategy in detail, a process that Kaplan and Norton (2001) described in some detail. 

A first stage in mapping the strategy is understanding where it fits into the overall management 
processes of an organization. To Kaplan and Norton (2001), strategy does not stand alone but is one 
step in a logical continuum that moves an organization from a high-level mission statement to the 
work performed by individual ‘front-line’ and ‘back office’ employees. 

Implied in this continuum is a causal link that starts with individual employees and that, through 
collective actions, builds up to the achievement of the organizational mission. In this way, strategy 
becomes embedded in the organization in that strategy becomes ‘everyone’s everyday job’ (Kaplan 
and Norton, 2001:9); thus, as the title of their book makes plain, the organization becomes ‘strategy 
focused’. BSC is an integral part of the continuum because it enables implementation and monitor-
ing of the strategy that has been formulated. 

Figure 14.12 provides a representation of strategy incorporating the BSC approach (that is consis-
tent with the approach taken elsewhere in this book). Strategy is viewed as a continuum that starts 
with the high-level mission and ends with personal objectives for individual employees. 

14.7.4 BSC in practice 

A typical scorecard normally includes four components: 

z	A financial perspective 
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Figure 14.12 Strategy as a continuum involving BSC 

z	An internal business perspective 
z	A customer perspective 
z	An innovation and learning perspective 

The components, as shown in Figure 14.13, should not be viewed in isolation but as an integrated 
model in which there are ‘cause-and-effect’ relationships. Kaplan and Norton (2001) argued that the 
BSC has a ‘top-down’ logic, starting with the financial outcomes; moving on to the customer outcomes, 
which include ‘the value proposition’ (which defines how the organization differentiates itself for 
customers); and then moving on to business processes and the learning and growth infrastructure, which 
are the drivers of change. 

For each component, the organization has to identify a number of: 

z	Objectives (or goals) 
z	Measures for gauging the degree of goal attainment 
z	Targets that identify progress toward achieving the goals 
z	Initiatives (or priorities) within the period 

The cause-and-effect linkages of a strategy map are demonstrated in a tourism context in Fig-
ure 14.14. In this case, the strategy map for the tourism destination organization shows the link-
ages that enable staff to be aligned with the strategy, which eventually through the cause-and-effect 
linkages allow the organization to achieve its objectives. 
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Customer 
perspective 

To achieve our vision, how 
should we be seen by our 

customers? 

Internal business 
perspective 

To satisfy our stakeholders 
& customers, what business 
process must we excel at? 

Vision and strategy 

Innovation & learning 
perspective 

To achieve our vision, how 
will we sustain our ability to 

change & improve? 

Financial 

perspective 

To succeed financially, what 
kinds of financial performance 

should we provide for our 
stakeholders? 

Figure 14.13 The four perspectives of BSC 

Source: Adapted from Kaplan and Norton (2001: 77) 

The purpose of the strategy map is to show the cause-and-effect relationships of the organization’s 
strategic objectives in a visual manner. It demonstrates how the destination organization creates 
value for the tourism industry. It should also align with the performance measurement framework 
found in the organization’s BSC. 

Many organizations around the world (particularly in North America) have adopted the BSC as a 
tool to use in communicating and coordinating strategy. Organizations often adapt the model to suit 
their own set of circumstances, but the logic and usefulness of the concept remain intact. 

One such organization is Discover Halifax in Canada, discussed in the Short Case Illustration below. 
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FINANCIAL 

CUSTOMER 

OPERATIONS 

LEARNING & GROWTH 

Effective sales 
and marketing 

Optimize 
resources 

Use market 
intelligence 

Staff aligned 
with the strategyAttract retain 

and develop 
the right talent 

Attract new 
travellers 

Mandate 

To sustain a profitable tourism industry 

most compelling 

Grow 
attributable 

tourism export 
revenue 

Inspire consumer 
advocacy 

for travel to the 
destination 

Connect 
emotionally 

with travellers 

Work smart with 
the industry 

Showcase 
The destination’s 

experiences 

Figure 14.14 A tourism destination organization’s strategy map 

Source: Adapted from Canadian Tourism Commission (2012) 
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BSC at Discover Halifax, Nova Scotia 

Halifax is the capital and largest city of the Canadian province of Nova Scotia and the largest 
urban area in the Atlantic provinces of Canada. It has a population of about 500,000. 

The city’s tourism industry is highly developed and is a key economic driver for the city, 
showcasing Nova Scotia’s culture, history, scenery and coastline. The city hosts many festi
vals and events and has seven museums and galleries. The waterfront in Downtown Halifax 
is the site of the Halifax Harbourwalk, a popular 3-km boardwalk. 

Prior to COVID-19 (2020–21), the Halifax region enjoyed seven straight years of tourism 
growth, representing 5.3 million overnight visits, with visitors spending more than $1bn on 
tourism accommodation, attractions and services. 

Discover Halifax is a nonprofit, membership-based marketing and sales organization in part
nership with the Halifax regional government, the Hotel Association of Nova Scotia and 
participating industry members. Since its inception in 2002, Discover Halifax’s goal has been 
to promote Halifax as a destination of choice for leisure and business travelers. 

Discover Halifax has used a BSC approach for a number of years to meet its mandate of 
promoting the Halifax region, with the goal of being recognized as Canada’s favorite city. 

The BSC outlines four important categories to measure performance. For each of the stated 
objectives (shown in Table 14.7), detailed KPIs are set annually. 

Table 14.7 The four perspectives of Discover Halifax’s balanced scorecard 

Customers People Innovation Financial 

	z Grow leisure 
visitation 

Support training and 
sales 

Align strategy with 
partners 

Leverage funding 

	z Grow group 
visitation 

Manage and reward Invest in technology Improve return on 
investment 

	z Grow visitor spend 
with members 

Support training and 
sales 

Improve processes Grow investment 

Source: www.discoverhalifaxdmocom/ 

Questions 

1. Explain what benefits Discover Halifax might gain by using the BSC. 

2. Explain how the BSC shown here is related to the strategy map shown in Figure 14.14. 

14 .6  SHORT  CASE  I LLUSTRAT ION 

14.7.5 BSC – potential difficulties 

At each stage of the development of BSC as a tool for implementation, it is necessary to be aware of 
potential difficulties that need to be overcome (Evans, 2005). 

https://www.discoverhalifaxdmocom/
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Evans (2005) identified three key potential difficulties: 

z	Mistaking data for useable information – A balance needs to be achieved between having enough detail to 
be actionable and having only enough to be meaningful and easily interpreted by managers 

z	Failing to establish causal linkages between scorecard components – Kaplan and Norton (2001) argued 
that each BSC measure becomes embedded in a chain of cause-and-effect logic that connects the 
desired strategic outcomes with the drivers that will lead to the successful achievement of these 
outcomes. Thus, in this way, the mapping of the BSC tells the story of the strategy in a way that 
is meaningful to stakeholders. 

z	Failing to get the support of employees for the management system – It is important that an understanding 
of strategy cascades down through an organization so that all employees are aware of strategic 
intent and the impact of operational activities on its delivery. Such an understanding is more eas-
ily conveyed using a tool such as BSC, which clearly establishes causal links. 

	z Explain how the BSC framework can be used in strategic implementation. 

	z What are the four perspectives in a typical BSC? 

	z Explain why strategic mapping is important to the BSC process. 

TH INK POINTS  

Small business focus 
The fragmentation of many parts of THE and the consequent importance of SMEs have been out-
lined throughout this book. It is largely accepted that SMEs are different in many respects to larger 
companies, not least when it comes to issues of strategic implementation. In particular, in SMEs: 

z	Formal planning systems may be less common and consequently SMEs may be more likely to tend 
toward more emergent approaches to strategy 

z	The role of the leader or entrepreneur may be more prominent 
z	The resources to formulate and implement strategy of their larger counterparts may be lacking 

In summarizing previous research, Garengo and Biazzo (2102) confirmed these differences, in that 
SMEs often: 

z	Are operationally focused and lack formalized strategies 
z	Suffer from entrepreneurial behavior where performance measures are considered constraints to 

change 
z	Have limited resources and managerial capacities fueled by mainly implicit and context-specific 

knowledge 

The reality for many small firms is that short-term survival is more important than strategic plan-
ning, say, five years hence, and never was this more evident than during the global COVID-19 
pandemic. There also appears to be an inverse relationship between the age of a business and its 
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likelihood of failure. This is perhaps because older firms have already demonstrated a successful 
capacity to adapt and develop and have built competences and capabilities that allow this process to 
continue (Haberberg and Rieple, 2008).

Thus, for many SMEs in THE there may be a number of difficulties when strategic implementation 
issues are considered. A specific but limited literature has emerged that considers these issues 
in THE contexts (see, for example, Kyriakidou and Gore, 2005; Hwang and Lockwood, 2006). In 
studying smaller tourism businesses in New Zealand, Ateljevic and Doorne (2004) pointed to the 
difficulties smaller businesses have with regard to specialist labor resources. Not only are employees 
expected to be specialists (e.g., chef, receptionist and guide) but they also require detailed under-
standing of the business and the dynamics of the industry sector.

Some of the key difficulties may relate to the availability of finance or appropriately skilled person-
nel, access to training programs and regulatory environments favoring larger enterprises. A further 
difficulty may relate to entrepreneurs being involved in THE for the lifestyle it offers, rather than 
being motivated by growth and development of the enterprise.

Notwithstanding the difficulties outlined, the implementation phase of strategy is often easier and 
more successful in SMEs than in larger companies. This is often because the larger the company, 
the greater the distance between the chief executive and front-line staff (Lasher, 1999), leading to 
lack of control and communication, or because of the direct involvement of the owner, who sets the 
standards and style of the operation (Hwang and Lockwood, 2006).

Other factors that might make implementation of strategy more successful in SMEs include:

z	Complexity – Less complex structures make it easier to direct communications and receive feedback.
z	Centralization – SMEs are less likely to be decentralized due to their smaller scale, so manage-

ment control is easier and usually quicker.
z	Cultural consistency – Larger organizations often have subcultures and informal cultures operat-

ing in parts of the organization, making it difficult to make changes in a consistent manner.
z	Leadership – SMEs are often strongly associated with entrepreneurs or a small number of leaders, 

so it is clear where authority lies and decisions can be made quickly and decisively.

CHAPTER SUMMARY

The implementation of a selected strategy rests on the successful management of a number of 
issues.

An organization must firstly ensure that sufficient resources are available and in place to implement 
the strategy and, once acquired, resources need to be configured to support the key value-adding 
activities.

The culture and structure need to be assessed for their suitability to undertake the strategy and 
must be changed as necessary. The chapter also considered the issues surrounding the management 
of change – usually an important part of managing the implementation of strategy.

In this chapter, we also considered the particular context of THE, presenting the 11 characteristics of 
the industry (introduced in Chapter 2) and the possible managerial actions relevant to the imple-
mentation stage of strategy.

Finally, a BSC framework was suggested for coordinating, communicating and measuring the 
changes arising from implementation of strategy in a practical sense.
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International and global 
strategies for tourism, 
hospitality and event 
organizations 

Introduction and chapter overview 
One of the most important considerations in the implementation of strategy is the extent to which 
the organization’s activities are spread across geographical regions. 

Some organizations are entirely domestically based, others operate in many countries and still oth-
ers operate in almost all regions of the world. This chapter is concerned with a discussion of the key 
issues surrounding the why and how questions: 

z	Why do organizations expand in this way? 
z	How do they go about it? 

The why questions are covered in a discussion of the factors that drive increased internationaliza-
tion. The how questions are answered in a discussion of the market entry options. 

This chapter considers the decisions many organizations in THE need to make at some time during 
their development related to internationalization and globalization. 

In considering the international and global dimensions of strategic development, this chapter inevi-
tably draws heavily on previous chapters. In particular, it utilizes material from Chapters 10, 11 and 
12 (which considered strategic direction, competitive strategy and strategic methods, respectively), 
though these chapters did not specifically consider the strategic development of organizations in 
international or global contexts. Nevertheless, many such decisions (especially in inherently inter-
national sectors such as those of THE) involve international decision making. In this chapter, we 
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focus specifically on the international and global dimensions when it comes to implementing stra-
tegic decisions. 

The terms internationalization and globalization are widely used both in everyday language and also in 
the academic literature related to business and THE. The terms are also often used interchangeably. 

Here, the differences between the two terms as presented by the relevant academic literature are 
examined. Two frameworks, developed by Yip and Porter, are presented to aid our understanding of 
the processes involved, and these models can be usefully applied in THE contexts.  

In considering international and global strategy, many organizations consider whether to undertake  
operations themselves or outsource activities to another company. Though such decisions do not  
always involve an international dimension, in THE decision making there is often an international  
dimension. Thus, the topic of outsourcing is considered in this chapter, and there is quite a large  
literature in THE (particularly related to hotels and airlines) that specifically relates to this topic.  

The chapter also considers what is often described as market entry strategy. This specifically concerns  
considerations such as:  

z	What are the drivers (factors) underlying market entry?  
z	How should organizations seek to enter particular international markets?  
z	Which methods (modes) should be used to enter these markets?  

The chapter presents a conceptualization (model) of market entry strategy that provides a useful  
way of understanding the various factors involved in considering market entry strategy and the link-
ages between them.  

Though internationalization, globalization and market entry strategy are presented separately, they  
are aspects of the same set of issues. Thus, the chapter concludes by considering the aspects holisti-
cally and using the hospitality sector as an exemplar of this approach.  

Because this topic area involves added complexity and risk for organizations, it may be assumed  
that it is not relevant to SMEs. However, it is suggested this is not the case in many smaller THE  
companies because they are inherently international in their orientation.  

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z	Define and distinguish between internationalization and globalization 
z	Explain the factors that drive globalization 
z	Describe and demonstrate the application of Yip’s framework for analyzing the extent of global-

ization in an industry and market 
z	Explain the adaptation of Porter’s generic strategy to global and international settings 
z	Apply internationalization and globalization concepts and frameworks to THE contexts 
z	Explain the major global strategy alternatives 
z	Describe the international market entry strategies 
z	Apply market entry strategy and conceptualization to THE contexts 
z	Explain how some THE SMEs have been able to internationalize rapidly 
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15.1 Internationalization and globalization 
Business has long been international, as merchants traveled the known world to sell products manu-
factured in their home country and returned with products from other countries. Initially, interna-
tional business simply took the form of exporting and importing. 

The term international describes any business that carries out some of its activities across national 
boundaries, so clearly a large number of THE businesses are included in this categorization. Even 
smaller businesses are also often increasingly international in their outlook, taking advantage of 
lower entry barriers with respect to technology and deregulation and forming alliances and net-
works across borders. Public sector organizations are increasingly having to compete internation-
ally and make choices about outsourcing, international collaboration and tendering against foreign 
competitors for domestic contracts (Whittington et al., 2020). 

Globalization, on the other hand, is more than simply internationalization and has given rise to a 
vast literature in relation to business but also in relation to wider societal issues. Indeed, globaliza-
tion can be viewed as one of today’s most controversial issues and, importantly (for our purposes), 
THE is at the same time both a central part of the process that results in globalization and a part of 
the result. 

As Hjalager (2007:438) put it, ‘Travel and tourism are among the many causes and results of glo-
balization processes.’ 

DEF IN IT ION/QUOTAT ION 

Globalization 

Globalization can be defined as the increasing integration of economies, societies, 
and civilizations. It includes, and goes beyond, the more simple internationalization 
defined as relations among and within nations. Globalization is a restructuring process 
that works across units and affects all aspects of human life: from capital flows, through 
political collaboration, to the flow of ideas. It also includes environmental pollution, 
criminal behavior, disease and, ultimately, terror. 

Hjalager (2007:437–438) 

There is a growing interest in researching the internationalization process of service firms (see, 
for example, Blomstermo et al., 2006; Pla-Barber and Ghauri, 2012; Jensen and Petersen, 2014). 
A growing number of studies have focused on THE, and hotels in particular (Chen and Dimou, 
2005; Agndal and Elbe, 2007; Altinay, 2007; Hjalager, 2007; Litteljohn et al., 2007; Williams and 
Shaw, 2011; Etemad and Motaghi, 2018; H. Song et al., 2018; S. Song and Lee, 2020). 

For example: Hjalager (2007) traced the stages that tourism goes through in the 
process of globalization and pointed to the distinguishing characteristics of tourism that 
distinguish it from other sectors. Chen and Dimou (2005) investigated the main factors 
that influence the corporate development decision of international hotels with particular 
reference to franchising vs management contracts. 

A large multinational company is not necessarily a ‘global business’. For a business to become global 
in its operations, we would usually expect a number of important characteristics to be in place. 
Global organizations usually exhibit the characteristics outlined below: 



573 INTERNATIONAL AND GLOBAL STRATEGIES FOR THE ORGANIZATIONS

 
 

 

 
 

z	Convergence of customer needs – They take advantage of the increasing trend toward a convergence of 
customer needs and wants across international borders in many commercial segments, such as fast 
foods, soft drinks and beverages, accommodation and travel intermediaries. 

z	Globalized industries – They compete in industries that are globalized. In some sectors, success-
ful competition necessitates a presence in almost every part of the world to effectively compete 
in its global market. 

z	Location of value-added activities – They can, and do, locate their value-adding activities in those 
places in the world where the greatest competitive advantages can be gained. This might mean, 
for example, shifting (outsourcing) certain operations to a low-cost region. 

z	Integration and coordination of activities – They are able to integrate and coordinate their inter-
national activities between countries. The mentality of ‘a home base, with foreign subsidiary 
interests’ that has been so prevalent among traditional multinational companies is eroded in the 
culture of global businesses. They have learned to effectively manage and control the various 
parts of the business across national borders despite local cultural differences. 

The development of an organization’s global strategy, therefore, will be concerned with: 

z	Global competences 
z	Global sales and marketing 
z	Global configuration and coordination of its value-adding activities (see the discussion of value 

adding in Chapter 3) 

KEY  CONCEPT  

Multinational and transnational companies 

The terms ‘multinational’ and ‘transnational’ are both commonly found in the business and 
THE literatures. The two terms are often used interchangeably, but here (following Stone-
house et al., 2007) it is argued that the difference between the two is one of emphasis on 
the degree of centralized control. 

Both multinational and transnational companies share features such as being large and hav
ing direct investments in one or more foreign countries. The foreign investments may be 
part shareholdings but are more usually wholly owned subsidiaries. 

The difference is in the degree to which the foreign investments are coordinated. We tend 
to think of a transnational company as one that has a high degree of coordination in its 
international interests. It will usually have a strategic center that manages the global opera
tion such that all parts act in accordance with a centrally managed strategic purpose. 

The term multinational company is usually taken to mean an international company whose 
foreign interests are not coordinated (to a large degree) from a strategic center. 

15.2 Globalization of markets and industries 
15.2.1 Market homogenization 

It was Levitt (1983) who first argued that changes in technology, societies, economies and politics 
are producing a ‘global village’. By this he meant that consumer needs in many previously separate 
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national markets were becoming increasingly similar throughout the world. It should be recognized 
that globalization is not without its critics. Douglas and Wind (1987), for example, critically exam-
ined the key assumptions underlying globalization and the underlying philosophy that a strategy of 
global products and brands is the key to success in international markets. 

Segal-Horn (2004) argued that the globalization of services (including THE) is distinctive when 
compared to manufacturing. Market homogenization means that segments should be defined inter-
nationally. However, whereas in manufacturing this usually means that identical products are pro-
duced in services (where standardization is more difficult), it does not usually mean providing the 
same product in all countries but rather offering ‘local adaptations around a standardized core’ 
(Segal-Horn, 2004:424). 

For example: In THE there are numerous examples of companies responding to market 
homogenization through what Segal-Horn (2004) described as local adaptations around 
a single core. Fast food restaurants such as Burger King and McDonald’s, hotel chains 
such as Holiday Inn and car hire companies such as Hertz and Avis exhibit such responses. 

In assessing the viability of international strategies for services, emphasis is often placed on econo-
mies of scale and economies of scope (which were explained, for example, by Ghoshal, 1987). 
Indeed, Segal-Horn (2004) asserted that many industries including travel and fast food now meet 
the criteria of a ‘global industry’ (as defined by Kobrin, 1991). A global industry is thus defined 
in terms of the significance of the competitive advantage of international operations arising mainly 
from the structural characteristics of scale economies and through technological intensity. 

A categorization of some of the sources of competitive advantage derived from economies of scale 
and scope by service companies active internationally is shown in Table15.1. 

Table 15.1 Potential sources of economies of scale and scope in international services 

Economies of scale Economies of scope 

z	Geographic networks IT and shared information networks 

z	Physical equipment Shared learning and doing 

z	Purchasing/supply Product or process innovation 

z	Marketing Shared R&D 

z	Logistics and distribution Shared channels for multiple offerings 

z	Technology Reproduction formula for service system 

z	Production resources Range of services and service development 

z	Management Complementary services 

z	Organization Branding 

z	Operational support International franchising 

z	Knowledge Training 

Goodwill and corporate identity 

Culture 

Internal exploitation of economics 
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Economies of scale Economies of scope 

Reduced transaction costs 

Know-how effects 

Privileged access to parent services 

Sources: Segal-Horn (2004); Ghoshal (1987) 

However, Segal-Horn (2004) also stressed the ‘fuzzy’ industry barriers as an important and distinc-
tive aspect of international growth for many service providers, and this facet certainly applies in THE 
contexts. Thus, much of the growth has been across rather than within industry boundaries; for 
example, retail/financial services, retail/leisure, leisure/travel and travel/hospitality. Consequently, 
she argued that service industries should most appropriately be viewed not as discrete entities but 
instead as fuzzy sets of activities. This can be viewed as a similar notion to the diagonal integration 
discussed in Chapter 12, in that economies are gained by crossing the industry boundary. 

For example: The American Express group is diversified both geographically and in 
relation to its range of services and illustrates service growth within a fuzzy industry set 
of leisure/travel/financial services (Segal-Horn, 2004). 

In summary, Segal-Horn (2004) emphasized the importance of economies of scope (as well as scale) 
to the international growth of many service firms, a view that is asserted in the quotation below. 

Growth through wider scope 

To generalize, ‘Growth’ for service firms may not involve a deepening of asset structure 
as in manufacturing companies, but a horizontal accretion of assets across different 
markets and different industries (i.e., scope). 

Segal-Horn (2004:425) 

DEF IN IT ION/QUOTAT ION 

Similarly, a discourse in areas of THE (particularly relating to tourism, visitor attractions and festi-
vals and events) has taken place that discusses issues of authenticity and sustainability in relation 
to the increasingly globalized pattern of economic development. 

For example: See McCartney and Osti (2007) and Quinn (2005) in relation to festivals 
and events and Teo (2002) for a discussion of the sustainability of tourism in the face of 
the pressures of globalization. McCartney used the International Dragon Boat festival held 
in Hong Kong to illustrate the issues that arise. Paradoxically in relation to cultural events, 
the increasing popularity (to global audiences) can also take away from the authentic 
experience, becoming more ‘staged’ as performances for visitors (McCartney, 2007). 

However, it is now generally recognized that in some way most markets and industries are becom-
ing more global in nature. Though there is certainly still room for interpretation of what this 
actually means in practice, we will examine some of the major implications of this trend for THE 
organizations. 
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Developments in technology and removal of regulatory barriers to make markets ‘contestable’ have 
increasingly enabled services to be spread throughout many countries. Furthermore, transport 
developments have not only made it easier to move products and materials between countries but 
also resulted in a huge increase in world travel. Such travel educates people on the products and 
services available in other countries and, on their return home, they often wish to have access to 
products and services from overseas. This trend has been reinforced by changes in information tech-
nology, particularly those related to the internet, mobile communications, cinema and television, 
which have been important in some aspects of cultural convergence. 

The development of the WTO has resulted in huge reductions in the barriers to trade between coun-
tries since World War II. Rising income levels throughout many parts of the world have also given 
economic impetus to the development of global markets. 

It is not only markets that are becoming more global – industries are also becoming more global. 
The value chains of businesses in many industries span the globe. 

For example: In the case of a diversified international tour operator, inputs in the form 
of tourist destinations may be sourced from many parts of the world, with the supply 
from one country varying from year to year based on the costs of the destination relative 
to other competing destinations. The resulting changing expenditure patterns of tourists 
will have profound direct and indirect effects on the local economies of the specific tourist 
destinations. Spending patterns will not only affect direct suppliers (such as restaurants, 
hotels, coach operators, airports, entertainment and event venues, tourist attractions and 
car hire firms); indirect suppliers will also be affected. These might include garage services, 
food suppliers, laundry services, banking and retailing. 

	z Using appropriate THE contexts to illustrate your answer, what do you understand the 
term ‘globalization’ to mean? 

	z Distinguish between globalization and internationalization. 

	z Explain the meaning of ‘market homogenization’, providing examples from relevant THE 
contexts. 

TH INK POINTS  

15.2.2 Global configuration of activities and outsourcing 

Organizations concentrate certain activities in locations where they hope to obtain cost, quality or 
other advantages. Other activities, like distribution, are also often dispersed around the world. How 
a business configures its activities across national borders can be an important source of competitive 
advantage. The spread of an organization’s value-adding activities around the world also means that 
there are important advantages to be gained from effective integration and coordination of activities. 

In concentrating certain activities in certain locations around the world, organizations have a key 
question to address: should we carry out the activities ourselves, or should the activities be out-
sourced to specialist suppliers? 

The main reasons for outsourcing include cost savings, a focus on core competence and flexibility 
in management (Hsu and Liou, 2013). Although cost savings are clearly a key driver in making a 
decision to outsource, in their influential book, Hamel and Prahalad (1994) argued that companies 
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that measure their competitiveness solely on the basis of price are actually contributing to the ero-
sion of their core competences. They asserted that care must be taken to protect and nurture core 
competences and, consequently, products and services, which are regarded as core competences, 
should be produced internally. 

DEF IN IT ION/QUOTAT ION 

Outsourcing 

‘Outsourcing’ is the contractual relationship between a client and a provider – the 
supplier of some service – by means of which the latter assumes the commitment to 
deliver that service to the former. Outsourcing is characterized by the fact that the 
service might be delivered internally within the client firm, but the latter achieves some 
benefit from outsourcing it. 

Gonzalez et al. (2011:1670) 

Outsourcing has become one of the key restructuring tools for companies seeking to boost their 
growth and business performance (Mol, 2007), and it has been widely applied to sectors of THE, 
particularly in relation to international hotel groups and airlines. Outsourcing has also been widely 
discussed in the academic literature in relation to these sectors. See, for example, Lamminmaki 
(2005), Espino-Rodríguez and Padrón-Robaina (2005) and Promsivapallop et al. (2015) in relation 
to hotels; Rieple and Helm (2008) and Hsu and Liou (2013) in relation to airlines; and Borodako 
et al. (2015) in relation to meetings and events. 

KEY  CONCEPT  

Travel and tourism are different 

Tourism, it can be argued, is different from other services in at least one important respect. 
Tourism is highly visible as well as invisible in its impact and is capable of making profound 
societal and cultural changes, not only to host destinations but also to tourist ‘exporting’ 
areas (Evans, 2012:221). However, we can distinguish between ‘tourism’ as a human phe
nomenon and the travel industry that facilitates the phenomenon. 

The terms ‘travel’ and ‘tourism’ are both commonly used. In many circumstances, they are 
interchangeable, or one or the other is used to denote both travel and tourism. Indeed, 
this book itself uses the term ‘tourism’ as a ‘shorthand’ expression, when really it relates to 
both travel and tourism. 

The distinction between them may seem fine, but it has an important implication when it 
comes to outsourcing. There are, of course, many definitions of tourism, but one commonly 
used definition is: 

the temporary movement to destinations outside the normal home and workplace, the 
activities undertaken during the stay, and the facilities created to cater for the needs 
of tourists. 

(Mathieson and Wall, 1982:1) 
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Thus, tourism can be viewed as a phenomenon that is essentially an activity engaged in 
by human beings. It includes the act of travel from one place to another, a particular set 
of motives for engaging in that travel and engagement in activity at the destination (Tribe, 
1997). 

At the same time, ‘travel’ can be viewed as a vast industry, the growth of which has mir
rored the dynamic growth of tourism as a human phenomenon. Viewed in this way, tourism 
as an activity is destination specific – it cannot move. Sydney Harbor Bridge, The Great Wall 
of China and the Grand Canyon are rooted in a certain place and have to be visited at their 
location by tourists; that is, they cannot be outsourced. 

Thus, there is a widespread assumption that tourism is an exception, an industry where 
global mechanisms and consequences do not come fully into play. Consequently, it can 
be argued that tourism (as a phenomenon) cannot be ‘outsourced’ (Hjalager, 2007). This is 
due to the centrality of the ‘sense of place’ to tourism, and a large academic literature has 
examined this facet (see, for example, Tsai [2012], who studied the notion of place in rela
tion to international tourists in Singapore). Tourists visit a particular place for the range of 
benefits offered, and the benefits cannot be moved or outsourced. 

However, by contrast, ‘travel’ or, more precisely, the travel industry upon which tourism 
depends is not constrained by place in the same way. Its activities can and are often out
sourced, an option that managers must consider. 

The same arguments about the sense of place and the immovability (or lack of outsourcing 
opportunities) can be extended to hospitality and events – though arguably to a slightly 
lesser degree. 

For example, it is conceivable that the Wimbledon Tennis Championships, Salzburg Music 
Festival, Hong Kong’s famous Peninsula Hotel or the Paris International Air Show could 
be moved to another location. In doing so, the essential characteristics of each (which 
depend in large part on their location) would be lost. The brand would be weakened, 
and it would probably make little commercial sense to do so. Thus, in these cases, certain 
aspects of the business (such as sales and marketing, ‘back office’ administrative functions 
and accounting) might be outsourced, but moving the entire product offering would be 
very difficult. 

Though outsourcing does not necessarily involve outsourcing to a different country, in many cases 
or with certain functions (e.g., call centers) it does, or domestic providers may have to bid against 
foreign-based providers. Outsourcing has given rise to its own specific terminology in terms of ‘off-
shoring’ and ‘nearshoring’. 

z	Offshoring is generally taken to mean providing services in locations anywhere in the world where 
they can be delivered competitively through the use of technology (see, for example, Fuster et al., 
2018). 

z	Nearshoring is generally taken to mean that services are located either domestically or in a foreign 
country that is easily accessible. Nearshoring has become a recent trend as the pricing power 
of offshoring destinations like China, India and the Philippines has decreased relatively due to 
climbing wages and fast economic growth. 
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The generally recognized disadvantages of outsourcing (Hsu and Liou, 2013) include: 

z	Information security 
z	Loss of management control 
z	Staff morale problems 
z	Labor union issues 

Other unanticipated problems may also occur that may serve to erode the supposed advantages 
attributed to outsourcing. Howells (1999) argued that many companies have found that outsourc-
ing activities have introduced unexpected complexities, added costs and friction in the value chain 
and can require more senior management attention and deeper management skills than initially 
anticipated. 

Outsourcing activities for airlines: Qantas 

International airlines have experienced highly volatile trading conditions in recent years as 
high fuel prices, intense completion, economic recession and unexpected crises (such as 
9/11 and the COVID-19 pandemic) have affected their levels of profitability. 

Assessing the relative costs or strategic benefits of outsourcing in the airline industry is 
therefore likely to be challenging (Rieple and Helm, 2008). The factors involved are com
plex, full information about costs is hard to gather and the circumstances being considered 
are dynamic rather than static. Nevertheless, many airlines have considered outsourcing 
some of their activities (Al-Kaabi et al., 2007; Hsu and Liou, 2013; Gil et al., 2022), particu
larly in relation to maintenance, repair and overhaul but also in relation to sales and market
ing and computing and technology support 

Specialist companies such as Minneapolis, USA-based Navitaire (a wholly owned subsidiary 
of the major GDS system Amadeus) have emerged to aid airlines and other companies in 
facilitating the outsourcing of some of their functions. Navitaire claims to have helped over 
50 airlines (particularly low-cost carriers and start-up airlines) by assuming responsibility for 
many key processes, including reservations, internet and direct distribution, flight opera
tions and operations recovery, loyalty schemes and revenue accounting. 

For example: Qantas Airlines of Australia has a long history of outsourcing activi
ties, including heavy maintenance of its aircraft. Outsourcing has sometimes proved 
to be controversial. In 2021, it announced it was outsourcing airport ground opera
tions at 10 Australian airports with the loss of 2,500 jobs. It subsequently lost a 
legal challenge, which halted the move. 

Sources: www.navitaire.com/; www.qantas.com.au; www.asianaviation.com 

Questions 

1. Explain the potential advantages of outsourcing to an airline such as Qantas. 

2. What difficulties might Qantas need to overcome in implementing outsourcing? 

15 .1  SHORT  CASE  I LLUSTRAT ION 

https://www.navitaire.com/
https://www.qantas.com.au
https://www.asianaviation.com
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15.2.3 Deglobalization 

The process of globalization has become contentious and attracted criticism for a variety of reasons 
but mostly because the income of large and/or vocal segments of the population has been threat-
ened by the dislocation and competition of trade and investment and by the inability or unwilling-
ness of states to compensate for these losses (Hillebrand, 2010). 

Globalization comprises many elements, including cross-border flows of trade, investments, data, 
ideas and technology, and, of course, people, including tourists. Indeed, among the most significant 
outcomes of globalization has been the popularization of international travel and the accompanying 
global expansion of the tourism industry (Niewiadomski, 2020). However, globalization (as mea-
sured by trade flows) appears to have peaked in 2008, with a slow decline following the banking 
crisis of that year (Irwin, 2020). 

Consequently, in recent years, a new term has become established in the economic and business 
literature, namely, deglobalization (Postelnicu et al., 2015), though literature specific to THE is, to 
date, sparce. Deglobalization, in general terms, describes the process of decreasing economic inter-
dependence between countries and is conceptually set in contrast to the process of globalization. 

The COVID-19 pandemic (between 2020 and 2022) and the war in Ukraine have added momentum 
to this preexisting retreat from global economic integration. 

Tourism and the travel industry were hit hard by the COVID-19 pandemic. In a short space of time, 
international travel came to a near-complete standstill (during 2020), grounding tourists and cutting 
off the revenue streams the sector offers to communities, businesses and workers around the world. 
An estimated 50 million tourism jobs were lost during 2020. However, the industry has proved to 
be resilient, and international tourist arrivals (though still lower than prepandemic levels) increased 
by 172% between January and July 2022 compared with the previous year (UNWTO, 2022). 

Policymakers and business leaders now openly question whether global supply chains are sensible and 
resilient and whether economic interdependence should be reduced. This extends to tourism, where it 
remains to be seen whether international THE regains its long-term growth trajectory. Niewiadomski 
(2020) maintained that deglobalization brought about by COVID-19 is a temporary rather that per-
manent phenomenon. Importantly, the hiatus represents an opportunity to eradicate the ‘dark side’ 
of tourism’s growth, such as environmental degradation, economic exploitation and overcrowding. 

The UNWTO, in leading policy responses to the COVID-19 downturn, accepted that it represented 
a pivotal opportunity for tourism (UNWTO, 2022). However, Niewiadomski (2020) reported that 
the path of redevelopment and transformation will not be easy and is yet to be determined. 

The implication for managers of the discussion on deglobalization is that if globalization is no lon-
ger considered inevitable, managers need to carefully consider where scarce resources are invested. 
Would investment in domestic markets or international markets that are close be more likely to 
yield superior returns than attempting to compete on a global basis? 

15.3 Internationalization and globalization models 
There are several models that seek to explain the basis of international and global strategy. This 
chapter explains the frameworks developed by Porter (1986b, 1990) and Yip (1992). 

z	Porter focused on adapting the generic strategy framework to global conditions and the role of configu-
ration and coordination of value-adding activities in securing global competitive advantage. 

z	Yip developed the concept of ‘total global strategy’ based on his globalization driver framework. 
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Although these are the models considered in this chapter, interested readers should consider the 
work of Hamel and Prahalad (1985), Bartlett and Ghoshal (2002) and Stonehouse et al. (2007). 

Mirroring the general business literature, there is also a large developing literature on globaliza-
tion and its impacts on the development of THE sectors, including an edited ‘handbook’ (Timothy, 
2019). 

For example: Wahab and Cooper (2005) considered various aspects of tourism in 
relation to global issues, and Hjalager (2007) reviewed the literature on the topic and 
examined the stages tourism goes through in the process of globalization. There is great 
deal of literature that focuses on the hotel and airline sectors in particular. Go and Pine 
(1995) and Whitla et  al. (2007) included conceptual and practical insights into the 
globalization issues facing hotels. Hanlon (2007) and Ramón-Rodríguez (2011) outlined 
the unique set of factors facing aviation in relation to international and global issues. 
The literature relating to internationalization and globalization of festivals and events 
is more sparse, though Matheson et al. (2006) considered globalization in relation to 
Singapore festivals. 

Dwyer (2015), in addressing several of the important effects of globalization (in a THE 
context), identified economic development, employment opportunities, the spread of 
technical knowledge, the development of new markets and products, new consumer values 
and environmental and sociocultural changes. The paper advocated for proactive responses 
to the challenges of globalization if organizations are to maintain their competitive 
position. 

15.3.1 Multi-domesticity 

Porter (1990) argued that industries can be either global or multi-domestic. Multi-domestic industries 
are those where competition in each nation is essentially independent. He provided the example of 
consumer banking, where a bank’s domestic reputation and resources in one nation tend to have 
little effect on its success in other countries. The international banking industry is, Porter argued, 
essentially a collection of domestic industries. 

Global industries are those in which competition is global. The consumer electronics industry is 
a good example, where companies like Sony, Apple, Siemens, LG and Samsung compete in almost 
all countries worldwide. The implication would appear to be that businesses should adopt a global 
strategy in global industries and a multilocal strategy in multi-domestic markets. Yet the situation is 
not so simple as this. Even markets like consumer banking are becoming more global. The trend is 
for most industries to become more global, but even within industries major differences may occur. 

One way of viewing globalization is as a continuum from globalization through international to local 
or multi-domestic (as shown in Figure 15.1). 

In THE, the large global distribution systems (such as Galileo, Amadeus and Sabre) have a global 
reach, whereas toward the other end of the continuum, most retail travel agents and rail and bus 
operators might be viewed as being at the multi-domestic end in their orientation. Large airlines 
often like to portray themselves as ‘global’ carriers, but close inspection of their route networks 
reveals that no carrier serves all parts of the world, and even in those countries that are served, usu-
ally only the largest city is served. 

Similarly, the large international hotel chains have expanded to include many countries but rarely 
penetrate local markets beyond the principal cities. By way of contrast, major soft drink brands such 
as Coca-Cola are widely available throughout the world and are widely dispersed within individual 
countries. 
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15.4 Porter’s global generic strategies
Porter (1980) argued (see Chapter 8) that competitive advantage rests on an organization selecting 
and adopting one of three generic strategies to modify the five competitive forces in its favor to earn 
higher profits than the industry average. The three generic strategies are:

z	Differentiation
z	Cost leadership
z	Focus

Porter (1986b) extended the generic strategy framework to global business. The model suggests 
that a business operating in international markets has five strategy alternatives (as shown in Fig-
ure  15.2). The five strategic postures are defined according to their position in respect to two 
intersecting continua:

z	The extent to which the industry is globalized or country-centered (horizontal axis)
z	The breadth of the segments (different customer groups) served by the competitors in an industry

The five strategic positions are described below.

z	Global cost leadership – The organization seeks to be the lowest-cost producer of a product globally. 
Globalization provides the opportunity for high-volume sales and greater economies of scale and 
scope than domestic competitors.

z	Global differentiation – The organization seeks to differentiate products and services globally, 
often on the basis of a global brand name.

z	Global segmentation – This is the global variant of a focus strategy when a single market segment 
is targeted on a worldwide basis employing either cost leadership or differentiation.
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agents
Event 

organizers
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Business  
travel 
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Figure 15.1 Global–local continuum
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Figure 15.2 Porter’s global strategy framework 

Source: Porter (1986b) 

z	Protected markets – A organization identifies national markets where its particular organization 
is favored or protected by the host government. 

z	National responsiveness – The organization adapts its strategy to meet the distinctive needs of 
local markets (i.e., not a global strategy; suitable for purely domestic organizations). 

The model suffers from similar flaws to those discussed in Chapter 8 relating to the generic strategy 
framework. As in the case of the conventional understanding of generic strategy, it is possible for a 
business to pursue a hybrid international strategy. 

For example: Some of the ‘low-cost’ airlines such as easyJet, AirAsia, IndiGo, Lion  
Air and JetBlue clearly are concerned with strict adherence to cost control, as ‘low-
cost’ suggests. At the same time, however, they are increasingly seeking to differentiate 
themselves from each other and from the established carriers by having very young aircraft 
fleets and by adding features such as priority boarding and preallocated seating to their 
business models. 

15.4.1 Configuration and coordination of internal activities 

One of Porter’s most important contributions to understanding global strategy is his work on the 
global value chain (1986a, 1990). Porter made the case that global competitive advantage depends 
on configuring and coordinating the activities of a business in a unique way on a worldwide basis. To 
put it another way, competitive advantage results from the global scope of an organization’s activi-
ties and the effectiveness with which it coordinates them. Porter (1986a, 1990) argued that global 
competitive advantage depends on two sets of decisions: 

z	Configuration of value-adding activities – Managers must decide in which nations they will carry out 
each of the activities in the value chain of their business. Configuration can be broad (involving many 
countries) or narrow (few countries or one only). 

z	Coordination of value-adding activities – Managers must decide the most effective way of coordi-
nating value-adding activities that are carried out in different parts of the world. 
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Figure 15.3 Configuration and coordination for international strategy 

Sources: Porter (1986a, 1990) 

Configuration and coordination present four broad alternatives, as illustrated in Figure 15.3. 

In the case of configuration, an organization can choose to disperse its activities to a range of loca-
tions around the world, or it may choose to concentrate key activities in locations that present 
certain advantages. Many businesses concentrate their operations in countries where costs are low 
but skill levels are high. 

For example: Many THE (and other) organizations have chosen to base call center 
operations and administrative ‘back office’ functions in countries such as India and the 
Philippines because they can gain access to high-quality English-speaking employees at 
relatively low cost. 

An organization can decide to coordinate its worldwide activities or to manage them locally in each 
part of the world. The latter approach misses the opportunity for global management economies 
of scale and scope. For Porter (1986a:12), the ‘purest global strategy’ is when an organization con-
centrates key activities in locations giving competitive advantages and coordinates activities on a 
global basis. In the long term, according to Porter, organizations should move toward purest global 
strategy to the degree practicable. 

It is also the case that the degree of globalization of an industry or market may not be uniform. In 
other words, some aspects of an industry or market may be indicative of globalization, whereas oth-
ers may be indicative of localization. 

The degree of globalization of an industry can be assessed using Yip’s globalization driver framework 
(1992). This widely used framework is generally a more useful framework than Porter’s because it 
makes it possible to evaluate both the overall degree of globalization of an industry and which fea-
tures of the industry are more or less global in nature. 
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15.5 The competitive advantage of nations or regions 
Porter’s five forces analysis (see Chapter 8) was developed during the 1980s and has proved to 
be highly influential in providing a framework for the analysis of a wide variety of organizations, 
including those in the public and not-for-profit sectors. 

In a later work, Porter (1990) developed his ideas relating to competition in trying to explain why 
some nations, as well as some regions within countries, are more competitive than others. For a full 
discussion of the contribution of this framework to strategic thinking, see, for example, Snowdon 
and Stonehouse (2006), Stonehouse et al. (2007), Sölvell (2015) and Whittington et al. (2020). 

15.5.1 Porter’s diamond framework 

Porter developed his ‘diamond’ analysis to assess the competitive advantage of nations or regions. 
The diamond represents a framework consisting of four factors that individually and through the 
linkages between them can be used to assess the degree to which a country or region enjoys a rela-
tive competitive advantage. The four factors are as follows: 

z	Factor conditions – physical resources, human resources, capital resources, infrastructure and knowl-
edge resources 

z	Market structures – organization and strategies 
z	Demand conditions 
z	Related and supporting industries 

In addition, Porter identified two further factors: government (which can influence any of the four 
factors) and chance events (which can shift competitive advantage in unpredictable ways). Porter’s 
diamond is shown in Figure 15.4. 

In Porter’s analysis, each of these factors should be analyzed and the relative strengths or weak-
nesses evaluated. 

Firm strategy, 
structure & 

rivalry 

Demand 
conditions 

Factor 
conditions 

Related & 
supporting 
industries 

Figure 15.4 Porter’s diamond analysis of the competitive advantage of nations 

Source: Adapted from Porter (1990) 
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The diamond analysis of Michael Porter has been widely applied in THE settings, particularly to des-
tinations (see, for example, Enright and Newton, 2004; Hawkins, 2004; Wahab and Cooper, 2005; 
Jackson and Murphy, 2006; Hong, 2009; Ribes et al., 2011; Porter et al., 2012). 

For example: In their paper, Wahab and Cooper (2005) discussed Porter’s diamond in a 
tourism context and applied the analysis to Egypt. International tourism and hospitality 
greatly contribute to wealth creation, as it did to Spain from the 1960s and 1970s, to 
Greece since the early 1970s and to Turkey since the mid-1980s (Wahab and Cooper, 
2005). The authors concluded that though Egypt clearly has great potential as a tourist 
destination, some of the potential had (at the time of writing) still to be realized and that, 
consequently, the country had not yet reached a position of competitive advantage. 

The Strategy in Practice below outlines some of the steps a tourist destination area might take in 
practice to achieve a competitive advantage over rivals. 

Improving the competitiveness of a tourist destination 

A list of guidelines for improving the competitiveness of a tourist destination was produced 
by Smeral (1998), building on the work of Porter (1990), and also later reported by Wahab 
and Cooper (2005). The guidelines include factor conditions (which are background consid
erations), of which those of specific importance to the tourism sector are (1) market struc
tures, organization and strategies; (2) demand conditions; and (3) government. 

1. Market structures, organization and strategies 

	z Image building within the context of global competition 

	z Aggressive and innovative marketing to foster growth and expansion of tourism’s 
value-add through special interest motivations 

	z Information coordination and intensification of knowledge pertaining to a destina
tion’s strengths and weaknesses within a competitive environment at the international, 
national and regional levels 

2. Demand conditions 

	z Expanding the destination’s share of quality tourism movement from primary, second
ary and opportunity markets offering them quality facilities and services 

	z Reducing demand seasonality through strategies aiming at guaranteeing a steady 
flow of tourist traffic from various markets 

	z Enhancing tourist receipts by concentrating mostly on higher spending tourist arrivals 

	z Encouraging repeat visitors through offering diversified attractions separately or in 
combined forms 

	z Holistically oriented local, regional and national policy 

3. Government 

	z Encouragement of systematic and continuous research into tourism market trends, 
demand changes and innovations in leisure and tourism activities 

STRATEGY  IN  PRACT ICE  
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	z Serious and systematic control of and guidance to the travel and tourism industries to 
keep total quality at its most appropriate to face global competition 

	z Improving academic and professional education and intensifying quality training in 
tourism to meet industry requirements 

	z Eliminating ‘red tape’ and avoiding all administrative hurdles, including any conflict or 
overlapping of jurisdictions 

	z Ameliorating environmental quality 

	z Proactive management of change 

Source: Adapted from Smeral (1998), as later reported by Wahab and Cooper (2005) 

15.6 Yip’s globalization driver framework 
Yip (1992) argued that it is not simply the case that industries are ‘global’ or ‘not global’ but rather 
that they can be global in some respects and not in others. 

Yip’s globalization driver framework, shown in Figure 15.5, makes it possible to identify which 
aspects of an industry are global and which aspects differ locally. Analysis using this framework can 
play an important role in shaping the global strategy of a business. A global strategy, according to 
Yip, will be global in many respects but may also include features that are locally oriented. 

Industry & 
market 

globalization 

Market 
drivers 

Government 
drivers 

Competitive
drivers 

Cost drivers 

Figure 15.5 A framework describing drivers for globalization 
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Yip (1992) argued that to achieve the benefits of globalization, the manager of a worldwide business 
needs to recognize when industry conditions provide the opportunity to use global strategy drivers.

Yip identified four drivers (shown in Figure 15.5) that determine the nature and extent of globaliza-
tion in an industry:

z	Market drivers
z	Cost drivers
z	Government drivers
z	Competitive drivers

The various aspects of each of these drivers are summarized in Table 15.2, and each of these drivers 
is considered in turn below.

15.6.1 Market globalization drivers

The degree of globalization of a market will depend on the extent to which there are common 
customer needs, global customers, global distribution channels, transferable marketing and lead 
countries. It is not simply a case of a market being ‘global’ or ‘not global’. Managers must seek to 
establish which, if any, aspects of their market are global.

common customer needs

Probably the single most important market globalization driver is the extent to which customers in 
different countries share the same need or want for a product. The extent of shared need will depend 
on cultural, economic, climatic, legal and other similarities and differences. There are numerous 
examples of markets where customer needs are becoming more similar. Examples include motor 

Table 15.2 A summary of the globalization drivers

Market drivers Cost drivers

z	Common customer needs Global scale economies

z	Global customers Steep experience curve effect

z	Global distribution channels Sourcing efficiencies

z	Transferable marketing techniques Differences in country costs (including 

z	 exchange ratesPresence in lead countries
High product development costs

Fast-changing technology

Government drivers Competitive drivers

z	Favorable trade policies High exports and imports

z	Common marketing regulations Competitors from different continents

z	Government-owned competitors and customers Interdependence between countries

z	Compatible technical standards and common  Competitors globalized
marketing regulations

z	Host government concerns
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vehicles, soft drinks and fast food. Examples also extend to THE, where beach and ski resorts, cruise 
ships, global tours by bands, film and cinema and business travel might be cited. 

For example: International business travel is highly fragmented, but a few large, 
internationally diversified companies have emerged (see the Short Case Illustration of BCD 
below) to service the needs of customers around the world. These suppliers include networks 
of international companies or franchisees such as Uniglobe Travel International, based in 
Vancouver, Canada, and UK-based Travel Solutions International (TSI) and GlobalStar. 
Some large travel management companies have also developed, such as American-based 
Carlson Wagonlit Travel and American Express, UK-based Hogg Robinson Group (HRG) 
and the Dutch-based company BCD. In addition, many tour operators, leisure-based travel 
agents and hotel companies operate subsidiaries to service corporate travel management 
requirements. 

Similarly, the various hospitality brands operated by international hotel groups such as Marriott 
Corporation, as well as McDonald’s, Burger King and Pizza Hut in fast food or Coca-Cola and 
Pepsi in soft drinks, are illustrative of converging customer needs in certain markets. Levitt (1983) 
referred to this similarity of tastes and preference as increasing market homogenization – all markets 
demanding the same products, regardless of their domestic culture and traditional preferences. 

Market globalization drivers: BCD, international corporate travel management 

CTM is a diverse field of activity that concerns the management of the travel arrangements 
for organizations in a strategic and cost-effective manner. Many organizations carry out this 
activity for themselves as an internal function, but many others contract the activity out to 
specialist suppliers. The market for supplying organizations is highly fragmented and varies 
considerably between countries, but a few large, internationally diversified suppliers have 
emerged as multinational corporations have spread their activities and require multicountry 
expertise. 

Services carried out by such companies for their clients include: 

	z Planning and booking travel arrangements for companies at advantageous rates 

	z Analyzing travel market trends and providing consultancy and advice services 

	z Assessing the risks associated with travel to particular locations 

	z Documenting travel arrangements and reporting on expenditure 

	z Providing visa, passport and foreign currency services 

The large CTM companies (or ‘business travel agents’) are often not well-known consumer 
brands but nevertheless constitute sizeable entities. 

These companies include BCD, a privately owned company based in Utrecht, Netherlands, 
with regional centers in Atlanta, London and Singapore. The company, founded in 1975, 
operates in over 100 countries and had sales totaling US$25.7bn in 2017. The company 
operates a wide range of travel management products to meet the demands of internation
ally based corporate clients. 

15 .2  SHORT  CASE  I LLUSTRAT ION 
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global customers and channels

Global customers purchase products or services in a coordinated way from the best global sources. 
Yip identified two types of global customers:

1. National global customers – customers who seek the best suppliers in the world and then use the 
product or service in one country

For example: A theme park operator in a particular country might seek the best rides 
from many countries that are known for providing such specialist engineering skills, such 
as Germany, Switzerland, the USA and Japan.

2. Multinational global customers – customers who similarly seek the best suppliers in the world but 
then use the product or service obtained in many countries

For example: Cruise lines source their ships from a number of companies in certain 
countries that are known for building cruise ships, such as Finland, France, Germany, 
Italy and Japan to ensure optimal quality standards delivered at a competitive price. They 
then use and market the product in many countries.

Alongside global customers, there are sometimes global, or more often regional, distribution chan-
nels that serve the global customers. Global customers and channels will contribute toward the 
development of a global market.

However, corporate travel is changing quickly, and the companies serving it (such as BCD) 
will have to be agile and adapt to survive and prosper. The demands of travelers, the prom-
ise of technology and the escalating sophistication of corporate clients will place demands 
on the providers of corporate travel solutions. Changes taking place include:

z	Content disaggregation across multiple distribution platforms

z	Evolving traveler expectations and services

z	Enhanced virtual meeting systems

z	Changing travel behavior

Source: www.bcdtravel.com

Questions

1. What would you consider to be the principal drivers of globalization in BCD’s case?

2. What are the main activities carried out by CTM companies such as BCD, and why might 
the activities be viewed as strategically important for multinational companies?

15 .3  TECHNOLOGY FOCUS

Globalization and personalization

Though the forces described by Yip’s model of globalization can clearly be identified, there 
are nevertheless other pressures on organizations in THE (and other industries) working in 

https://www.bcdtravel.com
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the opposite direction: to communicate with customers individually; in other words, rec
ognizing their individual differences and needs and not treating them as a homogeneous 
mass. 

Technology is increasingly allowing companies to personalize their messages to customers 
but to do so in a cost-efficient way. 

In 2018–19, CTM company BCD (see above) produced a series of three ‘Inform’ papers 
outlining the impact of technology on their business field. The third of these reports, Com
munications, Emerging Technology and Travel Management (BCD, 2019), explored how 
emerging technologies can be used to deliver effective, personalized messages to travel
ers and thereby engage them at exactly the right moment to encourage compliance. The 
report cited examples of the uses of technology such as: 

	z Using machine learning to communicate directly with travelers as individuals, basing 
messages on travel patterns, booking behavior and personal preferences 

	z Using a blockchain-based data storage system to keep traveler data safe, increasing 
traveler willingness to share personal information needed to craft personalized messag
ing 

	z Adopting chatbot technology to enable voice-controlled digital assistant travel bookings 
and automate routine travel management communication tasks, like answering policy 
questions 

	z Using AR and VR technologies to enhance interaction with travelers and, in some cases, 
replace travel 

	z Leveraging the IoT and location-based technology to keep travelers informed with 
timely and relevant messages throughout their journey, including warnings about flight 
cancellations and other disruptions 

Source: BCD (2019) 

transferable marketing 

Transferable marketing describes the extent to which elements of the marketing mix like brand 
names and promotions can be used globally without local adaptations. 

Clearly, when adaptation is not required, it is indicative of a global market. Brands like McDonald’s, 
Coca-Cola and Nike are used globally, and increasingly travel brands such as Hilton, TUI and Luf-
thansa also have global recognition. Yet advertising for such brands can be both global and locally 
adapted according to the prevailing attitudes in local markets. If marketing is transferable, it will 
favor a global market. 

lead countries 

When, as Porter (1990) found, certain countries lead in particular industries, it becomes critical for 
global competitors to participate in these lead countries to be exposed to the sources of innovation. 

Lead countries are those that are ahead in product and/or process innovation in their industry. 
These lead countries help to produce global standards and hence global industries and markets. 
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For example: The USA would clearly be seen as the lead country in terms of internet 
travel distribution systems, airline operations and new hotel and accommodation formats, 
whereas European companies have taken the lead in developing vertically and horizontally 
diversified leisure travel companies (such as TUI and Kuoni). A number of Asian airports 
such as Singapore, Hong Kong and Kuala Lumpur are consistently ranked among the 
world’s best for the quality of the customer experience. 

15.6.2 Cost globalization drivers 

The potential to reduce costs by global configuration of value-adding activities is an important 
impetus toward the globalization of certain industries. If there are substantial cost advantages to be 
obtained, an industry will tend to be global. 

For example: The international strategic alliances such as SkyTeam, oneworld and Star 
that have emerged in the airline industry have done so partly due to the need to add value 
for their customers by being able to offer global connectivity. However, their attraction to 
individual airlines also lies in their ability to save costs (such as business lounges, sales 
and marketing and procurement) through working cooperatively with other airlines. 

global scale economies 

When an organization serves a global market, it is able to gain much greater economies of scale than 
if it serves only domestic or regional markets. Similarly, serving global markets has considerable 
potential for economies of scope. The differences between scale and scope economies are explained 
in the Key Concept below. 

For example: Internationally diversified THE companies such as Air France–KLM, 
Disney, Accor, Merlin Entertainments and TUI, which market their activities in many 
countries, gain large economies of scope in product development, marketing, procurement 
and financing. 

Economies of scale and scope 

Economies of scale and economies of scope and are both widely used terms (for a discus
sion, see Ghoshal, 1987), encountered in a Key Concept in Chapter 8. Here we discuss the 
concepts further because it is important to understand the differences and be able to apply 
the terms correctly in various THE contexts. 

	z Economies of scale – describe the benefits that are gained when increasing volume 
results in lower unit costs 

Although economies of scale can arise in all parts of the value chain, it is probably best 
understood by illustrating it using purchasing as an example. An individual purchasing one 
hotel room will pay more per item than a large company contracting to purchase hundreds 
of hotel rooms to provide for their customers for the season. Thus, the purchaser who is 
able to purchase in bulk (because of the size and structure of the buyer) enjoys scale econo
mies over smaller organizations that buy in at lower volumes. 

	z Economies of scope – describe the benefits that can arise in one product or market area 
as a result of activity in another 

KEY  CONCEPT  
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Another way of putting it is that the cost of providing two distinct offers from the same 
organization is less than that for providing both separately. Thus, if a tour operator expands 
to market its activities in another country, the costs of the marketing activity can be shared 
with the activity in the countries in which it already operates through joint advertising, 
promotion and so on. Website development costs and brochure production costs can be 
shared between the various markets. Similarly, skilled and experienced staff can be trans
ferred from one country to another to share the skills and expertise they have learned in a 
different market situation. 

exPerience curve effect 

When there is a steep learning curve in operations and marketing, businesses serving global markets 
will tend to obtain the greatest benefits. In many service industries there are steep learning curves, 
thus yielding the greatest benefits to global businesses. 

Experience and good practices from one country can be shared with other countries and regions, 
thereby increasing organizational learning and experience. Those organizations that are able to com-
municate the lessons from their experience – that is, learning around the organization quickly and 
effectively – are likely to be the most successful in global markets. 

For example: For an international hotel group expanding internationally, it is crucial 
to get their market entry strategy right. However, experience from entering other country 
markets will help them make the correct decisions when they choose to enter subsequent 
markets. 

KEY  CONCEPT  

Learning curve 

The idea of the learning curve has been used in many areas of life – not just in business. It 
describes the rate at which an individual or an organization learns to perform a particular 
task. The gradient of the beginning of the curve is referred to as its ‘steepness’ and is the 
most important part. The steeper this first part, the faster the learning. The general shape 
of a learning curve is described as exponential because the gradient usually decreases 
along its length as the time taken to perform the task decreases as those performing the 
task gain experience with it. 

sourcing efficiencies 

If there are efficiency gains to be made by centralized sourcing carried out globally, this will drive an 
industry toward globalization. Businesses like those in sports apparel and clothing fashion benefit 
from global sourcing to obtain the lowest prices and highest quality standards. 

For example: Cruise lines and airlines seeking crew and purchasing ships and aircraft 
will seek sourcing efficiencies by obtaining labor and equipment in the most cost-efficient 
ways. Many cruise lines select crew members from Asian countries where good quality staff 
members can be recruited at internationally competitive wage rates. 
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favorable logistics 

If transportation costs comprise a relatively high proportion of sales value, there will be every incen-
tive to concentrate operations. If transport costs are relatively low, such as with consumer electronic 
goods, production can be located in several locations (thus favoring globalization of activities), 
which are chosen on the basis of other cost criteria such as land or labor costs. 

differences in country costs 

Operational costs (building, labor, etc.) vary from country to country, which can stimulate or impede 
globalization. Thus, countries with lower operational costs will be attractive to businesses in the 
process of globalization. 

For example: Many Asian countries have attracted international hotel chains because of 
their favorable cost conditions and availability of high-quality labor at reasonable cost (as 
well as growing demand). Similarly, aircraft and ship maintenance and repair are often 
outsourced to countries with lower labor costs. 

fast-changing technology and high Product develoPment costs 

Product life cycles are decreasing as the pace of technological change increases and consumers are 
becoming more discerning. At the same time, R&D costs are increasing in many industries. Such 
product development costs can only be recouped by high sales in global markets. Domestic markets 
simply do not yield the volumes of sales required to cover high R&D costs, particularly where the 
domestic market is small. 

For example: Cruise lines and airlines face very rapidly changing technology and greater 
degrees of competition, together with high development and equipment purchase costs. 
These are facets they share with other industries such as pharmaceuticals and automobiles. 
As a consequence, they must operate in global markets in order to ensure they achieve the 
volumes of sales necessary to recoup these costs. 

15.6.3 Government globalization drivers 

Many governments have taken individual and collective action to reduce barriers to global trade 
since World War II. 

favorable trade Policies 

The WTO (and its predecessor) has done much to reduce barriers to trade that have hindered glo-
balization of many industries in the past. Although there are still significant barriers to trade in cer-
tain areas, the movement toward freedom of trade has been substantial, thus favoring globalization. 
The growth of customs unions and ‘single markets’ such as the EU and NAFTA have also made an 
important contribution in this regard. 

For example: Since its inception, the airline sector has been subject to government 
regulation driven by the need for safety standards and the view that airlines represent 
important and prestigious national assets. This began to change in the late 1970s when 
airline deregulation occurred in the USA, followed by Europe in the 1990s and subsequently 
in many other parts of the world. Restrictions on the ownership of airlines by foreign 
owners remain as a constraint to full deregulation, however. 

comPatible technical standards and common marketing regulations 

Many of the differences in technical standards between countries that hindered globalization in the 
past have been reduced. 
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For example: Telecommunications standards, which have traditionally differed between 
countries, are increasingly being superseded by international standards. Similarly, 
standards are converging in the pharmaceutical, airline and computing industries, which 
makes it easier to produce globally accepted products. 

Airlines and shipping have long had common safety standards coordinated through UN agencies, 
as it is necessary to alleviate consumer safety concerns by developing common standards. Shipping, 
including cruising, is regulated by the IMO. IMO is the London, UK-based UN specialist agency with 
responsibility for the safety and security of shipping and the prevention of marine pollution by ships. 

Similarly, the ICAO was created in 1944 as another specialist agency of the UN to promote the safe 
and orderly development of international civil aviation throughout the world. Based in Montreal, 
Canada, the agency sets standards and regulations necessary for aviation safety, security, efficiency 
and regularity, as well as for environmental protection in aviation. 

There remain important differences in advertising regulations between countries; generally, how-
ever, these differences are being eroded (albeit slowly), which favors greater degrees of globalization. 

government-owned comPetitors and customers 

Government-owned competitors, which often enjoy state subsidies and other benefits, can act as a 
stimulus or a barrier to globalization. They frequently compete with other global competitors, thus 
being forced to become more efficient and global market oriented. On the other hand, government-
owned competitors can make it very difficult for other competitors to compete in their home market 
(because they do not enjoy the same benefits). 

There has, however, been a growing trend toward the privatization of many state-owned businesses 
in many countries worldwide, which has reduced this barrier to globalization. Thus, government-
owned hotel, shipping and airline companies have been sold to the private sector so that govern-
ments can concentrate their scarce resources in other areas of activity. 

For example: In recent years, many governments around the world have chosen to bring 
private capital and management techniques into the management of state assets such as 
hotels, airports and other transport infrastructure and airlines. The process of wholly 
or partly privatizing state assets has been facilitated by factors such as the decline in 
communism, the need for governments to raise money and reduce their debts and the 
recognition that such assets need specialist management skills. 

The European states of Croatia and Slovenia (among others) have privatized state-
run hotels in recent years. Assaf and Cvelbar (2010) reported in relation to Slovenian 
hotels that privatization has led to an improved level of performance. Park et al. (2011) 
evaluated the possible effects of privatization on Incheon International Airport in Seoul, 
South Korea. Similarly, Miyoshi (2015) assessed the Japanese government’s policy of 
reforming the ownership of government-owned airports to reduce its large financial burden 
by involving private entities. 

host government concerns 

The attitudes and policies of host governments can either hinder or favor globalization. In certain 
circumstances, host governments may favor the entry of global businesses into domestic industries 
and markets and may provide financial or non-financial assistance to do so. Such measures will 
assist the process of globalization. 

For example: In a study of foreign direct investment (FDI) in tourism and related sectors,  
Endo (2006) stated that many countries, including both developed (e.g., Australia, Canada,  
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Switzerland) and developing (e.g., Egypt, India, Jamaica, Kenya) countries, are offering 
some sort of incentives to tourism-related activities to attract domestic and foreign investors. 

The more governments that espouse such policies, the greater the globalization of an industry will 
be. Conversely, in other cases, host governments will seek to protect industries that they see as stra-
tegically important and will attempt to prevent entry of foreign businesses. Thus, legal restrictions 
placed on competition by governments act as a barrier to the globalization process. 

For example: Many countries such as the USA limit ownership of their airlines by foreign 
companies and restrict access to domestic airline routes for foreign-based competitors. 

15.6.4 Competitive globalization drivers 

The greater the strength of the competitive drivers, the greater the tendency for an industry to glo-
balize will be. Global competition in an industry will become more intense when: 

z	There is a high level of trade between countries 
z	Competitors in the industry are widely spread (often on different continents) 
z	The economies of the countries involved are interdependent 
z	Competitors in the industry are already globalized 

high exPorts and imPorts 

The higher the level of trade in products and services between countries, the greater the pressure 
for globalization of an industry will be. 

comPetitors from different continents 

The more countries that are represented in an industry and the more widely spread they are, the 
greater the likelihood of globalization. 

interdePendence of countries 

If national economies are already relatively interdependent, this will act as a stimulus for increased 
globalization. Such interdependence may arise through, for example, multiple trading links in other 
industries, being a part of a single market or being in a shared political alliance. 

comPetitors globalized 

If a competitor is already globalized and employing a global strategy, there will be pressure on other 
businesses in the industry to globalize as well. Globalization in the business travel sector is high 
because of the pressure on organizations to compete globally. 

For example: Travel agencies that specialize in providing travel arrangements for 
business customers, so-called CTM companies (such as BCD, illustrated previously), are 
often required to serve the needs of customers that are themselves global companies. Such 
companies often wish to deal with an organization that is able to service its travel needs 
on a global basis; that is, a company that offers potential economies of scope. 

15.6.5 Using the globalization driver framework 

Yip’s globalization driver framework provides a useful tool for analyzing the degree of globalization 
of an industry or market. Equally, it makes possible an understanding of which particular aspects of 
an industry or market are global and which aspects are localized. 
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Each of the drivers must be analyzed for the industry and market under consideration, and the 
results of the analysis will play an important role in assisting managers to form the global strategy 
of their organization. It is important that strategy be fit for purpose; that is, some aspects of strategy 
might be standardized across many countries, whereas others need to be modified for local condi-
tions to be successfully implemented. 

Yip (1992) argued that successful global strategy must be based on a comprehensive globalization 
analysis of the drivers encountered above. Managers of a global business must, he contended, evalu-
ate the globalization drivers for their industry and market and must formulate their global strategy 
on the basis of this analysis. 

For example: If they find that customer demand is largely homogeneous for their product, 
they can produce a largely standardized product for sale throughout the world. If, on 
the other hand they find that there are few cost advantages of global concentration of 
operations because of adverse economies of scale or scope, they may choose to disperse their 
operational activities around the world to be close to their customers in different parts of 
the world. 

The ‘total global strategy’ of an organization can be a mix of standardization and local adaptation 
as market and industry conditions dictate. Thus, the results of the analysis will help to determine: 

z	Which features of the strategy are globally standardized. 
z	Which features of the strategy are locally adapted. 

Yip went on to identify three stages in developing a total global strategy. 

z	Developing a core strategy –building core competences and generic or hybrid strategy that can poten-
tially give global competitive advantage 

z	Internationalizing the core strategy – introducing core competences and generic strategy to in-
ternational markets and locating value-adding activities where competitive advantages, such as 
low-cost access to resources, are available. This will include choice of which markets the business 
will enter and the means by which it will enter them. 

z	Globalizing the international strategy – coordinating and integrating the core competences and 
strategy on a global basis, as well as deciding which elements of the strategy are to be standard-
ized and which are to be locally adapted on the basis of the strength of the globalization drivers 
in the industry and market 

Internationalizing events: rugby sevens 

Top-level sport is by nature international. If you want to be the best in any sport, it has to 
be proven through international competition. International sport is also highly competitive 
with regard to international attention, global television audiences, commercial sponsorship 
and global success. 

Football, particularly the large European leagues (Spain’s Primera División, Germany’s 
Bundesliga, England’s Premier League and Italy’s Serie A) and the World Cup, held every 
4 years, command global attention, as do the Olympic Games and American football. Other 
sports have to compete for such attention. 

15 .4  SHORT  CASE  I LLUSTRAT ION 
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One of the ways many sports have competed is by ‘internationalizing’ sports events; that 
is, organizing sports events in countries around the world, thereby spreading interest and 
raising commercial revenue. Thus, tennis, golf, motor racing, snooker and badminton, for 
example, have successful and growing tours with events staged in succession in countries 
around the world. In some cases, such as the lucrative annual Formula 1 Motor Racing tour, 
cities compete with each other for the rights to stage one of the events. In 2008, Singapore 
staged the world’s first F1 Grand Prix at night on its Marina Bay circuit. 

Rugby union is a physical contact sport played with 15 players on each side that originated 
in late 19th-century England at Rugby School – hence the name. It has grown to become a 
worldwide sport with a loyal following, but success in this physically demanding sport has been 
concentrated in relatively few countries, with New Zealand having the preeminent record of 
achievement in the sport. The Rugby World Cup, organized by the sport’s governing body 
(the International Rugby Board), held every 4 years since 1987 has spread interest in the game. 

However, the game has complex rules and is usually played in winter, and it is difficult to win 
without players who are physically large, which serves to somewhat inhibit its global reach. 

As with other sports (such as cricket and football), shorter, faster versions of the game have 
been developed to help spread its appeal. Thus, rugby sevens (which itself has a long history) 
has spread in recent years as the game has secured commercial sponsorship and television 
coverage. With a version of the game involving seven players, it has developed rapidly to 
become a global game with an annual worldwide series of events and Olympic recognition in 
Rio de Janeiro in 2016, with Fiji its first-ever Gold Medal winner in the inaugural tournament 

The annual Hong Kong sevens competition (dating from 1976) attracts international tour
ists to Hong Kong from many countries and has played a significant role in raising the 
tourist profile of the Special Administrative Region. The sevens form of the game is played 
throughout the year, is less physically demanding while favoring athleticism, is far shorter 
in length and has simpler rules. As a result, it lends itself to tournament rather than one-off 
formats, can be followed more easily by casual spectators rather than rugby aficionados and 
represents an attractive package for television. 

The profile of rugby sevens has grown considerably with the advent of the HSBC Sevens 
World Series, which is an annual series of international tournaments run by the International 
Rugby Board featuring national teams and sponsored by HSBC Bank. The series, organized 
for the first time in the 1999–2000 season, was formed to develop an elite-level competi
tion series between rugby nations and develop the sevens game into a viable commercial 
product for the International Rugby Board. The series has developed into an annual compe
tition held between October and April at nine venues around the world, including Australia, 
Dubai, South Africa, the USA, New Zealand, Japan, South Africa, Scotland and England. 
Since its inception, teams from some 36 countries have been involved, and both spectator 
numbers and television revenues have increased considerably. 

Questions 

1. How would you categorize the international growth of rugby sevens using the concepts 
of Yip and Porter covered in this chapter? 

2. What are the difficulties and opportunities that might be encountered in international
izing in this way? 
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15.7 Key strategic international decisions 
Once a business has developed core competences and strategies that can potentially be exploited 
internationally and globally, decisions must be made as to where and how to employ them. Initial 
moves into overseas markets will involve (using Porter’s terminology) market development, because 
such markets and segments can be regarded as new to the business. The initial market development 
may then be followed by product development and diversification (see Chapter 10). 

When a business enters international and global markets, it is necessary to build new competences 
alongside those that have resulted in domestic competitive advantage. These new competences 
could well be in the areas of global sourcing and logistics and global management expertise. 

The globalization of a business does not happen overnight. It may well involve entry to key countries 
with the largest markets first, followed by entry to less important countries later. In the initial stages 
of globalization, the key decisions are usually as follows:  

z	Which countries are to be entered first?  
z	In which countries are value-adding activities to be located?  
z	Which market development strategies are to be employed to gain entry to chosen overseas  

markets? 

	z Using relevant examples from THE: 

	z Explain each of Yip’s globalization drivers. 

	z Explain how Porter developed the generic strategy framework to apply to global strategy. 

	z Explain the importance of configuration and coordination of value-adding activities to 
global strategy. 

TH INK POINTS  

15.8 Market entry decisions 
15.8.1 Decision criteria 

The interest in market entry strategy derives from the internationalization and globalization frame-
works and can be viewed as one of the most critical strategic decisions for an organization (Root, 
1994). There has been extensive research into market entry strategies, and several models and 
theories have emerged. Canabal and White (2008) and Schellenberg et al. (2018) summarized and 
evaluated the literature in this field. 

Much of the research related to market entry relates to manufacturing as opposed to services, and it 
can be argued (as elsewhere in this book) that there are crucial differences between the two. These 
differences in relation to foreign market entry were outlined by Brouthers and Brouthers (2003), 
Ekeledo and Sivakumar (2004), Blomstermo et al. (2006) and Sanchez-Peinado et al. (2007). 

There is also a growing specific literature that relates to market entry decisions for THE organiza-
tions, though it is heavily skewed toward the hotel sector; see, for example, Quer et al. (2007), 
León-Darder et al. (2011), Choi and Parsa (2012), Villar et al. (2012), Andreu et al. (2017) and 
Kruesi et al. (2017). 
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The decision as to which countries and markets to enter first will be based on a number of important 
factors. 

z	The potential size of the market – Is the market for the product in the country likely to be significant? 
z	Economic factors – Are income levels adequate to ensure that significant numbers of people are 

likely to be able to afford the product? 
z	Cultural and linguistic factors – Is the culture of the country likely to favor acceptance of the product 

to be offered? 
z	Political factors – What are the factors that may limit entry to markets in the host country? 
z	Technological factors – Are levels of technology adequate to support provision of the product in the 

host market, and are technological standards compatible? 

A business will choose to enter markets in those countries where the above conditions are most 
favorable. 

The Short Case Illustration below outlines the balance of risk and opportunity encountered by TUI in 
entering the Russian and Commonwealth of Independent states (CIS) markets and how the company 
has chosen to deal with the circumstances that it faces. The case of TUI’s entry into and subsequent 
retreat from the Russian market demonstrates some of the difficulties of international expansion. 

Market entry decisions: TUI enters and leaves Russia 

Entering a new foreign market is one of the riskiest decisions a business can take and one 
that must be taken with great care, having analyzed not only the opportunities of the market 
itself but also the means of market entry. 

The Russian market presents particular challenges, and companies such as furniture com
pany Ikea have made costly mistakes in the past. Russia is a vast country, with a business cul
ture that is still evolving in the post-communist period and weak legal protection for foreign 
investors and consumers who are generally inexperienced travelers. Russia has become 
increasingly isolated following its invasion of Ukraine in February 2022. Few Western com
panies are now willing to trade directly with Russia. 

Nevertheless, Russia and the former Soviet states, generally referred to as Commonwealth 
of Independent States (CIS), represent enormous opportunities for foreign tour operators. 
The harsh winters, over 200 million consumers and few large existing competitors make 
Russia and CIS attractive markets for outbound travel. 

TUI Travel plc is one of the world’s leading leisure travel groups, serving some 27 million 
customers in many countries. Its core source markets, which include the UK and Ireland, Ger
many, France and Scandinavia, are mature and growing relatively slowly; hence the need to 
consider new growth opportunities. Its tour operating strategy is capable of being stretched 
in that it is similar (with some local adaptation) in all of its core source markets. It relies on its: 

	z Content – unique inclusive (‘packaged’) holidays and tailor-made holidays 

	z Brands and distribution – market-leading brands, trusted brands for safety and security 
and high levels of controlled distribution with a focus on online distribution 

15 .5  SHORT  CASE  I LLUSTRAT ION 
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	z Technology – flexible technological platforms to support growth 

	z Growth and scale – ability to leverage the advantages of scale and scope 

	z People – providing the business with knowledge and expertise and drive innovation 

TUI identified the potential for travel growth in Russia and CIS in the early years of this cen
tury, but despite its power and size chose not to develop on its own. In 2009, a joint venture 
was formed with a Russian group controlled by Russian oligarch Alexei Mordashov (who also 
controls the large steel company Severstal). The Russian company had vital knowledge and 
experience of the Russian market to match the international travel expertise provided by TUI. 

After forming the joint venture, TUI Russia acquired a number of Russian and Ukrainian tour 
operators and set up a network of travel agencies. Thus, TUI Russia and CIS’s market entry 
strategy involved a combination of a joint venture and vertical and horizontal integration. 

However, TUI has adopted a strategy of retrenchment, in that it has reduced its exposure 
to Russia (in common with many other Western and Asian companies), partly due to gov
ernment sanctions being imposed. Mordashov invested in TUI and joined its supervisory 
board, but he was forced to resign in March 2022 as sanctions were introduced. TUI sold its 
stake in the joint venture at the end of March 2021 to KN-Holdings, a company owned by 
Mordashov’s family. 

The brand license agreement that allowed TUI Russia to continue using the TUI name in 
Russia, Ukraine, Belarus, Kazakhstan and Uzbekistan was cancelled in March 2022. 

Sources: Jolly (2022); www.tuitravelplc.com 

Questions 

1. What other market entry methods might TUI have considered? 

2. What are the main risks that TUI might encounter in entering a country like Russia, and 
what steps is the company taking to overcome them? 

15.8.2 Location of value-adding activities 

Managers must determine which countries they will locate key value-adding activities of their busi-
ness in. They will seek to gain cost, skill and resource advantages. In other words, they will attempt 
to locate activities in countries where there are production advantages to be gained. Such advan-
tages depend on: 

z	Wage levels – low wage levels will keep operational costs low 
z	Skill levels – suitably skilled labor must be available 
z	Availability of resources – suitable resources must be accessible 
z	Infrastructure – transport, communications and ICT must be favorable to the logistics of the business 

The existence of these conditions within a country will, in turn, depend on: 

z	Economic factors – level of economic development, wage levels, exchange rate conditions 
z	Social factors – attitudes toward work, levels of education and training 

https://www.tuitravelplc.com
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z	Political factors – legislation favoring investment etc. 
z	Technological factors – levels of technology and transport and communications infrastructure in the 

country 

15.8.3 Market development methods 

Once decisions have been made as to which countries’ markets to enter and where value-adding 
activities are to be located, the task for management becomes the determination of which method 
of development to employ to enter another country. 

Broadly speaking, a business can choose either internal or external methods for development of overseas 
markets (see Chapter 12). Internal methods are usually slower but tend to entail lower risk. Exter-
nal methods involve the business developing relationships with other businesses. Internal methods 
of development include direct exporting and establishing overseas offices and subsidiaries. External 
methods include joint ventures and alliances, mergers and acquisitions, franchising and licensing. 
The choice of method will depend on a number of factors: 

z	The size of the investment required or the amount of investment capital available 
z	Knowledge of the country to be entered and potential risk involved (e.g., of political 

instability) 
z	Revenue and cash flow forecasts and expectations 
z	Operating cost considerations 
z	Control considerations (some investment options will have implications for the parent company 

to control activity in the host country) 

15.8.4 Internal development methods 

Internal methods of development (as explained in Chapter  12) are based on the organization 
exploiting its own resources and competences and involve the organization carrying out some of 
its activities overseas. This may be exporting its expertise or setting up some form of operations 
abroad. The advantages of internal methods of development are that they maximize future revenue 
from sales abroad and they allow a high degree of control over overseas activities. On the other 
hand, they can involve significant risk if knowledge of the host country and its markets is limited, 
and they may require considerable direct investment. 

direct exPorting 

Direct exporting is the transfer of services across national borders from the home operation. The 
service may simply be provided from the home country. 

For example: A cruise line might advertise its products in a country in which they have 
no staff. Instead, customers are directed to a sales office in the cruise line’s home country. 
As sales increase, a sales office may be set up in the overseas country. 

To avoid some of the pitfalls of direct exporting (such as lack of local knowledge and access to 
distribution channels), many businesses make use of local sales agents to distribute their products 
(sometimes known as a piggyback distribution arrangement). In this way, the company avoids direct 
investment in a foreign country in which it lacks expertise and relies on others with local knowledge 
to provide key services in a particular market. 
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overseas oPerations 

Organizations may choose to offer their products and services directly in foreign countries. There 
are a number of reasons for such direct investment. The investment allows the company to gain 
local knowledge, maintain control over the operations and tailor the products and marketing to 
local demands. Relationships can also be forged with local suppliers and government that might be 
helpful in developing the business. 

foreign subsidiary 

Internal development may involve establishing a foreign subsidiary of the business such as when it 
is favorable for the parent company to have total control of its overseas operations, decision making 
and profits. Such a subsidiary may carry out the full range of activities of the parent business or it 
may be only an operational or marketing subsidiary. 

15.8.5 External development methods 

External methods of development (or entry ‘modes’, as they are often termed) are the ‘vehicle’ by 
which market entry is achieved. These entry modes involve the organization entering into relation-
ships with businesses in a host country. External development methods can take the form of alli-
ances or joint ventures, mergers or acquisitions or franchises (see Chapter 12 for a discussion of 
these topics). 

Such methods (modes) have certain intrinsic advantages and disadvantages associated with them: 

z	Advantages – Providing local knowledge, potentially reducing risks and reducing investment costs 
(except in the case of mergers or acquisitions) 

z	Disadvantages – Providing reduced revenues and reduced control of activities as optimal income 
is traded off against the advantage of lower financial exposure (again except in the case of merg-
ers and acquisitions) 

international alliances and joint ventures 

Alliances and joint ventures allow a business to draw on the skills, local knowledge, resources and 
competences of a locally based company. They reduce the risks of entry to overseas markets by pro-
viding local knowledge and help reduce investment costs. 

international mergers and acQuisitions 

Mergers and acquisitions give a business access to the knowledge, resources and competences of a 
business based in the host country, thus reducing some of the risks of market entry. 

international franchising and licensing 

A franchise is an arrangement under which a franchiser supplies a franchisee with a tried-and-
tested brand name, products and expertise in return for the payment of a proportion of profits or 
sales. The major advantage to the franchiser is that the risk, investment and operating costs of 
entering overseas markets are considerably reduced. At the same time, the franchisee can contrib-
ute their local knowledge while also benefiting from the lower risks associated with an established 
business idea. 
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For example: Much activity by THE organizations has taken place in foreign markets 
through franchisement. The expansion of Burger King, Holiday Inn and Choice hotels into 
overseas markets has come largely through franchise development. 

15.9 A conceptualization of market entry 
This chapter has discussed a number of facets of market entry. The topic is clearly complex and 
multifaceted and has received considerable attention in the academic literature. 

It is, however, useful to have a model or a conceptualization of the main facets of market entry to 
understand the decision-making process that needs to take place. One such conceptualization was 
provided by J. Johnson and Tellis (2008), who considered the drivers of success for market entry 
into China and India in particular, though the generic model could be applicable to other countries. 

The conceptualization of J. Johnson and Tellis (2008) is shown in Figure 15.6. The authors sug-
gested that there are two broad factors that drive firm performance in international market entry and 
a number of ‘constructs’ by which firm and country differentiation can be measured or estimated: 

z	Firm differentiation – This can be achieved through the strategy that is adopted and the way in which 
resources are accessed and deployed. 

The key elements of the firm’s strategy in this context relate to the mode (method) of entry that is 
chosen and the timing of the entry. The various modes of entry have been discussed previously but 
broadly include both external and internal methods. The timing of any strategic move is critical for 
its success and depends on environmental factors such as the stage in the economic cycle and the 
positioning of competitors. J. Johnson and Tellis (2008) reported that firm size is a measure of the 
resources a company has available. 

z	Country differentiation – The key variables with regard to country differentiation include the character-
istics of the host country, the two most important of which are the risk associated with investing in a 
particular country and the openness of the country in terms of regulatory and other barriers to entry 
of foreign firms. 

In addition to the constructs outlined (firm strategy, firm resources and country characteristics), firm 
and country differentiation can be viewed as shaping host home location. The two measures of this 
construct, which are discussed extensively in the academic literature, are economic and cultural dis-
tance (see, for example, the work of Hofstede [1980] on cultural distance, discussed in Chapter 4). 

To measure or estimate the firm’s performance in relation to the constructs outlined, the model uses 
historical data as reported in annual reports and other records. 

Though the findings need to be treated cautiously, because they relate to two emerging markets only 
(albeit very significant markets), the survey was not limited to service companies and was based on 
historical data; nevertheless, the authors presented some interesting results. Using their model with  
historical data the authors drew several conclusions in relation to market entry in China and India:  

z	Success is greater for entry into China than for entry into India.  
z	Success is greater for smaller firms than for larger firms.  
z	Success is greater for entry into emerging markets with less risk and those that are economically  

close to the home market. 
z	Success is greater for firms that use a mode of entry with greater control. 
z	Joint ventures are the most popular mode of entry. 
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Figure 15.6 A conceptual framework: drivers of entry success 

Source: Adapted from Johnson and Tellis (2008) 

15.10 Globalization and market entry strategy – a focus on 
hospitality 
Although we have considered globalization and market entry strategy separately, they are in reality 
closely related, because companies have to carefully consider how they will enter each market in 
which they plan to operate. Thus, here we use the hospitality sector (and international hotel groups 
in particular) to illustrate the connectedness of these two aspects. 

The hospitality sector is at the forefront of globalization, and much of the internationalization and 
globalization literature focuses on this sector (see, for example, C. Johnson and Vanetti, 2005; 
Whitla et al., 2007; Y. Yu et al., 2014), and it is clear that the large branded hotel groups are spread-
ing their interests around the world. International hotels serve to illustrate the opportunities and 
threats presented by globalization and the variety of market entry strategies that are being imple-
mented in the various markets concerned. See, for example, Assaf et al. (2015), which considered 
the key locational factors in attracting international hotel groups; Niñerola et al. (2016), which 
related the experiences of Spain’s Meliá Hotels in entering the Chinese market; and Berbel-Pineda 
et al. (2017), which assessed entry mode choice for hotel groups internationalizing. 

The approach toward internationalization and globalization varies between hospitality companies, 
though increasingly companies are utilizing asset-light models that involve managing, leasing or 
franchising assets rather than owning them. By using such business models, companies are seeking 
to avoid the capital requirements of hotel development and the inherent property risks involved. 
Market entry strategies also vary considerably both between hotel groups and within each group. In 
most cases, the overall core elements of the strategy used remain in place, regardless of individual 
market characteristics, but then adaptation takes place for local market conditions. 

The Short Case Illustration below outlines the globalization and market entry strategies that have 
been used by hotel companies, using IHG as an example. Though globalization will continue and the 
larger companies are actively increasing their property portfolios (though they do not necessarily 
own the properties concerned), it is clear that new competitors are emerging. 

In addition, notwithstanding the continuing effects of globalization, the sector remains highly frag-
mented. Given the growth in demand and consumers seeking new product formats, there is still 
room for new and innovative formats in the market. 
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Hospitality globalization and market entry strategy: IHG 

In recent decades, the hospitality industry has been a significant force in globalization, as 
evidenced by the proliferation of multinational firms such as Accor, Best Western, Hilton, 
InterContinental and Marriott (Cunill, 2006). The internationalization of (primarily Western) 
brands has been motivated by a variety of factors, including sales expansion, geographic 
diversification, resource and labor acquisition and worldwide brand recognition (L. Yu, 1999). 
Most multinationals have deployed either a strategy of concentration or one of scale econo
mies with a brand formula derived from the home country (Gross and Huang, 2011). The 
typical range of strategic choices for market entry modes includes strategic alliances, fran
chising, management contracts, joint ventures and acquisitions (Athiyaman and Go, 2003). 

However, the large multinational groups are being challenged. As Gross and Huang 
(2011:261) pointed out, ‘While established mega-chains have attracted the most attention, 
their corporate domination is being challenged by the growth of smaller domestic hotel 
chains in countries other than the traditional Western ones that may potentially emerge as 
hospitality exporters.’ 

Future multinational hotel chains may not come from Western sources; rather, domestic 
hotel groups (in countries such as China and India) are reaching a stage of development 
that potentially prepares them for international expansion. In the case of China, substantial 
stakes are held in Western developed chains such as Radisson and Hilton, and domestically 
developed brands such as Jin Jiang are quickly developing an international presence. 

Nevertheless, many of the large Western chains and a few selected upscale Asian chains 
(such as Mandarin Oriental, Shangri-la and Nikko) are firmly established internationally in 
both emerging and developed markets, and they continue their growth strategies. They are 
not only targeting new countries in which to develop but also achieving greater geographic 
penetration in those countries in which they are already operating. 

For example, IHG, one of the world’s largest hotel groups, has built a strong global pres
ence through a strategy that seeks to build preferred brands with scale positions in the most 
attractive markets globally. 

IHG achieves this through concentrating growth in the largest markets so that IHG and own
ers can operate more efficiently and benefit from enhanced revenues and reduced costs. 
The key markets for the hotel brands that constitute IHG include large developed markets 
such as the USA, UK and Germany, as well as emerging markets like China and India. 

IHG adapts its strategy and business model by market, choosing partnerships and joint 
ventures where appropriate. 

IHG views the greatest opportunity for growth in any single country in China (where it is the 
largest international hotel company), in anticipation of increasing demand for hotels, driven 
by a large, emerging middle class and growing domestic and international travel. The com
pany’s strategy has been to: 

	z Enter the market early 

	z Develop a relationship with key local third-party owners 

	z Grow the company’s presence rapidly 

15 .6  SHORT  CASE  I LLUSTRAT ION 
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Outside the largest markets, IHG focuses on building presence in key gateway cities where 
its brands can generate revenue premiums from high business and leisure demand. 

Thus, IHG has one of the largest pipelines (hotels being planned and developed) of any 
hotel group and continues to develop its global reach. In doing so, however, it maintains the 
principles underlying its strategy, but it carefully selects its targeted development markets 
and modifies its strategy according to the specific characteristics of that market. 

Sources: Adapted from www.ihgplc.com/; Cunill (2006); L. Yu (1999); Athiyaman and Go 
(2003); Gross and Huang (2011) 

Questions 

1. What are the main elements of IHG’s strategy and its adaptation for the Chinese market? 

2. Consider the threats that IHG might face in its future development in China. 

3. Consider the market entry conceptualization provided by J. Johnson and Tellis (2008) and 
apply it to IHG’s entry to the Chinese hospitality market. 

	z Discuss the ways in which a business may develop a ‘total global strategy’. 

	z Discuss the advantages and disadvantages of different market entry methods. 

	z Distinguish between the approaches adopted by IHG and TUI in the Short Case 
Illustrations in this chapter. 

	z Explain the main elements of J. Johnson and Tellis’s (2008) conceptualization of market 
entry above and how it aids understanding of the process. 

TH INK POINTS  

Small business focus 
It might be thought that internationalization and globalization issues are not directly relevant to 
most SMEs operating in THE sectors because their size precludes them from competing except in 
the domestic market. Though many THE companies are often active internationally because of the 
inherent international nature of the products, many smaller THE companies sell their products only 
in domestic markets. 

There are two reasons why internationalization and globalization should be of interest to THE man-
agers in SMEs: 

z	International competitors may choose to compete in the domestic market, thereby challenging the 
market share of existing SMEs. 

z	New technology and other advances are increasingly enabling SMEs to internationalize rapidly. 

SMEs in all industries (including THE) often face difficulties compared to larger competitors. The 
limited literature on the international activities of SMEs (Agndal and Elbe, 2007) emphasizes 

https://www.ihgplc.com/
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constraints to internationalization that inhibit international expansion. These constraints (sum-
marized by Freeman et al., 2006) include: 

z	A lack of economies of scale 
z	A lack of financial and knowledge resources 
z	An aversion to risk 
z	An inability to manage uncertainty 

However, though SMEs are extremely important in many parts of THE, with the accommodation, 
travel intermediaries and event management sectors remaining highly fragmented, large interna-
tional groups are developing in each of these sectors and increasing their international market share. 
As a result, managers in smaller THE companies have to be aware of the strategic intentions of the 
larger internationally diversified companies, whether they intend to internationalize or not. 

Multinational companies have the ability to switch substantial resources from one market to another 
quickly and decisively and can sustain short-term losses by cross-subsidizing the business venture 
from other markets in which they are active. Thus, they can quickly build market share, sometimes 
at the expense of smaller domestic companies already operating in the market. These SMEs have 
fewer resources and cannot afford to sustain losses by cross-subsidy from elsewhere. 

Conceptualizations of the ongoing globalization of firms are dominated by stage models (Hjalager, 
2007) that imply that firms normally proceed through a series of stages until they reach a global 
scale and that to trade globally, they will have reached a certain size and scale of operations. 

However, a new stream of literature emerged in the early 1990s that takes a different view of glo-
balization. It focuses on smaller entrepreneurial firms adopting a global focus from the outset and 
embarking on rapid and dedicated internationalization. The evolution of these so-called born global 
companies has been influenced by an inexorable trend toward globalization and the pervasive impact 
of new technologies (Knight and Cavusgil, 2004). 

‘Born global’ companies 

Born global companies can be defined as: 

Entrepreneurial start-ups that, from or near their founding, seek to derive a substantial 
proportion of their revenue from the sale of products in international markets. 

Knight and Cavusgil (2004:124) 

DEF IN IT ION/QUOTAT ION 

The accelerated pace of entry into international markets is driven by a desire to gain first-mover 
advantage and to lock in new customers before competitors can. Bell et  al. (2001) identified 
‘born again’ global firms that have internationalized rapidly following a long period during which 
they concentrated on the domestic market. Studies of successfully internationalizing born global 
SMEs have found that such firms are characterized by an organizational culture that is proactive, 
risk-taking and innovative (Freeman et al., 2006). Bell et al. (2003) suggested an integrative 
model of SME internationalization that envisages different pathways by which the process can 
take place. 
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In inherently international industrial sectors such as THE, which are rarely directly regulated by 
government (except in the case of airlines), there is an opportunity for born global firms to develop 
(Hjalager 2007; Williams and Shaw, 2011). The approach adopted by the internet intermediary Sky-
scanner illustrated below provides an example of a born global approach. 

Born global companies: Skyscanner travel search engine 

The emergence of new technologies, the coalescing needs of consumers and the influence 
of visionary entrepreneurs have allowed some SMEs to rapidly globalize in a way that was 
previously not possible for smaller firms. 

Skyscanner is an example of such a born global company. Though comparatively recently 
formed, it has gone through a rapid internationalization process. Skyscanner’s three found
ers, including CEO Gareth Williams, met at Manchester University and officially launched 
the company, based in Edinburgh, Scotland, in 2003. 

Gareth became frustrated with the difficult and tedious process of searching multiple airline 
and travel agent websites to find the best fares and envisioned a solution: a single website 
that could collect, collate and compare prices for every commercial flight in the world. Sky-
scanner was born at a pub brainstorming session between the three friends, from a simple 
Excel spreadsheet. 

Skyscanner’s comprehensive proprietary flight search product has grown considerably since 
that time to become Europe’s leading flight search engine, and offices have been opened 
in Singapore, Miami, Beijing and Glasgow. Skyscanner stresses its impartiality and that it is 
not an online travel agency; rather, it operates by showing customers all flight, hotel and car 
rental options available to them from its global partners and online travel resellers. Custom
ers can then compare all options and select the best choice and price for their trip, going 
on to book with their chosen brand. 

In this way, Skyscanner’s partners control the distribution of prices, the rate they charge 
and also the booking and customer data. Because Skyscanner is not an online travel agent, 
one brand is not favored over another. Customers are simply directed to their purchases by 
market forces and product differentiation. 

Skyscanner has demonstrated its appeal to consumers around the world through sister 
websites. The site is available in over 30 languages and used by 100 million people a month. 

Thus, in less than 15 years, the travel-based technology company was able to grow from very 
small beginnings as an SME to a substantial global scale facilitated by the internet. It was 
bought by Trip.com Group (formerly Ctrip), China’s largest travel firm, for $1.75bn in 2016. 

Sources: www.skyscanner.com; www.trip.com 

Questions 

1. Explain what factors enabled Skyscanner to become a born global company. 

2. What difficulties might Skyscanner have to overcome to ensure that its growth is main
tained? 

15 .7  TECHNOLOGY FOCUS  

https://www.skyscanner.com
https://www.trip.com
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According to Knight and Cavusgil (2004), a number of recent trends have led to the emergence of 
born global firms. These include: 

z	The increasing role of niche markets and greater demand for specialized or customized products 
z	Advances in communications technology, email, the worldwide web and Skype, which means 

that small firms can manage international operations more efficiently and have greater access to 
information 

z	The inherent advantage of small firms in terms of quicker response time, flexibility and adaptability 
z	The internationalization of knowledge, tools, technology and facilitating institutions, which pro-

vides opportunities for technology transfer and access to funding 
z	Trends toward global networks, which facilitate the development of mutually beneficial relation-

ships with international partners 

Few born globals are actually ‘born’ global, but they internationalize soon after forming and often 
within three years of foundation. The ‘born global’ label has been adopted because it is an appeal-
ing phrase that conveys the importance of these firms and the new paradigm they represent in the 
world economy (Knight and Liesch, 2016). The early and rapid internationalization of born globals 
facilitated by the internet and mobile technologies can be viewed as an unprecedented form of inter-
national expansion (Sharma and Blomstermo, 2003). 

The emergence of born global firms might represent a shift from a focus on the large, well-
established multinational enterprises applying a logic of high monopolistic or oligopolistic profits, 
efficiency-seeking and power to a logic of young; resource-constrained firms emphasizing a logic 
of profit opportunity creation and resourceful innovation (Zander et al., 2015). 

Nowhere in the commercial realm are the characteristics of born global entities, identified by Zan-
der et al. (2015), more evident than in THE. Companies such as Airbnb, Skyscanner, Uber, Lyft and 
Trip.com, have demonstrated that SMEs are able to grow rapidly through: 

z	Early and rapid internationalization 
z	The adoption of highly innovative practices 
z	Holding out opportunities for investors to benefit from future profitability of their operations 

(rather than delivering immediate profits) 

CHAPTER SUMMARY 

The focus of global strategy is the attainment of global competitive advantage. Many industries and 
markets are becoming increasingly global, partly as a result of external factors but also as a result of 
the strategies of businesses themselves. Global strategy, like domestic strategy, is centered on the 
core competences of the business itself but it is equally dependent on an understanding of which 
aspects of the organization’s industry and market are global and which require local adaptation. 

Yip’s (1992) globalization driver framework provides managers with an essential set of tools for 
beginning to understand the nature and extent of globalization in their particular industry and 
markets. Porter provided insight into the importance of global configuration and coordination of 
value-adding activities in achieving and sustaining competitive advantage, and Yip developed the 
concept of total global strategy to explain how a worldwide approach to strategy can be developed. 
Finally, the mode of entry by which organizations can develop global strategy by entering foreign 
markets has been explained. 
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The global business environment is particularly dynamic, and global strategy will have to be con-
stantly adjusted and adapted as circumstances change if competitive advantage is to be sustained 
and developed. Some have questioned whether globalization has reached its peak and surmised that 
deglobalization will ensue. Certainly, the COVID-19 pandemic and the war in Ukraine have led to a 
temporary halt to the process. 

The use of the frameworks developed in this chapter makes it possible for managers to constantly 
monitor and analyze their global environment and to develop global strategy accordingly. 

Developing internationally is one of the riskiest decisions that mangers have to consider. In develop-
ing internationally, managers must carefully consider which markets they will enter and how this 
will be achieved. This chapter has considered the main modes of market entry strategy and provided 
examples of where these are applied in THE. 

Internationalization and globalization are not just concerns for larger companies. SMEs have to 
understand internationalization processes to compete effectively. Furthermore, internet and mobile 
technologies have enabled some SMEs in THE to rapidly and successfully expand their international 
reach due to the phenomenon termed ‘born global’. 
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16 
Sustainability strategy for 
tourism, hospitality and 
event organizations 

Introduction and chapter overview 
Organizations and destinations have faced increasing pressures in recent years (exerted by stake-
holder groups) to be more active in their approaches to the sustainability of the natural environment 
and to consider their social role in society (Aras and Crowther, 2008; Scherer and Voegtlin, 2020). 
Sustainability was introduced in Chapter 1 in relation to corporate governance, and analysis of the 
natural environment was considered in Chapter 7. 

In this chapter, we build on these foundations to consider how the issues of sustainability can be 
considered by THE organizations and incorporated into a ‘sustainability strategy’ as part of the 
organization’s overall strategy. 

The chapter first discusses the meaning of sustainability and its application to businesses, before 
going on to consider the distinction between sustainable strategy and sustainable competitive 
advantage. Finally, the chapter considers which aspects should be considered by a sustainability 
strategy, with examples from THE. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z	Explain the meaning and origins of the term sustainability 
z	Understand how sustainability has been applied to business contexts 
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z	Understand the differences between a sustainability strategy, CSR and TBL 
z	Clarify the distinction between sustainability strategy and sustainable competitive advantage 
z	Assess the key elements a sustainability strategy might include 
z	Critically evaluate examples of sustainability strategies from THE 

16.1 Business sustainability: meaning 

‘The house is on fire’ 

I want you to act as if the house is on fire, because it is. 
Environmental activist Greta Thunberg (2019) 

DEF IN IT ION/QUOTAT ION 

Management scholars and practicing managers accept the veracity of Greta Thunberg’s statement. 
In acknowledging that current resource use is unsustainable, Barnett et al. (2021:647), for example, 
stated that ‘it is time to acknowledge that “the house is on fire”, and that to sustain themselves and 
help to sustain all of us, firms must develop strategies to sustain their environments’. 

But before we can proceed to forming a valid sustainability strategy for THE organizations, we must 
attempt to understand what we mean by ‘sustainability’ and, more specifically, the meaning of sus-
tainability as applied to business; that is, business sustainability. Here we build on the discussion of 
sustainability in the context of evaluation of strategic options in Chapter 13. 

The Brundtland Report (Brundtland Commission, 1987:1) described sustainable development as being 
that which ‘meets the needs of the present without compromising the needs of future generations’. 

Thus, sustainability aims to secure intergenerational equity, and its logic is clear in that most people 
want to live as well as their parents and be able to pass on similar opportunities to their offspring. 

DEF IN IT ION/QUOTAT ION 

Sustainable tourism 

Building on the definition of sustainable development and applying it directly to tourism, 
the term ‘sustainable tourism’ is defined as: 

Sustainable tourism that meets the needs of present vacationers and host districts 
while securing and enhancing opportunities for the future. It is visualized as leading to 
management of all resources in such a way that economic, social and aesthetic needs 
can be satisfied while maintaining cultural integrity, essential ecological processes, and 
biological diversity and life support systems. 

(UNWTO, 2018) 

What we are particularly concerned with here is how the sustainability concept applies to busi-
nesses. The same logic applies (as above) in business in that most managers want their business to 
be at least as profitable as in the past and, ideally, for profits to grow. Based on this logic, business 
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sustainability is defined below; from the definition, it can be seen that ‘time’ is central to the notion 
of sustainability. 

Business sustainability 

Business sustainability can be defined as: 

The ability of firms to respond to their short-term financial needs without compromis
ing their (or others’) ability to meet their future needs. 

Bansal and DesJardine (2014:71) 

DEF IN IT ION/QUOTAT ION 

However, the definition provided by Bansal and DesJardine (2014) does not actually specify what 
aspects of business sustainability relates to or how it might be measured and evaluated. Hence, a 
number of authors have been more specific and specified that sustainability can be viewed as a ‘busi-
ness approach that creates long-term value by embracing opportunities and managing risks in three 
domains: economic, environmental and social’ (Bonn and Fisher, 2011; see also Crane and Matten, 
2007), which is consistent with the TBL approach that is widely adopted by organizations and is 
sometimes represented by the ‘3 Ps’ of people, profit and planet. 

Within this context, sustainability issues have gained greater prominence throughout THE organiza-
tions and the academic literature. To this end, many THE companies and international organizations 
(such as UNWTO, the World Bank and UNESCO) have developed policies and strategies to incor-
porate sustainable principles. 

A vast literature relating to sustainability issues relating to THE has emerged and it is difficult to 
disagree with Higgins-Desbiolles’ (2010) assertion that the application of sustainability principles 
to tourism is the predominant issue in current tourism discourse (see, for example, MacKenzie and 
Gannon, 2019; Streimikiene et al., 2021). 

Sustainability has become the strategic imperative of the new millennium. Phrases such as ‘sustain-
ability’, ‘corporate social responsibility (CSR)’, ‘going green’ and the ‘triple bottom line’ refer to 
organizations enhancing their long-term economic, social and environmental performance (Galpin 
et al., 2015). 

Building on the concept of sustainability, and responding to the concerns of stakeholders, a corpo-
rate governance (discussed in Chapter 1) form emerged that takes into consideration not only the 
traditional economic ‘bottom line’ (profitability) but also less quantifiable indicators that measure 
social and environmental impact. This approach for measuring corporate performance is the so-
called triple bottom line (TBL), a term that was popularized by John Elkington in the 1990s (Elk-
ington, 1998). 

Thus, the TBL represents a philosophical orientation whereby organizations not only develop and 
implement a traditional economically sustainable strategy but also explicitly include environmen-
tal and social sustainability strategies. Stoddard et al. (2012) discussed benefits of adopting this 
approach for tourism organizations seeking sustainable development. 

However, CSR and TBL can be distinguished from sustainability. Sustainability requires trade-offs, 
especially across time. Firms must choose between investing less for smaller profits sooner and 
investing more for greater profits later (Laverty, 1996). CSR and TBL, on the other hand, do not 
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necessarily require trade-offs. Most responsibility scholars argue that CSR represents the set of 
organizational activities that are good for society and the firm (McWilliams and Siegel, 2001; Bansal 
and DesJardine, 2014). ‘Framed in this way, responsibility is nothing more than good business’ 
(Bansal and DesJardine, 2014:71). 

16.1.1 Sustainability and competitive advantage 

Sustainability is not without controversy. Shareholders, who expect organizations to concentrate on 
maximizing their financial returns, frequently question company boards when the focus appears to 
have shifted to (natural) environmental concerns. 

For example: In January 2022, the boss of UK-based consumer goods company Unilever 
was criticized by one of its leading investors: ‘Unilever is laboring under the weight of a 
management which is obsessed with publicly displaying sustainability credentials at the 
expense of the fundamentals of the business’ (Fletcher, 2022). 

However, counterbalancing some negative sentiment toward sustainability, as Galpin et al. (2015) 
stated, there is also an ever-expanding volume of literature underscoring the importance of sustain-
ability to organizations and its positive impact on performance (see, for example, Willard, 2012; 
Bonini and Swartz, 2014; Winston, 2014; Laszlo and Zhexembayeva, 2017; Walsh and Dodds, 2017; 
McAteer, 2019). 

KEY  CONCEPT  

Sustainability strategy: clarification of meaning 

It is important to clarify the meaning of ‘sustainability strategy’ and distinguish it from other 
commonly used strategy terminology. 

It is not an organization’s ‘plan to sustain its competitive advantage’. Sustainable com
petitive advantage is a common term used in strategy (and is discussed elsewhere in this 
book) that, like sustainable strategy, is focused on maintaining performance over time. 
Sustainable competitive advantage, though, is concerned with maintaining an advantage 
over rivals. By contrast, sustainability strategy looks beyond the organization in seeking to 
sustain the natural environments in which the organization operates. 

However, importantly, sustainability strategy can in itself be a source of sustainable com
petitive advantage, but an organization’s attempt at sustaining its competitive advantage 
may be to the detriment of the natural environment and hence to its sustainability strategy. 

Sources: Barnett et al. (2015, 2021) 

Environmental sustainability has often been reported as a means to providing a competitive advan-
tage by encouraging efficiencies, attracting additional customers and generating positive brand 
images (Kumar and Christodoulopoulou, 2014; Walsh and Dodds, 2017). 

For example: Walsh and Dodds (2017) considered the implementation of sustainability 
initiatives in North American hotels. Environmental sustainability strategies can employ a 
low-cost, differentiated or hybrid (a combination of the two) approach to creating a competitive 
advantage (Figure 16.1). The authors found that the hotels sampled used all three approaches 
but tended to rely on their need to create environmental sustainability legitimacy by placing 
an emphasis on differentiation through environmental sustainability branding. 
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Figure 16.1 Deriving competitive advantage from sustainability strategies

Source: Adapted from Walsh and Dodds (2017)

16.2 Sustainability strategy: principal issues
It should be recognized that formulating and implementing a sustainability strategy for THE orga-
nizations is likely to be highly context specific. The necessary sustainability actions of an event 
organizer are likely to be very different to those of an airline, for example.

Many consultancy firms, intergovernmental organizations and industry organizations are encourag-
ing governments, businesses and destinations to develop sustainability strategies, so it is unsurpris-
ing that they vary considerably. It is reassuring to consider that though most sustainable strategies 
are imperfect, at least the key issues are being considered so that organizations can move in the 
‘right’ direction.

Underpinning the worldwide efforts is the 2030 Agenda for Sustainable Development (www.un.org/
goals), adopted by all United Nations Member States in 2015, which provides a shared blueprint 
for peace and prosperity for people and the planet. At its heart are the 17 Sustainable Development 
Goals (SDGs), which are an urgent call for action by all countries in a global partnership. They 
recognize that ending poverty and other deprivations must go hand in hand with strategies that 
improve health and education, reduce inequality and spur economic growth – all while tackling 
climate change and working to preserve our oceans and forests.

A number of organizations are involved in encouraging organizations and destinations to adopt 
sustainable strategies for organizational development. These organizations include the UNWTO 
(www.untwo.org), WTTC (www.wttc.org), IISD (www.iisd.org) and GSTC (www.gstcouncil.org). 
Many organizations and companies are also involved with the GRI. The GRI (www.globalreporting.
org) is an international independent standards organization (based in Amsterdam) that helps busi-
nesses, governments and other organizations understand and communicate their impacts on issues 
such as climate change, human rights and corruption. GRI also provides the world’s most widely 
used sustainability reporting standards (the GRI Standards).

https://www.un.org/
https://www.untwo.org
https://www.globalreporting.org
https://www.un.org/
https://www.wttc.org
https://www.iisd.org
https://www.gstcouncil.org
https://www.globalreporting.org


621 SUSTAINABILITY STRATEGY FOR THE ORGANIZATIONS

 

 

 

 

For example: The GSTC has developed two sets of criteria over a number of years. These 
criteria serve as the global standards for sustainability in travel and tourism and are 
used as a basis for certification of organizations. The criteria (one set for tour operators 
and hotels and the other for destinations) are arranged in four pillars: sustainable 
management, socioeconomic impacts, cultural impacts and environmental impacts 
(including consumption of resources, reducing pollution and conserving biodiversity and 
landscapes). 

Sustainability strategies are written in many different styles, and some, it might be argued, are 
deliberately vague, include easily achieved goals or contain hyperbolic language. Nevertheless, many 
organizations now take sustainability issues seriously; not doing so has the potential to alienate 
many customers. Consequently, it makes commercial sense to formulate and implement a sustain-
ability strategy and, where possible, integrate it within the overall organizational strategy. 

The Norwegian ferry and cruise line Hurtigruten, operating in highly sensitive marine environ-
ments, has a longstanding commitment to sustainability issues. 

Sustainability strategy: Hurtigruten Group 

Hurtigruten Group operates a Norwegian coastal ferry service linking towns along the jag
ged Norwegian coastline and a cruise line operating ‘exploration’ cruises to remote loca
tions such as Greenland, Alaska and Antarctica. The shipping line, which is headquartered 
in Oslo, Norway, has been operating since the mid-19th century. The company’s vision is to 
be ‘the undisputed leader in sustainable adventure travel’. In its marketing, the company 
strongly features its sustainability focus and claims to be the world leader, in this respect, 
among cruise lines. 

Transportation is the biggest single contributor to global GHG emissions (www.epa.gov/ 
ghgemissions), with maritime transportation alone being responsible for 2.5% of the world’s 
emissions. The company has publicly recognized that its ships have a negative impact on the 
environment with the emissions produced but has set a goal to be emission-free by 2050. 

Working systematically toward emissions-free operations in 2050 is a dual process. The 
company cannot wait for technology to be in place, so the focus is on (1) a continuous 
process of improvement and (2) long-term development and collaboration that pushes for 
future solutions. 

The company has been focused on lowering emissions for some time, with initiatives 
such as: 

	z Banning heavy fuel oil in all vessels (in 2009) 

	z Putting three new battery-hybrid ships into operation by 2021 

	z Upgrading all seven ships operating the coastal route (from 2021) to significantly reduce 
emissions. The upgrades, as well as the phasing in of sustainable biofuels, will reduce CO2 

emissions by around 25% and cut NOx emissions by 80%. 

16 .1  SHORT  CASE  I LLUSTRAT ION 

https://www.epa.gov/
https://www.epa.gov/
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z	Becoming the first world cruise line to issue a green bond (in 2022). Green bonds are a 
way of raising funds for environmental and climate projects from external investors, giving 
investors a means to align sustainability and financial priorities. 

z	Setting a goal of 100% reuse and recycling of waste by 2030 

Sources: www.hurtigruten.com; www.epa.gov/ghgemissions 

Questions 

1. Explain the commercial reasons for Hurtigruten emphasizing its sustainability strategy. 

2. What are the main features of Hurtigruten’s sustainability strategy? 

It is difficult to be precise about what should be included in a sustainability strategy given the diver-
sity of organizational contexts and the diversity of views, but in most cases the following might be 
considered: 

z	Effective use of energy – moving toward more sustainable sources such as vehicle electrification, utiliz-
ing solar and wind power and moving away from oil and gas 

z	Sustainable use of natural resources – protecting natural habitats, areas of scenic beauty and wil-
derness areas 

z	Reducing emissions – targeting positions of carbon neutrality. Clearly this is an issue of some dif-
ficulty for airlines, but tests are underway to use biofuels. 

z	Reduction and disposal of waste – reducing the amount of waste products produced and maximiz-
ing use of recycling 

z	Having a positive influence on local cultures – supporting small local authentic businesses 

The tour operator Contiki has increasingly moved to emphasize the sustainability of its tours for 
younger travelers. The company claims to be carbon neutral and stresses the incorporation of 
authentic local experiences. 

Sustainability strategy: Contiki Tours 

In 1962, New Zealander John Anderson was alone in Europe and short of money. He 
acquired a minibus, gathered a group of young people and spent 12 weeks exploring 
Europe. The success of the first trip led to further trips, and Contiki was born. 

The company, which is now a subsidiary of the US-based private company The Travel Cor
poration (TTC), caters exclusively to the 18–35 age group, with tours operating in Europe, 
Australia, New Zealand, North America, South America, Africa, the Middle East and Asia. 

Though the company had a reputation for partying, it has diversified and now stresses its 
sustainability credentials. In common with other TTC companies (such as Insight Vacations, 

16 .2  SHORT  CASE  I LLUSTRAT ION 

https://www.hurtigruten.com
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AAT Kings and Trafalgar Tours), Contiki has developed its sustainability strategy based on 
11 stated goals. These include: 

	z Achieving carbon neutrality by 2030 or sooner. Contiki claims to have achieved this by 
2022. 

	z Sourcing 50% of electricity from renewable sources by 2025 

	z Reducing food waste by 50% across all hotels and ships by 2025 

	z Increasing use of local and organic food products in the company’s supply chain by 2025 

	z Reducing printed brochures by 50% by 2025 

	z Including at least one Make Travel Matter® Experience on 50% of TTC itineraries by 2025 

Make Travel Matter® experiences are based on the positive social or environmental impact 
they have on their communities and those who experience them. The experiences are 
focused on ‘people’, ‘planet’, or ‘wildlife’. For example, travelers to Laos dine at a restau
rant run by The Tree Alliance (Training Restaurants for Employment & Entrepreneurship). In 
addition, around 200 at-risk young people are trained in each cohort to give them hands-on 
skills and experience they can use to thrive in the hospitality and tourism industry. 

Sources: www.contiki.com; www.tree-alliance.com 

Questions 

1. What is meant by Make Travel Matter® experiences, and why does Contiki incorporate 
them into its itineraries? 

2. Assess the main elements of Contiki’s sustainability strategy. 

Small business focus 
The limited literature that does exist points to SMEs in THE, as in other industries, being viewed 
as relatively slow to adopt sustainability practices (Kornilaki et al., 2019). However, owner-manag-
ers often perceive the environment to be an important issue affecting their business (Coles et al., 
2014). In comparison with larger firms, SME owners often lack time, financial resources, specialist 
staff and the expertise to formulate and implement sustainable strategies (Shields and Shelleman, 
2015; Mohammed, 2022). 

SMEs in the hospitality sector, for example, might experience less pressure than big chain hotels or 
franchises to adopt sustainability practice, because they are not under the same scrutiny as larger 
companies in the industry. Indeed, larger hotels are increasingly using sustainability as a marketing 
tool for their brands. The main motivation for independent hotels or restaurants to adopt sustain-
ability practices appears to be the owner’s beliefs and personal ethical values or cost reduction 
reasons (Abaeian et al., 2019; Musavengane, 2019). 

The relatively slow adoption of sustainability strategies is somewhat surprising, because a number 
of studies have indicated that there is a positive correlation between environmental actions and 
financial performance, at least in the hospitality sector (Molina-Azorín, 2009; Singal, 2014). 

For example: In reinforcing these findings, a study of smaller hotels in the Spanish 
Catalonia region (Bagur-Femenias et  al., 2016) found that the implementation of 

https://www.contiki.com
https://www.tree-alliance.com


P
ar

t 
5

624 STRATEGY IN ACTION

  

 

environmental initiatives yielded internal improvements that enhanced efficiency and 
resulted in a better utilization of resources, with consequent cost savings. 

CHAPTER SUMMARY 

Industry leaders and academics have recognized that sustainability is a key factor in the long-term 
success of both firms and the communities in which they operate (Galpin et al., 2015). However, 
the terms sustainability and, by extension, sustainability strategy are difficult to define and are 
therefore open to interpretation. 

This chapter has offered one such interpretation and has applied the term to business contexts, and 
THE in particular. A distinction is made between sustainable competitive advantage and sustain-
ability strategy. The first of these terms is concerned with gaining an advantage over rivals. By con-
trast, sustainability strategy looks beyond the organization in seeking to sustain the natural envi-
ronments in which the organization operates. In doing so, the sustainability strategy itself might 
become a source of competitive advantage. 

Finally, the chapter moves to consider the principal component parts of a sustainable strategy. 
Though it is recognized that such a strategy is likely to be highly context specific, some of the major 
themes for such a strategy together with examples from THE have been considered in this chapter. 
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Strategic management 
for tourism, hospitality 
and event organizations – 
strategy in practice 

Introduction and chapter overview 
This concluding chapter brings together a number of themes. Throughout the book, we have both 
considered theoretical concepts relating to strategic management and THE and stressed the link-
ages between the two. Practical applications and examples have also been provided. This chapter 
provides a practical summary of what factors might be considered in presenting a strategy and what 
the ‘finished product’ might look like. 

The subject of this book is concerned with two quite young subjects, namely, the interrelated subjects 
of tourism, hospitality and events management and strategic management. It is also concerned with the 
application of one to the other; that is, applying strategic management concepts and frameworks to THE. 

Tourism, hospitality and events are service sectors with particular characteristics that are highly 
distinctive, not only when compared with manufacturing but also when compared with many other 
services. In this chapter, we return to some of the themes introduced in Chapters 1 and 2. The dis-
tinctiveness of the subject area is discussed and the implications that are implied for the study and 
application of strategic management principles are considered. 

LEARNING OBJECTIVES 

After studying this chapter, you should be able to: 

z	Understand the nature of the distinctive challenges that managers in THE face 
z	Explain the relevance of strategic management to managers operating in THE 
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z	Understand the different approaches to strategy outlined in this book 
z	Understand how to present strategy in a clear, coherent and convincing way 

17.1 The growth of THE and the managerial challenges presented 
The antecedents of ‘mass’ international tourism and hospitality can be traced back to Thomas Cook 
in 1850s Britain (Withey, 1998; Zuelow, 2015). Events management is a highly diverse field, but 
performances, festivals and events of various descriptions have taken place throughout history. 
However, as highly structured sectors of many economies, THE can primarily be viewed as a cre-
ation of more recent times. The rise of these sectors, and the academic disciplines that have emerged 
to study them, has been traced by a number of authors, including Ottenbacher et al. (2009), Getz 
and Page (2016), Walker (2018) and Holloway and Humphreys (2022). Since the early 1950s, the 
growth of international tourism (and the associated sectors we are considering) ‘has been phe-
nomenal in its scale, and remarkably resilient to periodic economic and political adversity’ (Evans, 
2012:215). 

However, because many more countries and new consumers are being drawn into the international 
tourism net, and despite periodic shocks (such as COVID-19 and the war in Ukraine), further 
growth is to be expected. Such growth will be uneven, both spatially and with regard to time, and is 
likely to take place against the backdrop of dramatic changes in the business environment, thereby 
creating both managerial and marketing opportunities and dilemmas for private sector leaders and 
public sector policymakers. 

17.1.1 Strategic management in THE contexts 

Given the dominance and drive of the private sector in the development of international tourism, 
hospitality and events management and the growth in the services that support these, a business 
management-oriented approach to THE studies has evolved over the past 30 years and has become 
the dominant frame for teaching THE in universities and colleges. The study of strategic manage-
ment (or strategy) is a part of this development because it represents what is sometimes called a 
‘capstone’ module on many courses. It is referred to in this way because strategic management: 

z	Takes a holistic approach integrating the study of different business subjects such as human resource 
management, finance and marketing 

z	Is usually studied toward the end of courses so that prior knowledge of relevant underpinning 
subjects can be integrated appropriately 

z	Takes a ‘real- world’ perspective in that, just as in business itself, there is rarely a ‘right’ or ‘wrong’ 
answer; it is concerned with the analysis of issues and the formulation and implementation of 
strategies to address the issues identified 

Those working in THE contexts need to understand not only the actual business changes taking 
place but also the underlying characteristics of the industry. These underlying characteristics (dis-
cussed in Chapter 2 and throughout the book) raise a number of managerial issues that, if not 
necessarily unique, are certainly highly distinctive. 

Managers working within THE, policymakers, regulators and others concerned with the industry’s 
continuing development need to be knowledgeable about these characteristics and issues as well 
as recognize the potential managerial responses that are possible and the impact they might have. 
These managerial actions responding to identified challenges often fall within one of the recognized 
functional areas of business – marketing, human resource management, finance and operations – or, 
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in bringing together the major issues in one place, they are considered as part of the emerging aca-
demic field we consider here of strategic management. 

Throughout this book it has been argued that THE businesses are ‘different’ and, indeed, this pro-
vides the underlying rationale for the book itself. THE businesses are different in a number of ways 
from businesses that produce physical products, and they also have a different emphasis than other 
service industries. 

These differences (discussed in Chapter 2) lead to important consequences, the implications of 
which managers of THE businesses must consider. The result lies in various distinctive managerial 
responses to the issues faced, which are discussed throughout the book. 

17.1.2 Approaches to the study of strategic management 

In all industries, including the component sectors of THE, some organizations prove to be more suc-
cessful than others. The superior performers conceivably possess something special that competi-
tors do not have access to that allows them to outperform their rivals. The sources of ‘competitive 
advantage’ lie in combining: 

z	The superior application of competences (skills) 
z	The deployment of superior resources (assets) 
z	Creating value for consumers. 

Sustainability is achieved when the advantage resists erosion by competitive behavior (Porter, 1985). 

Thus, to achieve the goal of competitive advantage, managers must have an understanding of how 
value is added in an organization. A number of approaches have been used in the emergence of a 
new managerial paradigm – ‘strategic management’. 

	z Explain why THE managers need to understand the underlying characteristics of THE. 

	z Consider why THE organizations might benefit from taking a strategic approach. 

TH INK POINTS  

The developing nature of strategy as a coherent academic study is reflected in debates revolving 
around what constitutes the most appropriate approach to strategic management; see, for example, 
Whittington (2001) and Jones (2004) for an overview of the various perspectives on strategy. 

There is some disagreement among strategists on the best way of understanding the determinants of 
competitive advantage. Some writers advocate an approach to strategic management that is planned 
or prescriptive (sometimes called deliberate), whereas others argue that it is better to evolve strategy 
incrementally (the emergent approach to strategy; see the Key Concept in Chapter 1). 

In this book we have primarily adopted a prescriptive approach while acknowledging that strategy in 
contemporary fast-moving environments must be flexible and thereby may include some elements 
that change and may be viewed as emergent. 

Accordingly, it is suggested that strategy must be both inward and outward looking, planned and 
emergent, and a number of authors have taken an integrative and pragmatic approach to strategy 
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(see, for example, Hitt and Tyler, 1991; Cravens et al., 1997; Lampel et al., 2013; Hill et al., 2014). 
By adopting this synthesis, a broader understanding of competitive advantage can be gained. 

17.2 Strategy in practice 
17.2.1 Factors determining how strategy is presented 

We now turn our attention (briefly) to a consideration of strategy in practice. 

how should the strategy be Presented in the contexts? 

Of course, there is no absolute answer to this question, because the presentation of the strategy is 
a subjective matter, and styles vary enormously. The presentation of the strategy will vary according 
to a number of factors, including those shown in Table 17.1. 

Table 17.1 Factors determining the way in which organizations present their strategies 

Factor Implication 

Who is the strategy z	Is it aimed mainly at the owners, or is it aimed at a range of 
aimed at? stakeholders? 

z	If it is aimed predominantly at shareholders and other investors, it will 
focus predominantly on financial information and financial prospects 
for the future. 

Private or public  z	Private companies normally do not disclose as much information 
companies as public companies, because they do not need to do so to attract 

investment and inform shareholders. 

z	Many privately held companies are controlled by one person or a 
small team, and the strategy may be closely aligned with the vision 
and values of those particular individuals. 

Size and  z	Some strategies are written for large and complex organizations in 
complexity dynamic environments and therefore, to be meaningful, the strategy 

has to address a wide range of issues. 

z	Conversely, other strategies may be written for smaller, less complex 
organizations, and thus the range of issues will be narrower. 

Competitive  z	Sometimes the strategy (at least its published version) is deliberately 
pressures vague or ambiguous. This reflects the competitive environment in 

which the organization is operating. 

z	In some cases, the organization will not want to divulge too much 
information that could be useful to competitors. 

Strategic approach z	This book has outlined different approaches or views of strategy. In 
particular, prescriptive vs emergent views have been highlighted. 

z	Where the strategic approach is prescriptive, it implies that a detailed 
process has been undertaken and a strategic plan has been prepared. 

z	Conversely, if an emergent view is taken, the view might be that the 
environment is too turbulent for a strategy to be written or that it 
should be minimalist in style. 
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17.2.2 Styles of strategy presentation 

As a result of the factors outlined in Table 17.1, there are a wide range of styles adopted for the 
presentation of strategies. In fact, it is true to say that every strategy is unique. 

Table 17.2 summarizes some of the ways in which the presentation of strategies differs. 

Table 17.2 Differences in the presentation of an organization’s strategy 

Factor Implication 

Length	 z	Some strategies are long and complex. 

z	Some strategies are short and simple. 

z	In some cases, the strategy is mainly presented as a short summary with 
supporting reports and appendices that provide evidence and analysis. 

Style z	Some strategies are very colorful, professionally produced documents, with 
many elaborate charts and illustrations. 

z	Other strategies are drab and have few illustrations. 

Language z	Some strategies use very simple language, whereas others are laden with 
jargon. 

z	The ‘language of strategy’ is full of different words that are used to denote a 
similar aspect; for example, goals, targets, objectives, endpoints. Conversely, 
in some cases, the same words are used to denote differing aspects; for 
example, the words sustainable and sustainability are often used in ways that 
are open to interpretation and denote different aspects of strategy. 

z	The situation is made more complicated by the fact that strategy is a field that 
has many gurus, academics and consultants involved, who make their own uses 
for words and sometimes create their own terminology. 

Strategic z	Closely linked to the previous point is the strategic terminology that is used. 
terminology z	In many cases, organizations will avoid using the strategic terminology we have 

used in this book (or any other strategic terminology that is commonly used). 

z	Just as a doctor is likely to explain an illness to a patient in nontechnical 
language, the strategy is explained in nontechnical language to have meaning 
for all stakeholders involved. 

z	Thus, the strategy may be presented as ‘where we want to get to’ rather than 
use the word ‘vision’. Regardless of the language used, the intent is the same. 

Detail z	Some strategies are highly detailed and clearly can be applied to all parts of 
the business. 

z	Other strategies lack detail and apply only to the organization as a whole. 

z	Some organizations do not have a strategy at all, either preferring to manage 
on a day-to-day basis or having a strategy that is not labeled as such and is 
embedded in other documents. 

Measures of z	Some strategies include measurable objectives, KPIs and an indication of CSFs 
success that will allow for the strategy to be delivered – or not. 

z	Other strategies include only vague qualitative statements that cannot be 
measured, and there is little indication of what might constitute success – or, to 
use the strategic terminology that is often used: What does success look like? 
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It is difficult to be precise about what constitutes good practice when it comes to presenting a 
strategy, or a strategic plan as it is usually termed, because, as outlined above, it is largely sub-
jective and is determined by the context in which it is written. Kenny (2016) emphasized that 
going through the process of ‘planning’ is more important than the actual ‘plan’ itself and, in a 
later article, that it is important for the strategic plan to be truly ‘strategic’ in its focus (Kenny, 
2018). 

However, ‘good’ presentation of strategy is important in that it is a key part of informing both inter-
nal and external stakeholders of what the organization is trying to achieve. 

For example: Investors will be reluctant to invest funds in an organization if they are 
unable to attain a clear picture of how the organization envisages its future progress and 
how likely it is to achieve its objectives as set out in its strategy. Similarly, employees and 
managers are more likely to be motivated and productive if they are clear about what the 
organization is striving to achieve. 

One way of considering and remembering the importance of presentation to producing a ‘good’ 
strategy is to think of the ‘8 Cs of presentation’ 

17.2.3 The 8 Cs of presentation 

For a strategy to have impact, it should adhere to the principles of the 8 Cs of presentation, as shown 
in Table 17.3. 

Following on from the 8 Cs of presentation are a number of guidelines, below in Table 17.4. 

17.2.4 Strategy presentation: an example 

An example of what a strategy might look like is shown in Table 17.5. 

In this example, the strategy is summarized on a single page. One of the world’s largest hotel 
groups, IHG, is used as an example. 

Table 17.3 The 8 Cs of strategy presentation 

Aspect of  Description 
presentation 

1. Clear It is written in a style that is easily comprehended and communicated. 

2. Coherent There is a logical flow throughout the document. 

3. Consistent Each aspect is consistent with all other aspects. 

4. Concise Excessive words and documentation are avoided. 

5. Convincing It is based clearly on analysis and presents arguments logically, with  
measurable targets. 

6. Context specific It takes into account the specific THE context for which it is written. 

7. Creative It is presented in an attractive and interesting way. 

8. Comprehensive It relates to all parts of the organization and deals with all key issues. 

Source: Author’s classification 
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Table 17.4 Suggested guidelines for the presentation of strategy 

Aspect Guidelines 

Presentation z	The strategy should be clear, interesting and ‘professional’ in its 
presentational standards. 

Length z	The strategy may be detailed, have supporting documents 
and have adaptations for all parts of the organization. Other 
strategies might be short but equally effective. 

z	In either case, the outcome should be the result of a robust 
process. 

z	However, the essence of the strategy should be capable of 
being captured on a single page for ease of communication and 
dissemination. 

Language z	The strategy should be written in such a way that it is clear, 
concise and appropriate for the stakeholders being addressed. 

Internal consistency z	All parts of the strategy should be consistent with each other, so 
that it is not ambiguous or contradictory and there is a logical 
flow to the document. 

z	All parts of the organization should be aligned so that objectives 
(what is trying to be achieved) at every level and each part of the 
organization are consistent and complementary. 

Measurement of success z	The strategy should include measurable and achievable 
objectives of some sort. 

z	Unless there are measurable objectives, how does anyone know 
whether the strategy has been successful, and how will staff be 
motivated to achieve them? 

In relation to Table 17.5, the following should be noted: 

z	The left-hand column uses the sort of strategic terminology used in this text and others to describe the 
‘strategic hierarchy’. Most strategies involve a strategic hierarchy of some sort (though they vary in 
detail). It provides a logical journey through the strategic process 

z	The middle column gives a description of what the strategic terms (used in the left-hand column) 
mean in short, easily understood sentences; for example, ‘values’ is described as ‘what we want 
to be’. 

z	The right-hand column presents the IHG strategy, by way of an example taken from IHGs publicly 
available documentation. 

The strategy, which is adapted from the company’s 2021 annual report (IHG, 2021) and website, 
utilizes the same terminology and emphasis that the company uses in its document. 

Note: As is commonly the case, the language used (in the IHG strategy) is different from the language 
in the left-hand column but is taken to mean the same thing. For example, what IHG describes as 
‘ambition’ would appear to equate to its ‘mission’. 
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	z Discuss the factors you might take into account when presenting a strategy for a THE 
organization of your choice. 

	z Using relevant examples from THE, explain why it is necessary for strategy to be internally 
consistent. 

	z Why do you think strategic management is sometimes considered a ‘difficult’ subject to 
study? 

TH INK POINTS  

Table 17.5 What a strategy document might look like – IHG 

OUR STRATEGY 

MISSION Ambition 

Why we exist? 

VALUES Values 

What we want to be? 

VISION Cause 

What we believe in? or 
Where we want to get to? 

STRATEGY Strategic Intent 
KEY THEMES What is our plan for the 

future? 

Strategic Model 

Geographic & 
chain scale 

diversity 

Asset light 

High cash
generation 

Robust 
pipeline
securing

future growth 

High barriers to
entry 

• IHG is one of the world’s leading hotel com
panies, with well-loved brands, a world-class 
loyalty program, and a purpose to provide ‘True 
Hospitality for Good’. 

• Build loved and trusted brands 

• Customer centric in all we do 

• Create digital advantage 

• Care for our people, communities and planet 

• Guided by a clear and proven asset-light strat
egy, focused on delivering industry-leading net-
rooms growth over the medium term. 

• Use our scale and expertise to create the 
exceptional guest experiences and owner returns 
needed to grow our brands in the industry’s 
most valuable markets and segments. Delivered 
through a culture that attracts the best people 
and has a positive impact on the world around us. 

Targeted Portfolio 

Targeting the most attractive markets & 

segments is critical to maximise growth. 

Prioritise resources & investments based on 
growth potential, strategic importance & ability to 
win. 
This is a key part of our ambition to accelerate 
growth trajectory, & build on strong global 
competitive position. 
Operate in the Mainstream, Upscale & Luxury 
segments – the highest opportunity segments 
based on guest needs. 
Focused on key geographic markets & key cities. 

(continued) 
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Table 17.5 Continued 

OUR STRATEGY 

STRATEGY IN Implementation 
ACTION What we need to do? 

• Build loved and trusted brands – 

Transformed our portfolio, adding six new 
brands in the past four years alone. 

 Significantly strengthening luxury & lifestyle 
offer for guests and owners 

 Continued to invest significantly in the 
quality, design, service and technology that 
underpins existing well-established brands. 

 Supported by IHG Rewards, one of the indus
try’s biggest loyalty program 

 A pipeline of almost 1,800 hotels 

• Customer centric in all we do 

 Providing owners and teams with clear action 
plans, training and support for evolving brand 
standards and procedures to meet changing 
guest expectation. 

 Capturing demand through tailored market
ing campaigns and promotions 

 To continue improving guest satisfac
tion scores and drive revenue for owners, 
updated guest room and public space design 
programmes are ongoing. 

 The IHG Rewards Program is critical to future 
growth. Members drive around half of all 
room nights globally. The loyalty offering was 
transformed in 2022. 

• Create digital advantage 

 Hotels completed detailed room inventory 
assessments to prepare for attribute pricing 
powered by industry-leading Guest Reserva
tion System (GRS). 

 Next generation IHG mobile app launched in 
2022 

 AI voice-activated platforms are answer
ing and routing customer calls to the most 
appropriate support area 

• Care for our people, communities and planet 

 In 2021 ’2030 Journey to Tomorrow’ plan was 
launched 

 People – Achieve gender balance and a 
doubling of under-represented groups across 
leadership & cultivate a culture of inclusion 
for colleagues, owners and suppliers 
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OUR STRATEGY 

  Communities – Drive economic and social 
change through skills training and innovation 

  Planet – Implement a 2030 1.5°C science-
based target that delivers 46% absolute 
reduction in CO2 from hotel portfolio 

MEASURING Performance •   Performance is measured with a set of  
SUCCESS carefully selected key performance indicators How we know if we have 

(KPIs), which monitor success in achieving the been successful? 
strategy & delivering high-quality growth 

Sources: IHG 2021 Annual Report; www.ihg.com, accessed Dec. 2022. 

CHAPTER SUMMARY 

Strategic management is fundamentally concerned with understanding the nature of competitive 
advantage and the means by which it is acquired and sustained. 

This chapter has argued (as elsewhere in this book) that the contexts presented in THE are dif-
ferent from those in other sectors. They are different from manufacturing in particular, but there 
are also defining characteristics that make THE different from other service-based sectors. Conse-
quently, managers in THE must be aware of these distinctive factors and take them into account 
when designing appropriate strategies. 

The chapter, in concluding the book, takes a practically oriented approach to strategy. In pulling all 
of the disparate threads together, what factors underpin the presentation of the strategy, and what 
should the ‘finished product’ look like? It is difficult to be definitive, because there is room for inno-
vation and creativity, and judgments as to what constitutes successful presentation are subjective. 
However, guidelines are suggested that apply in most cases. 
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Introduction 
Case study analysis invariably forms a part of most courses in strategic management. Originally 
developed as a teaching tool in the major American business schools, particularly Harvard, case 
studies are now widely used by most universities in business-related courses. 

Case studies are used to enable: 

z	An understanding of the complex nature of strategic decision making 
z	An understanding of the interrelated nature of decision making; that is, a decision taken in one 

part of a business will have an effect on other parts of the organization. 
z	An understanding of academic points illustrated in context rather than in an abstract way 
z	Learning to be more relevant and interesting and more easily comprehended 

It has been argued throughout this book that managers in THE have to be aware of the distinctive 
characteristics of these sectors and the managerial implications that arise because of these charac-
teristics. Cases that cover various facets of THE management provide an illustration of the specific 
strategic management challenges that managers face in these contexts. 

Case studies are thus a valuable tool in several ways. Case studies: 

z	Provide experience of organizational problems and issues that it might not be possible or feasible to 
encounter directly 

z	Serve to illustrate the theory and concepts of strategic management applied to relevant examples 
from THE 

z	Allow active participation in strategic analysis, choice and implementation and the ability to pres-
ent results persuasively 

z	Illustrate the linkages inherent in strategic management in that internal decisions have impacts 
on other parts of the organization and on external stakeholders 

z	Illustrate the holistic nature of strategic management in that decisions often require knowledge 
of other subject fields such as marketing, finance and human resource management 

Although there is perhaps no substitute for management experience in the real world, case studies 
represent the next best thing! 

What do case studies cover? 
The case studies you are asked to analyze indicate the broad range of strategic decisions managers 
need to take in real-world THE organizations. The cases may vary in a number of ways, which may 
affect the type of analysis that is carried out and the way in which the results of the analysis are 
presented. 

Cases are diverse and may relate to organizations: 

z	At both large and small scales 
z	That are either complex in their structure and management or are relatively simple to understand 
z	With exposure to particular types of risk 
z	That are successful or are experiencing difficulties 
z	That are known to you or are disguised to illustrate particular points 
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z	That are totally fictitious and created for illustrative purposes or where the company name, names 
of managers, and so on are changed to disguise the real company under discussion 

z	Either in the present day or at a date in the past 
z	That work either collectively or independently 

In all cases considered, however, it is important to realize that what you are normally being asked to do is: 

Place yourself in the position of a manager of an organization or within an industry sector 
at a particular moment in time. 

The important point is not what actually happened to the organization but, given the available infor-
mation, how you would have made sense of the information available to you at the time and what 
actions you would have recommended in these circumstances. 

Reading and studying the case 
In considering cases, you are expected to go beyond merely describing the circumstances of the case. 
The case method requires you to: 

z	Analyze the cases in detail 
z	Develop sound, reasoned judgments that will lead to recommendations being made 

In so doing, it is important to recognize the key or strategic points of the case and to distinguish 
these points from less substantial or trivial points. 

Many cases contain ‘red herrings’, which are designed to mislead and confuse. In this way, the ‘real 
world’ is replicated, because in real situations information: 

z	Comes from several directions in a disorderly way 
z	Reaches managers by different means 
z	Is often confusing or incomplete 

A manager has to make sense of the information and discern the important or urgent from the less 
important or less urgent. So, in analyzing a case, it is important to ask: 

What are the central issues? 

There will be instances when you feel that you do not have all of the information you need to make 
the best decision. The information presented in the case, however, is often incomplete by design and 
reflects the situation in the real world. 

Managers often have to make decisions based on the information available to them at the time, 
and although they might wish they had further information, it is either unavailable or not available 
within the necessary time frame with the resources available. Thus, you are required to make the 
best possible use of the information that you have at your disposal. 

You are also asked to make your analysis at the time of the case. Managers do not have the benefit of 
hindsight when managing their companies (much as they might want it) but have to manage with 
the information available to them at that time – so it is with case studies. 

For example: A case considering a tour operator in 2019 would not have knowledge of, for 
instance, the COVID-19 pandemic that had major worldwide impacts in 2020 and 2021. 
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One of the difficulties in analyzing cases is the lack of a ‘right’ answer. Though there may be some 
answers that are clearly ‘wrong’, it is less easy to prove that an answer is right. 

For example: If you propose that a small events management company operating in its 
local market that has demonstrated growth of 10% per annum over the last 5 years should 
grow to become the largest event management company in the world over the next 3 years, 
it would almost certainly be unrealistic and therefore ‘wrong’, because it does not appear 
to be possible. 

However, there may be several strategic options available, and the strength of the answer depends 
on the strength of the arguments presented, which in turn depend upon the analysis carried out. 
The analysis of the case should be based on: 

z	The facts of the case 
z	Sound and logical reasoning 
z	The application of strategic principles, theories and concepts from the academic literature 

Doing the analysis 
A few tips on the analysis of cases are suggested in the table below: 

Analysis aspect Tips 

Reading the case z	Read the case twice initially. First read the case quickly as if you were  
reading a newspaper to get a feel for the structure and layout of the case. 

z	On the second reading of the case, make notes, underline important 
passages, mark sections for later analysis and identify the central issues. 
Once you have an adequate grasp of the case and the issues presented, 
you can begin an in-depth analysis. 

Organize the  z	The facts of a case may be presented in a bewildering or misleading way. 
case facts z	It may be necessary for you to reorganize the information or label the 

data so that it makes more sense. 

For example: Sometimes it might be necessary to reorder the 
material chronologically or to separate the organization into its 
constituent parts (SBUs). 

Avoid vacuous z	Terms that are hollow and lacking in context make the analysis unsound. 
terms 

For example: ‘Good’, ‘bad’, ‘many’, ‘few’ are vacuous, without 
precise meaning, because they can be interpreted differently by 
different individuals. 

z	Instead, use precise language. 

Do not contact z	The case provides the information you need to analyze, and the 
the company information may have been changed for teaching purposes. 

z	The case is designed to put you in the position of a company manager at 
a particular point in time. 

z	What actually happened is not normally relevant, and companies should 
not be burdened by numerous enquiries unless you are specifically 
instructed to do so. 
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Analysis aspect Tips 

Appeal to  z	Use of references, application of concepts, and use of empirical evidence 
authority to support your case are valid ways of justifying your arguments. 

z	However, care must be taken. Just because an ‘expert’ supports a view 
does not necessarily make it correct, and different experts can present 
different views. 

Applying  z	If you use a concept to organize the information or to support your views, 
concepts make sure that it is applied appropriately. 

For example: Porter’s five force model may be an appropriate way 
of analyzing the competitive environment, but make sure that it 
is applied to the facts of the case and not merely presented in its 
abstract form. 

z	A common mistake is to use every conceivable strategic concept or 
framework available. Be selective, because some concepts are more 
appropriate in the circumstances than others. 

z	The concepts are only useful in that they aid understanding. 

z	Which concepts are appropriate will depend on the facts of the case and 
the material presented to you. 

Case linkages z	The case may be presented in a confusing manner, but look for  
opportunities to make links between different parts of the case and thereby  
demonstrate that you have understood the case and its complexities. 

For example: The case may state within the text that a new sales 
and marketing director was appointed. In another part of the case a 
table may indicate a falling sales trend and the financial statements 
may indicate a vastly increased advertising budget. By bringing 
together the three disparate pieces of information, appropriate 
conclusions can be drawn. 

z	Similarly, bringing together information from differing parts of the case 
and presenting it in a different form may be useful to aid understanding. 
For example, putting the figures into a graph or table might be useful. 

Adding value to z	Look for opportunities when analyzing a case to add value through your 
the information analysis. In other words, it is of far more value to interpret the information 

rather than to merely repeat the information contained in the case in your 
answer. 

For example: A case on an airline might state that the aircraft 
fleet contains ten Boeing 737–800 and six Boeing 787 aircraft 
purchased at various stated dates between 2006 and 2019. Rather 
than repeat this information in your answer, it is much more useful 
to calculate the average age of the fleet. Is the fleet relatively young 
or relatively old? 

z	Similarly, a hotel operator may present sales figures for the last 10 years. 
A calculation showing the percentage growth (or decline) of sales from 
year to year would add value. Such a calculation would clearly show 
whether the rate of growth has increased or decreased. The information 
could also be presented as a graph. 
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CASE STUDY SUMMARY

Case Strategy focus Geographic focus Sector focus 

Competing or 	1. z	History and development of international airlines Global International airlines
cooperating in the z	Alliances vs organic growth as strategic methods of 
airline industry: strategic alli growth 
ances or going it alone? 

z	Competitive strategy

z	International regulation of airlines

z	Macro external analysis 

Thomas Cook vs TUI: survival	2. z	Historic tourism development Europe and Global Tour operators and 
of the fittest tourismz	Competitive strategy and strategic direction

z	Products and markets

z	Pandemic strategy

z	Comparative analysis

z	Financial analysis and performance

z	Change and leadership

z	Characteristics of THE products 

z	Turnaround strategy 

Queensland Australia: 	3. z	Strategy for developing Queensland as an international Asia-Pacific Tourist destinations 
tourism and events – tourism and events destination and events 
strategic positioning z	Sustainability
and promotion 

z	Products and markets

z	Recovery strategy

z	Positioning and promoting destinations

z	Public–private partnerships 
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4. IHG: competing on the 
world stage

5. RX – strategic issues 
for a leading events
management company

6. Airbnb: back to the 
future – a ‘disruptor’ 
for global hospitality 

z	International growth strategies in the hotel industry

z	Methods of growth; e.g., organic, franchising and 
management contracts

z	Market segmentation and brand development

z	Financial analysis

z	Achieving competitive advantage

z	Corporate culture and governance

z	Internationalization

z	Planning events

z	Understanding strategic risks

z	Pandemic strategy

z	Product and market strategy

z	Product innovation

z	Competitive strategy and strategic methods

z	Internationalization

z	Strategic direction and competitive strategy

z	Strategic methods

z	Products and markets

z	Change and leadership

z	Corporate culture

z	Internationalization

z	The sharing economy

z	Disruptive innovation 

USA and Global Hospitality 

Global Events 

Global Hospitality 
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CHAPTER/CASE CORRELATION

Chapter Competing or
cooperating
in the airline
industry:
strategic
alliances
or going it
alone? 

Queensland
Australia:
tourism and
events –
strategic
positioning
and
promotion 

IHG:
competing
on the
world
stage 

RX: strategic
issues for
a leading
events
management
company 

Thomas
Cook
vs TUI:
survival
of the
fittest 

Airbnb:
back to the
future – a 
‘disruptor’
for global
hospitality 

Strategy and strategic objectives	1. ✓ ✓ ✓ ✓ ✓ 
for tourism, hospitality and event orga
nizations

Introduction to strategy for tourism, 	2. ✓ ✓ ✓ ✓ ✓ ✓ 
hospitality and events

Tourism, hospitality and event	3. ✓ ✓ ✓ ✓ ✓ ✓ 
organizations – the operational
context: sources of competitive
advantage

Tourism, hospitality and event 	4. ✓ ✓ 
organizations – the human 
resources context 

Tourism, hospitality and event 	5. ✓ ✓ ✓ ✓ 
organizations – the financial context 

Tourism, hospitality and event 	6. ✓ ✓ ✓ ✓ ✓ 
organizations – the products and 
markets context

The external environment for tourism, 	7. ✓ ✓ ✓ ✓ 
hospitality and event organizations – the 
macro context 
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8. The external environment for tourism, 	 ✓ ✓ ✓ ✓ ✓ ✓ 
hospitality and event organizations – the 
competitive context

9. SWOT analysis for tourism, hospitality 	 ✓ ✓ ✓ ✓ ✓ ✓ 
and event organizations 

10. Competitive strategy for tourism, 	 ✓ ✓ ✓ ✓ ✓ 
hospitality and event organizations 

11. Strategic directions for tourism, 	 ✓ ✓ ✓ 
hospitality and event organizations 

12. Strategic methods of development 	 ✓ ✓ ✓ ✓ ✓ 
for tourism, hospitality and event
organizations 

13. Strategic evaluation and selection 	 ✓ ✓ ✓ ✓ ✓ ✓ 
for tourism, hospitality and event
organizations 

14. Strategic implementation for tourism, 	 ✓ ✓ ✓ 
hospitality and event organizations 

15. International and global strategies 	 ✓ ✓ ✓ ✓ ✓ ✓ 
for tourism, hospitality and event
organizations 

16. Sustainability strategy for tourism, 	 ✓ 
hospitality and event organizations 

17. Strategic management for tourism, 	 ✓ ✓ ✓ 
hospitality and event organizations – 
strategy in practice 
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Competing or cooperating 
in the airline industry: 
strategic alliances or 
going it alone? 

Introduction 
The airline sector has a long history of working in partnership, exemplified by the IATA annual 
conferences and bilateral agreements (which split markets equally between pairs of national air-
lines). Under the auspices of IATA, on a global scale, a tradition of cooperation between airlines was 
built up, and on individual routes cooperation has commonly included revenue pooling agreements 
between the carriers operating a route. 

Airlines also have a long history of cooperating on safety and planning issues. The ICAO is a special-
ized agency of the UN based in Montreal, Canada. It coordinates the principles and techniques of 
international air navigation and fosters the planning and development of international air transport 
to ensure safe and orderly growth. 

In recent years, airlines have formed alliances for fear of being left behind, and the stage has now 
been reached where the international airline sector has coalesced into three large alliance groupings: 
the Star Alliance, Oneworld Alliance and SkyTeam Alliance. Each of the alliances includes one of the 
large American so-called legacy airlines. 

It is not only the number of airline alliance agreements being made that is significant but the deep-
ening relations between partners in these alliances. The alliances are no longer mere loose arrange-
ments between a couple of carriers to share flight codes and cross-sell tickets. The alliances have 
developed in a way that is so wide-ranging that they have many of the characteristics of mergers, 
despite national rules often forbidding foreign ownership. 

DOI: 10.4324/9781003318613-24
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However, some notable gaps in the coverage of the major strategic alliances remain as some airlines 
have adopted a different competitive stance. In particular, the fast growing and cash-rich Middle 
East Airlines of Emirates and Etihad based in the developing hubs of Dubai and Abu Dhabi, respec-
tively, have so far avoided joining the alliances and instead pursue their own individual strategies. By 
contrast, the other fast-growing Middle East airline – Qatar Airways – joined the Oneworld Alliance 
during 2014. 

Emirates and Etihad have chosen different methods in striving for growth. These alternative meth-
ods involve individual partnership arrangements with other airlines, over which the respective the 
two United Arab Emirates airlines have some degree of control. 

Emirates growth has been founded on a strategic geographical position (between the European, 
African and Asian markets with transpolar flights connecting to North America), a low cost base, 
generous frequent flyer benefits and state-of-the-art infrastructure at Dubai International Airport 
with no night flying restrictions, thereby increasing aircraft utilization rates. The low cost base is 
partly attributable to the operation of a fleet comprising all widebody aircraft (largely of Airbus 
A380s and Boeing 777s), which results in lower unit costs compared to other large airlines operat-
ing a mix of narrow and widebody fleets. It also allows the airline to use the aircraft’s cargo capacity 
to increase its revenues. Competitors have frequently claimed they face unfair competition from the 
airline because it has received government support in various ways as a wholly owned subsidiary 
of the state. 

A number of reasons have been forwarded for Emirates not joining one of the global airline alliances 
(although they had planned to join Star Alliance in 2000). The main reason cited is usually that 
freedom of action is compromised because of the common alliance goals imposed that mainly serve 
the interests of the alliance founders or smaller airlines. Other reasons are that the airline has grown 
its own network so widely that it does not need alliance partners to provide global coverage, and 
where such gaps occur codesharing agreements (such as with Qantas) suffice. Alliances can lead to 
customer dissatisfaction because in some cases passengers do not know with certainty which airline 
will provide the service. 

Emirates’ strategy has involved some individual cooperation agreements with airlines such as Qan-
tas, Malaysia Airlines and ‘low-cost’ airlines such as Gol and WestJet (in South and North America, 
respectively) and Jetstar and Bangkok Airways in Asia-Pacific. An illustration of this approach was 
provided by Tim Clark, president of Emirates, when interviewed for the London-based Financial 
Times (Parker, 2013). He said, ‘Emirates has no interest in joining one of the global alliances, because 
it does not want to be “beholden” to some of the most powerful carriers within these groupings. 
Etihad has taken a different route by taking several minority stakes in airlines including German 
carrier Air Berlin (which subsequently went bust) and financially troubled Italian carrier Alitalia.’ 

Low-cost carriers (such as AirAsia, easyJet and Southwest airlines) that have grown up around the 
world have also not joined the strategic alliances, and the alliances themselves have not welcomed 
the new competitors. However, the distinction between low-cost carriers and ‘traditional’ carriers 
has become increasingly blurred as low-cost carriers have sometimes added additional service fea-
tures and traditional carriers have economized on some service aspects (such as in-flight food) to 
compete. Additionally, some members of the alliances have low-cost subsidiaries that sit outside the 
alliance structures. In the Star Alliance, for instance, Thai Airways has Thai Smiles, ANA has ANA 
Wings, Air Canada has Air Canada Express and South African has Mango. 

The low-cost airlines have generally followed simple ‘point-to-point’ route networks as opposed to 
‘hub-and-spoke’ networks based on large hub airports favored by the traditional carriers. Low-cost 
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carriers by definition strive to minimize costs by cutting out added costs involved in aspects of oper-
ations such as passengers and baggage transferring airlines at hub airports, coordinating schedules 
with other airlines and ticketing and reservations coordination. 

Motivations for alliance formation 
Enormous changes have occurred in the world economy in recent years, including major develop-
ments in technology, education and world trade, and the pace of change has been quickening. 

External drivers 

information revolution 

In the 1960s and 1970s, information technologies played a role in international tourism, creating 
mass, standardized and rigidly packaged tourism but merely facilitating its development (Poon, 
1993). The US Airline Deregulation Act of 1978 introduced airlines operating in the USA to a new 
world of competitive threats and opportunities. The key change, whereby price regulating power 
was removed from the Civil Aeronautics Board (CAB), enabled airlines to increase the variety of 
fares offered, and the increased frequency at which fares changed necessitated the extensive devel-
opment of advanced computer reservations systems (CRSs). 

The CRS systems allow airlines to monitor, manage and control their capacity through yield man-
agement and their clients through frequent flyer programs. CRS systems, originally in the USA and 
then in Europe and elsewhere, provided a marketing tool of considerable power, giving travel agents’ 
preferences for booking flights to the first to appear on their screens. The spread in the coverage of 
CRS systems and their increasing sophistication, with functions other than reservations, has led to 
them being termed global distribution systems (GDSs). 

In the past the airlines that owned the GDSs undoubtedly favored their own flights (or those of 
their codesharing partners), but to a significant extent such bias has now been eliminated at least in 
Europe and North America through codes of conduct. The power given to airlines by GDS systems 
has been replicated by the power given directly to consumers by the internet. 

A vast amount of information is directly available to consumers to compare prices, and this 
growth has allowed airlines to communicate directly with consumers, cutting out the need for 
intermediaries. Internet search engines such as Expedia, Skyscanner, Opodo and Trip give enor-
mous power to consumers because they are able to easily search available flight alternatives. 
Many airlines, particularly low-cost carriers, take the majority of their bookings through this 
distribution channel. 

economic restructuring 

Economic restructuring through the philosophy of ‘economic disengagement’ by governments in 
many parts of the world has, over the last few decades, had a major impact on airline industry struc-
ture. This philosophy, influenced by the widespread adoption of the ‘theory of contestable markets’ 
(which advocated the removal of restrictive market entry barriers) from the early 1980s (Baumol, 
1982), manifested itself in the forms of deregulation and privatization. 

The Chicago Convention of 1944 established the bilateral system of air service agreements between 
pairs of national governments that have since governed international air transport. The interna-
tional market that developed was characterized by national airlines from each country serving 
routes and airlines charging the same fares and often sharing markets and revenues. Some bilateral 
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agreements also stipulate conditions governing responsibility for matters such as ground handling. 
The terms of the bilateral agreements reflected the negotiating power and current aviation poli-
cies of the countries involved; thus, the resulting productivity was often low and costs were high 
(OECD, 1997). 

Deregulation of domestic services occurred in the USA in 1978, followed by Canada, the United 
Kingdom, Australia and New Zealand in the 1980s and the completion of deregulation within the 
EU in April 1997. Parallel liberalization in international air services has taken place much more 
slowly. Notwithstanding the change that has occurred in some markets, even the liberalized struc-
tures are restrictive on market entry. Requirements for designated airlines to be owned by nationals 
of the states involved are common, and airport congestion and slot allocation practices often further 
impede effective market entry (Doganis, 2009). Evidence is, however, mounting that the removal of 
bilateral agreements and similar intervention barriers can reduce fares. 

Another, and linked, aspect of economic disengagement is the worldwide movement toward the priva-
tization of state-owned airlines. However, despite this gradual process, many international airlines 
remain publicly owned or have major government shareholdings. Controls on foreign ownership 
remain in most markets, but some foreign ownership of airlines or stakes in airline ownership now 
exist, and this will increase with planned privatizations. 

The EU’s third air transport package (implemented in April 1997), for instance, set no limit on 
the stake a Union national or a Union airline can hold in an airline registered in another EU state. 
With limited exceptions, however, non-EU investors cannot hold a majority stake in any EU airline. 
In the USA, foreign shareholdings of up to 49% of equity under certain circumstances and 25% of 
voting stock are possible, although the US government also imposes an ad hoc control test to deter-
mine whether the foreign shareholder would substantially influence decision making irrespective 
of equity held. 

Liberalization, privatization, foreign ownership and transnational mergers will have a major impact 
on the future structure of the airline industry, but many regulatory and ownership barriers remain 
in force worldwide. As a result, alternative methods of strategic development, namely, internally 
generated growth and mergers and acquisitions, are often precluded as viable growth strategies for 
international airlines; consequently, the formation of strategic alliances has been, in many cases, the 
only available form of market entry. 

global comPetition 

Organizational form has been dramatically influenced by the rise of globalization. Global competi-
tion is clearly well advanced in industries such as motor vehicles, pharmaceuticals, soft drinks and, 
more recently, financial services but is a more recent phenomenon in the airline business, having 
been restricted by regulation, government ownership and consumer preferences. 

Airlines are seeking to maximize their ‘global reach’, in the belief that those that offer a global 
service (with a competitively credible presence in each of the major air travel markets) will be in 
the strongest competitive position. Within the overall framework of globalization there are certain 
key markets. The importance of what Ohmae (1989) termed the ‘triad’ markets of Japan, North 
America and Europe can, in a global airline context, be modified to broaden the Japanese leg of the 
triad to include the wider Asia-Pacific region (including the Middle East) and for the crucial markets 
to include not only the constituent markets of the triad but also the flows between them. Further-
more, indications are that the growth in international air travel will continue to outstrip the growth 
in economic activity as measured by gross domestic product, but it will not be uniform across the 
world, with some regions significantly outpacing others. 
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Internal drivers 

risk sharing 

Strategic alliances are seen as an attractive mechanism for hedging risk because neither partner 
bears the full risk and cost of the alliance activity. The need to spread the costs and risks of innova-
tion has increased as capital requirements for development projects have risen. Developing new 
or existing routes, for instance, is far less risky if the partners operating the routes have firmly 
entrenched marketing strengths in the two markets at either end of the routes. 

economies of scale, scoPe and learning 

A prime driver for alliance formation is for airlines to achieve cost economies, which can be catego-
rized as economies of scale, scope and experience. Economies of scale exist where the average cost 
per unit of output declines as the level of output increases. Empirical evidence reveals little evidence 
of economies of scale, however, except for the smallest operators and specific areas such as market-
ing. Furthermore, evidence suggests that airlines’ unit costs do not fall greatly as they expand their 
networks. Cost savings appear to stem largely from attracting more traffic to a given network rather 
than expanding it to cover more destinations. 

The airline industry may lack substantial scale economies, but other economies related to the size 
and nature of operations exist (OECD, 1997) and help to explain the growing market concentration 
and the move toward alliances. Economies of scope occur when the cost of producing two (or more) 
products jointly is less than the cost of producing each one alone. Such economies can be achieved 
if alliance partners link up their existing networks so that they can provide connecting services for 
new markets and where marketing costs can be shared between alliance partners (Hanlon, 2007) 
that may have strong entrenched positions in certain markets. 

A number of authors, such as Hamel (1991) and Inkpen (1998), have suggested that an important moti-
vator to forming alliances is the benefit to be derived from economies of learning (such as experience). 
Incumbent suppliers have more information on the market being served and can tailor their services 
to specific customer needs, and alliances allow the information to be gained from existing suppliers, 
whereas new entrants would have to sink resources to acquire such information to win market share. 

access to assets, resources and comPetences 

Specific resource, skill or competence inadequacy or imbalance can be addressed by collaborating with 
partners which have a different set of such attributes and can therefore compensate for internal defi-
ciencies. The regulatory framework of ‘bilaterals’ (see Appendix 2) and landing rights and congestion 
at certain airports means that airlines possessing licenses to operate on a route and slots at congested 
airports have important and marketable assets that are attractive to alliance partners. Alliances can 
thus offer relatively easy access to a route by allowing access to a partner’s assets that may have been 
established over prolonged periods and that may have been protected by government intervention. 

shaPe comPetition 

Strategic alliances can influence the companies that a firm competes with and the basis for competi-
tion because they can hinder the abilities of competing firms to retaliate by binding them as allies. 
Furthermore, current strategic positions may be successfully defended against forces that are too 
strong for one firm to withstand alone (Glaister and Buckley, 1996). 

Strategic alliances may therefore be used as a defensive ploy to reduce competition, because an obvi-
ous benefit of strategic alliances is converting a competitor into a partner. Smaller, relatively weak 
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airlines may view alliances as the only viable way to compete with larger, more sophisticated rivals. 
The purchase of a 40% share of Sri Lankan Airlines in 1998 by Emirates Airlines, for instance, can 
be viewed as part of a defensive alliance strategy aimed at retaining international competitiveness 
through allying with a commercially stronger rival. 

Alternatively, alliance formation may form part of an offensive strategy, by linking with a rival, for 
example, to put pressure on the profits and market share of a common competitor. The long-stand-
ing operating alliance between British Airways and American on transatlantic routes, as part of the 
wider Oneworld Alliance, is an example of such an offensive positioning. As such, it has attracted 
criticism in that the two airlines have large market shares on these routes and dominant positions 
at their respective hubs (Heathrow in London and Dallas–Fort Worth). 

Alliance structure and performance 
Considerable time and effort may be expended in developing the structure and scope of an alliance. 
The unique nature and operating environment of the airline sector dictate that alliances must be 
structured around diverse requirements. 

Evaluating the performance of alliances is complex given the multifaceted objectives of many alli-
ances and the difficulties involved in ascribing financial measures. The situation is often further 
complicated by asymmetric performance: one firm achieves its objectives while others fail to do so. 
For instance, several studies have reported cases of alliances in which one partner had raced to learn 
the other’s skills while the other partners had no such intentions. Despite these evident measure-
ment obstacles, several authors (including, Evans, 2001; Min and Joo, 2016; Douglas and Tan, 2017; 
Yu et al. 2017) have attempted empirical studies of alliance performance primarily through examin-
ing the factors leading to the termination of alliance arrangements. 

These studies, which have not focused directly on the airline industry, have cited various contribu-
tory factors in the termination of alliances, including partner asymmetry, the competitive over-
lap between partners, the presence of other concurrent ties and the characteristics of the alliance 
itself such as autonomy of operations and flexibility. Such an approach to the study of alliance 
performance is limited by two factors. Firstly, not all alliance terminations can be viewed as failures 
because in some cases they may have been intended as interim transitional arrangements. Secondly, 
not all ongoing alliances can necessarily be viewed as successful, because inertia or high exit costs 
may provide an explanation for their continuation. 

Taking a more pragmatic approach to the evaluation of alliance success, Mockler (1999) suggested 
that four basic criteria should be fulfilled. Firstly, the alliance must add value to a participant. That 
is, it must be worth more to the company to enter into an alliance than to undertake a venture on 
its own. Secondly, the participant must be able to learn something from collaborating with partners. 
Thirdly, a participant must be able to protect its own competences even while interacting with the 
alliance over a continuing period of time and, fourthly, the firm must retain flexibility and not be 
overly reliant on any one partner. 

Conclusion 
Airlines have rushed to form alliances for fear of being left behind, and many have later changed 
their partners as they have become more sophisticated at identifying the potential ‘strategic fit’ 
between partners. The alliances have developed from individual relationships between pairs of air-
lines (which were subject to many changes and modifications) to a situation where there are now 
three major strategic alliances that have added member airlines over the years. 
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To some degree, alliance formation can be viewed as an inevitable result of the regulatory framework 
within which the international airline industry operates. Regulatory and legal restrictions often pre-
vent the full ownership of airlines by foreign companies and, consequently, alliances have been per-
ceived as the only viable market entry mechanism, at least in the short to medium term. However, 
some observers view strategic alliances as inherently unstable and transitory forms of organization, 
a ‘second-best’ solution that is disturbingly likely to break up under commercial pressure. 

The role and characteristics of these strategic alliances have continued to evolve. In the late 1980s, 
strategic alliances were seen as a rather crude way to grow quickly by avoiding bilateral restrictions, 
and some airlines rushed to form alliances. The cyclical slump and heavy losses of the early 1990s 
turned attention to the efficiency improvements made possible by alliances and, consequently, air-
lines focused more clearly on the strategic logic of the particular partners that had been chosen. The 
importance of ‘strategic fit’ thus came to be stressed; that is, the proposed partners should have a 
compatible culture, management style and geographical coverage. 

The commercial logic for airlines to form alliances was established as a range of external and inter-
nal drivers exerted pressure. This logic, if extended, has led to the larger, multi-airline, globally 
encompassing alliance structures that developed from the late 1990s and that are still evident in 
today’s industry. 

Less attention has been paid to the implications of airline alliances for consumers (both internation-
ally and in local markets) and how alliance success can be determined (Wang, 2014). Consumers 
receive several benefits from those alliances that are successful in producing integrated products. 
Consumers are provided with an enhanced choice of destinations through the marketing of alliance 
partners’ route networks. Schedule coordination between partners often produces shorter transfer 
times between connections, and coordination of flight timings can avoid bunching of flight sched-
ules. Additionally, consumers benefit from one-stop check-in (even when taking a connecting flight 
provided by the partner airline), the pooling of frequent flyer programs, shared airport lounge facili-
ties, shared ground handling arrangements and the improvement in technical standards brought 
about through the sharing of expertise. 

However, a critical unknown remains: whether consumers are paying higher or lower fares because 
of the strategic alliances. If carriers collaborate on many of their activities, what incentive is there to 
compete on price? By their very nature alliances often limit supply and thereby would be expected 
to force up prices. Alliance arrangements often allow one carrier to fly aircraft in a market where 
two may have been doing so otherwise, possibly leading to higher fares. Thus, the fares outlook for 
consumers in airlines’ rush to form alliances is far from clear. 

A number of trends relating to strategic airline alliances are discernible: 

z	The number of airlines involved in alliances has continued to grow. Three key alliances have emerged, 
each including one of the major American airlines. The focus in the coming years will be on these 
alliances adding further airlines to fill gaps in their global coverage. In addition, second-level feeder 
airlines will be added to the existing alliances. 

z	Substantial new alliances may be difficult to form because most of the major international players are 
all now involved in alliances and new alliances would therefore lack the substantial marketing pres-
ence that appears to be necessary to ensure success. 

z	Airlines from more countries will increasingly become involved with the established alliances, though 
the alliances have sometimes been highly selective in terms of which airlines they allow to join. To 
date, airlines from Africa, South America and parts of Asia have largely been excluded from the major 
alliances. 
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z	Though the case for alliances has robustly been made by the airlines, less attention has been focused 
on consumers. Increasingly, international regulators will be attempting to ensure that the supposed 
cost savings (that the airlines argue result from alliance activity) are passed on to consumers and that 
the dominant positions at hub airports are scaled down to allow more ‘contestability’ of markets. 

z	Competition between the alliance groupings as entities (as opposed to the individual airlines 
comprising them) is increasing. The alliances promote themselves as ‘umbrella’ brands, with the 
individual airlines being subbrands offering similar service standards, and an increasing level of 
integration between the constituent airlines will be evident. 
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Appendix 1 The major airline strategic alliance groupings 

Star Alliance SkyTeam Alliance Oneworld Alliance 

Alliance 
founded 

1997 2000 1999 

Constituent 
airlines 

26 19 13 

Destinations 1,294 1,150 1,012 
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Star Alliance SkyTeam Alliance Oneworld Alliance 

Countries 

Annual 
passengers 
(million) 

Headquarters 

Constituent 
airlines 
include 

195 

762 

Frankfurt, Germany 

Aegean Airlines, Greece 

Air Canada, Canada 

Air China, China 

Air India, India 

Air New Zealand, 
New Zealand 

All Nippon, Japan 

Asiana Airlines, 
South Korea 

Austrian Airlines, Austria 

Avianca, Colombia 

Brussels Airlines, Belgium 

Copa Airlines, Panama 

Croatia Airlines, Croatia 

Egypt Air, Egypt 

Ethiopian Airlines, 
Ethiopia 

EVA Air, Taiwan 

LOT Airlines, Poland 

Lufthansa, Germany 

Scandinavian Airlines, 
Denmark/Sweden/Norway 

Shenzhen Airlines, China 

Singapore Airlines, 
Singapore 

South African Airways, 
South Africa 

Swiss International Air 
Lines, Switzerland 

TAP, Portugal 

Thai Airways, Thailand 

Turkish Airlines, Turkey 

United Airlines, USA 

175 

630 

Amsterdam, Netherlands 

Aerolíneas Argentinas, 
Argentina 

Aeroméxico, Mexico 

Air Europa, Spain 

Air France, France 

China Airlines, Taiwan 

China Eastern Airlines, 
China 

Czech Airlines, Czech 
Republic 

Delta Air Lines, USA 

Garuda Indonesia, 
Indonesia 

ITA Airways, Italy 

Kenya Airways, Kenya 

KLM, Netherlands 

Korean Air, South Korea 

Middle East Airlines, 
Lebanon 

Saudia, Saudi Arabia 

TAROM, Romania 

Vietnam Airlines, 
Vietnam 

Virgin Atlantic, UK 

Xiamen Air, China 

Aeroflot, Russia* 

170 

490 

Dallas, USA 

American Airlines, USA
 

British Airways, UK,
 

Cathay Pacific, 

Hong Kong
 

Finnair, Finland
 

Iberia Airlines, Spain
 

Japan Airlines, Japan
 

Malaysia Airlines, 

Malaysia
 

Qantas, Australia
 

Qatar Airways, Qatar
 

Royal Jordanian, Jordan
 

Sri Lankan Airlines, 

Sri Lanka
 

S7 Airlines, Russia*
 

Oman Air, Oman**
 

*Currently suspended. 
**Joining in 2024. 
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Appendix 2 Freedoms of the sky and bilateral agreements 

Freedoms of the sky 

In 1944, delegates from 52 nations met in Chicago to develop a multilateral treaty securing 
each nation’s rights over its airspace. These ‘freedoms of the sky’ have been the fundamental 
building blocks of air transportation regulation and each subject to specific conditions, such 
as establishing the frequency of flights or airport usage. 

There are five basic freedoms that are recognized by virtually all countries 

z	First freedom – The right to fly over another nation’s territory without landing (overflight) 

z	Second freedom – The right to land in a foreign country for nontraffic reasons, such as main
tenance or refueling, without picking up or setting down revenue traffic 

z	Third freedom – The right to carry traffic (people or cargo) from own State A to treaty part
ner State B 

z	Fourth freedom – The right to carry traffic (people or cargo) from treaty partner State B to 
own State A 

z	Fifth freedom – The right to carry traffic between two foreign countries with services start
ing or ending in own State A 

Bilateral air service agreements 

International air transport services are regulated by bilateral air services agreements (ASAs) 
between states. When negotiating ASAs, states generally wish to secure that the rights 
exchanged with their partners will benefit the air carriers of both parties but not air carriers 
of other states who are not parties to the agreement and thus not providing reciprocal rights. 

The simplest way to reserve rights for each party’s air carriers is for each party to restrict designa
tion to air carriers that are majority owned and effectively controlled by that party. At the same 
time, restrictions are reflected in national laws of the parties. Indeed, an obvious reason for national 
restrictions has been the logic of ASAs with respect to securing the benefits as described above. 

Source: ICAO (2013) 

Appendix 3 Reasons for foreign ownership restrictions 

A summary of the reasons for foreign ownership restrictions on airlines 

z	National air carriers dominantly government owned and controlled.
 

z	National air carriers considered as key strategic assets.
 

z	National security concerns about the foreign control of strategic assets.
 

z	The intention to make aircraft readily available when needed for the purposes of national 

defense, emergency needs or providing air services for public interest. 

z	Market access rights, especially cabotage, reserved to national air carriers. 

z	Labor issues such as the concern that foreign investors may not maintain the same labor 
standards. 

Source: ICAO (2013) 
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Thomas Cook vs TUI:
 
survival of the fittest
 

Background 
The growth in the number of tourist arrivals, particularly international arrivals, has been mirrored 
by the growth of a vast complex travel industry that supports the activity. Thomas Cook was one of 
the world’s best-known brands in travel, and it has sometimes been referred to as the world’s old-
est travel company. Thomas Cook began his international travel company in 1841, with a successful 
one-day rail excursion he organized between the English cities of Leicester and Loughborough. 

From these humble beginnings Thomas Cook began to develop first with domestic excursions and 
then, from the 1850s, the development of tours in Continental Europe. Thomas Cook Group plc 
developed into one of the world’s leading leisure travel groups with sales of over £9.5bn and more 
than 11 million customers and 22,000 employees in the year ended 30 September 2018. 

The ‘package’ concept 
In Europe in particular, the world’s largest international tourist destination, the leisure travel indus-
try grew particularly from putting the various elements of travel and holidays together as part of a 
‘package’. Before this, tourists traveling abroad could purchase separate components of a holiday – 
accommodation, transportation, activities, ground handling, etc. – as individual items. During 
the 1960s, however, the foreign inclusive tour or package holiday became established in Western 
Europe (and later elsewhere) and brought with it a substantial expansion in the numbers of tourists 
venturing abroad. 

DOI: 10.4324/9781003318613-25
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A package can be defined (EU, 2015) as ‘a pre-arranged combination, sold or offered for sale at an 
inclusive price, of not less than two of the following three elements: transport; accommodation; and 
other tourist services not ancillary to transport or accommodation and accounting for a significant 
part of the package’. 

The role of tour operators has been the key element in the expansion, which has continued progres-
sively since the 1950s. This role goes beyond that of the wholesaler, in that they not only purchase 
or reserve the separate components in bulk but, in combining these components into an ‘inclusive 
tour’, they also become producers, because a new product – the inclusive tour or package holiday – 
is created. A tour operator typically combines tour and travel components to create a holiday. The 
most common example of a tour operator’s product would be a flight on a ‘charter’ airline plus a 
transfer from the airport to a hotel and the services of a local representative, all for one price. 

The traditional appeal of the tour operator’s product has been to offer a complete holiday package at 
the lowest price to a population often lacking the linguistic knowledge or the knowledge and confi-
dence to organize independent travel. As a result, tour operation has become the dominant feature 
of the holiday market in most tourist-generating countries, though the companies involved vary 
in their structures. In North America, for instance, the activities are often carried out by vacation 
subsidiaries of the major scheduled airlines and hotel groups, whereas in Europe several large tour 
operating companies have come to dominate the industry. 

Benefits of the package concept 
Many predictions have been made that the package holiday product is set to decline and die. The 
growth of low-cost airlines, the ability of consumers to put their own packages together via the 
internet and the growth in number of more experienced travelers are all factors that have been 
cited as contributing to this demise. However, such predictions have generally proved unfounded 
because the companies concerned continue to allow consumers to benefit from the advantages of 
packaged products. These benefits include the convenience of purchasing all elements of a holiday 
in one purpose-designed ‘bundle’; delivery of product quality assurance, reliability and protection; 
and perceived good monetary value. 

Although the future of the package seems assured, changes in consumer preferences and changes in 
the environment in which tour operating products are provided are changing the characteristics of 
these packages and how they are delivered to customers. 

Changes that have taken place in recent years include the growth of all-inclusive holidays (in which 
almost all holiday costs at the destination are prepaid), the growth of long-haul travel destinations 
and cruising and the emergence of significant outbound travel markets in the rapidly emerging 
economies of countries such as those of the BRIC group (Brazil, Russia, India and China). 

The growth of UK outbound tour operations 
Anyone who knows the climate of Northern Europe will be aware that summers are unpredictable 
and unseasonably cold and wet weather is common. Consequently, it is not surprising that warmer, 
more dependable climates within easy reach are sought when circumstances allow. When the nec-
essary circumstances did indeed come together during the 1950s – rising incomes, paid holiday 
entitlements, aircraft technology and entrepreneurial vision – a new industrial sector was born. 
The ‘air-inclusive tour’ (AIT) industrial sector developed across Europe separately, taking different 
forms in various countries. 
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The reasons for this rapid growth of the UK outbound AIT market and that of the operators that 
service it are inextricably linked, but perhaps two major factors stand out. Firstly, many UK resi-
dents travel abroad for their holidays in search of reliable sunshine and warmth. The UK’s island 
location has necessitated the development of well-organized packaged transportation to service this 
need. Secondly, UK residents accord holidays and travel a high priority in terms of their discretion-
ary expenditure even in times of economic hardship. Again, a highly sophisticated holiday travel 
industry has developed to service this need. 

Relatively low barriers to entry and continual striving among operators for increased market share 
have led to periodic price wars, which resulted in a highly volatile record of profitability since the 
industry’s inception. The price wars, low margins and the vulnerability of the travel industry to 
external economic and political factors inevitably took their toll on operators, and a number of large 
operators failed. 

Several large tour operators came to increasingly dominate the AIT market, as mass market opera-
tors were determined to increase their market share and to reap the anticipated rewards of mar-
ket dominance. Since its inception, Thomson (now part of TUI plc), the market leader, had faced 
major challenges to its market leadership position but had hitherto always successfully defended 
its position. 

A company’s status as a plc necessitated the targeting of profitability rather than market share as the 
primary objective to satisfy their shareholders and, as a result, since 1991 competition has focused 
on matching supply much more closely to demand, thereby avoiding damaging price wars. The latter 
part of the 1990s saw a flurry of activity in the UK tour operating sector with Airtours, Thomson 
and First Choice consolidating their leading positions with the takeover of smaller groups, adding 
aircraft to their airline subsidiaries and acquiring further high street travel agents to boost their 
distribution outlets. 

Clearly, given the scale and complexity of their operations and the vertically and horizontally inte-
grated structure of their businesses, the largest operators in the UK came to dominate the sector. 
However, a marked polarization has occurred in the UK industry, dividing the industry into a rela-
tively small number of ‘mass’ tour operators and a much larger number of ‘independent’ operators 
largely serving specialized niche markets. 

One of the key features of independent tour operators is that they are not vertically integrated, in 
that they do not own their own travel agencies or other distribution channels, nor do they own their 
own airline, and thus they rely on the supply in the marketplace for individual components of the 
package. In the UK the term ‘independent’ tour operator also has a more precise meaning, in that 
it can refer to those companies that are members of the AITO. AITO, formed in 1976, has grown to 
represent about 120 members that collectively carry nearly a million customers per annum. 

Tour operating risks 
Increasingly, however, given the size and international complexity of the companies concerned, it 
became apparent in the in the late 1990s that a pan-European view of competition issues in the tour 
operating sector was necessary. Scale matters in a business where the better performers still only 
make thin profit margins of perhaps 4%. Consequently, if an operator can negotiate cost efficiencies 
of 1% to 2% cent through better buying of, say, hotel rooms and aircraft fuel, that has a very mate-
rial impact on profitability. These are the sort of factors that have driven consolidation over the last 
20 years or so. 

Tour operating has always been viewed as an inherently risky business in which seasonal and cycli-
cal effects are prominent and where the underlying product is relatively expensive and viewed as a 
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luxury rather than a necessity. Most profits are generally made during a short summer period, and 
the sector experiences ‘good’ and ‘bad’ years as economic, climate and other external pressures exert 
their influences on consumers who can be fickle in their buying habits. 

The principal risks usually perceived by external observers of the travel industry for a tour operat-
ing group are those of underutilized aircraft and excess hotel and other accommodation for which 
payment has already been made. The reality is that in many cases the major tour operators have 
considerable flexibility in contracting both of these services. Aviation contracts with third-party 
suppliers usually have a variety of cancellation options that can be exercised once booking patterns 
have been established. A great deal of the stock required for accommodation is not negotiated on 
an irrevocable basis, meaning that adjustments to capacity can be made, though such changes can 
prove costly. 

Perhaps more critical to the business, and common to other businesses dealing with international 
conditions, are changes in exchange and interest rates and aviation fuel. Most companies develop 
policies of ‘hedging’ against all major risks on the financial and commodity markets prior to each 
holiday cycle. This usually involves the practice of negotiating a range of forward contracts and 
options. In this way, the costs of hedging these risks can be built into the overall selling prices that 
customers are asked to pay. 

The holiday business is well known for generating substantial cash flows because customers tra-
ditionally pay in advance and holiday companies pay most of their suppliers in arrears. There is a 
degree of seasonality to this cash flow, with large cash surpluses commonly built up during the 
spring period (as sales are made), which are eroded as payments to suppliers are made during the 
summer period. Autumn and winter are the seasons of greatest risk because business costs are still 
incurred but relatively few customer payments are received. Thus, effective cash management of 
these balances and potential seasonal deficits has become a very important part of business manage-
ment for many tour operators. 

European expansion 
Tour operators responded to the perceived risks in several ways in the two leading European mar-
kets (Germany and the UK). In the 1990s, the sector increasingly became vertically integrated, and 
horizontal expansion followed firstly at the national level and then internationally when domestic 
opportunities became more limited. 

The new century, however, was characterized by the largest players in Germany and the UK purchas-
ing smaller, weaker rivals but by consolidation among the largest players themselves, which eventu-
ally resulted in the emergence of two dominant groups: TUI and Thomas Cook. TUI Group, head-
quartered in the German city of Hannover, is quoted on the Frankfurt and London stock exchanges. 

First Choice emerged in the mid-2000s reinvigorated, having modified its strategic positioning. First 
Choice’s emphasis had been to shift away from high-volume, low-margin businesses toward a port-
folio of individually branded, more specialist products with an emphasis on all-inclusive arrange-
ments offering potentially higher returns. All-inclusive products that involve the provision of most 
destination services including food and beverages in the package price have proved increasingly 
popular. Such arrangements allow the tour operator to provide more rigorous quality standards 
through the control of a greater part of the supply chain and gain additional revenues from the 
services provided. Cost efficiency is maintained through the utilization of centralized systems and 
corporate buying power. 

Like TUI, Thomas Cook has had a number of ownership changes. Thomas Cook passed through 
four different German owners before a 2007 merger with UK-based MyTravel plc returned it to the 
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London Stock Exchange. The mid-1990s were a period of rapid growth, with the acquisition of a 
number of well-known tour operator brands culminating in the company’s merger with Carlson 
Leisure Group’s UK travel interests, which included a large number of high street travel agents. 

The summer of 2007 was pivotal in creating the two major European-based tour operating groups 
that came to dominate the industry sector. TUI in its present form was formed at that time as it 
merged with UK-based First Choice travel, as was the Thomas Cook Group. In June 2007, Thomas 
Cook AG and MyTravel Group plc (a major listed UK travel group, previously named Airtours) 
merged to form Thomas Cook Group plc. Thus, Thomas Cook acquired a brand with a poor record 
of profitability and took on considerable additional levels of debt. 

Another merger followed in October 2011, when Thomas Cook amalgamated its UK high street 
travel and foreign exchange businesses with those of the Co-operative Group to create the UK’s 
largest retail travel network of over 1,200 shops, at a time when the proportion of internet bookings 
in the UK was rising quickly and traditional ‘high street’ travel agencies were coming under severe 
financial pressures. In October 2013, Thomas Cook officially unveiled its new ‘unified’ brand to the 
world. The ‘Sunny Heart’ and ‘Let’s Go!’ taglines. 

European-based tour operators – challenges 
The vertically integrated model whereby a single group became the full owner (or had equity in) 
airline operations, tour operations and travel retailing (and sometimes accommodation and cruise 
operations), is now firmly established. A few large integrated European-based groups emerged of 
which TUI and Thomas Cook were the largest, but other large European groups such as Kuoni and 
Globus based in Switzerland and France’s Club Med also emerged. The industry does, however, 
retain a large number of smaller operators competing for customers in certain niches. Increasing 
polarization has occurred as companies have had to make the strategic choice to become complex 
vertically, horizontally or, in some cases, diagonally integrated organizations or to specialize as niche 
players targeted at discrete market segments. 

One of the reasons often cited for ever greater concentration by a few large suppliers for an indus-
try is that larger companies enjoy the advantages to be derived from economies of scale and scope. 
These economies clearly exist in tour operating, in terms of marketing, operational and purchasing 
economies, for instance, but savings have been hard to achieve in the recent adverse economic cir-
cumstances, particularly in Europe. The core Western European markets that the companies serve 
are increasingly ‘mature’, and there has been a trend away from standard ‘summer sun’ packages 
toward a more diverse range of package options. Tour operators are increasingly being forced to 
respond to a much more complex holiday market than has hitherto existed, through diversification, 
narrower market segmentation, responding to independently minded and increasingly experienced 
customers and embracing the all-inclusive market and cruising. 

The larger European-based companies have also looked to spread their geographical coverage away 
from their focus on the mature markets of Western Europe. New markets have been sought with 
expansion into Eastern and Central Europe, Russia, India and China in particular. Large emerging 
middle classes with high propensities to spend on international travel make these markets attrac-
tive to travel company investors. However, each international marketplace is different, with its own 
complexities and varying stages of development. In such cases, companies have to carefully consider 
their mode of market entry and the business model to be adopted. 

Companies have also had to consider the balance of their activities to avoid overstretching their 
resources and capabilities. Even for the larger, well-established companies, competitive and resource 
pressures and entry into new markets necessitate consideration of newer ways of working, including 
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the increasing emphasis on collaborative strategy through the formation of strategic alliances and 
franchising, the separation of ownership of tourist assets from their management and outsourcing 
some activities previously handled ‘in-house’. 

Furthermore, tour operators have had to respond to two further challenges that place far more 
power in the hands of consumers. 

Many new technology entrants to the travel industry and consumers were quick to recognize the 
power of the internet. It enables consumers to search for information online; to access reliable, 
accurate and up-to-date information; and to quickly compare comparative product offerings. Fur-
thermore, the availability of such information enables consumers to make reservations in a fraction 
of the time necessary for some other methods and with a minimum of inconvenience. The internet 
is driven by both the increasing volume and diversity of tourism demand and by the power it gives 
consumers to buy personalized ‘bundles’ of tourism products. In some cases, this leads to the avoid-
ance of traditional tourism packages, leading instead to consumers assembling their own packages 
(so-called dynamic packaging) from individual component parts on offer with prices fluctuating 
according to supply and demand at the time of booking. 

Though such distribution does not totally undermine the advantages that tour operators enjoy or 
the need for specialist advice that can be offered by retail travel agents, it clearly has a significant 
impact. In particular, tour operators have had to adjust their own distribution activities, investing in 
enhanced interactive websites supported by call centers and reassessing the scale of their networks 
of retail shops. Additionally, the internet allows (at reasonable cost) suppliers an unprecedented 
opportunity to communicate globally with their target markets and to establish direct relationships 
with consumers. Some smaller companies have successfully developed a niche sector of the market, 
usually by targeting particular customer types or by focusing on specific destinations and often by 
using the internet as a cost-effective tool. 

The rapid rise of low-cost airlines such as easyJet, Ryanair, Norwegian and Jet2 in Europe over the 
last 20 years has provided further challenges for managers at tour operating companies and, indeed, 
Jet2 has emerged as a major force in vertically integrated European tour operations. The airlines cut 
costs wherever possible and, by operating modern aircraft fleets, are able to ensure high rates of 
utilization for their planes. The low-cost carriers have also increasingly targeted routes to Mediter-
ranean resort destinations that are served by the charter airlines. However, charter airlines such as 
those owned by the tour operating groups have provided stiff competition through careful exploita-
tion of the inherent advantages of charter flights. 

The low-cost airlines have to operate on a prearranged schedule regardless of sales level achieved. 
Managers of charter carriers (as in all airlines) watch load factors very carefully and are fully con-
scious of the load factor at which breakeven is achieved. Beyond the breakeven point (as in all travel 
operations), profitability quickly accumulates with each additional passenger. The charter carriers 
are usually able to achieve very high load factors by matching seats available to demand and, if nec-
essary, changing the aircraft type, consolidating flights and even changing departures (or arrivals) 
to a different airport. 

A broader challenge to tour operators is also provided by the low-cost carriers in that, as with the inter-
net, they allow consumers to easily and at reasonable cost put their own packages together. A low-cost 
flight can easily be combined with accommodation, and ancillary services such as ground transpor-
tation can quickly be added. The multitude of search engines available can facilitate making these 
arrangements, and price comparisons are easy to make. Tour operators have had to respond to these 
challenges by offering more flexible products. Mass tourism is increasingly being replaced by mass 
customization in an industry that has to cater for ever more discerning and experienced consumers. 
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Thomas Cook Group in 2011 
2011 was not a ‘good’ year for Thomas Cook; in fact, it was a year the company would wish to forget, 
for it was the year in which a respected and historic name in travel came perilously close to failure. 

The travel group had been hit by tough trading brought on by the global economic downturn, high 
fuel costs and social unrest in popular destinations for the company such as Egypt, Tunisia and 
Greece. The cumulative effect forced the company to negotiate and renegotiate banking lifelines and 
make disposals to raise cash and reduce debt, which led to senior management changes. 

The situation reached a crisis point in late November 2011, when the following statement was 
released by the company: 

Thomas Cook Group plc announces that as a result of deterioration of trading in some 
areas of the business in the current quarter, and of its cash and liquidity position since 
its year end, the Company is in discussions with its principal lending banks with regard 
to its facilities during the seasonal low period of cash in the business. 

The group’s long-serving chief executive resigned in the summer of 2011 as a result of the adverse 
reactions to profit warnings and the sliding share price. His departure had been widely anticipated, 
following discontent among shareholders as the group’s debt burden rose to more than £900mn. 

Although the company’s position had deteriorated, with three profit warnings having been made 
during the year, the statement nevertheless was a bombshell, and shares subsequently lost 70% of 
their value later that week. Shares that had traded at 300 pence at their spring 2009 peak tumbled. 
The shares in Europe’s second-biggest tour operator closed 75% down at just over 10 pence, giving 
it a market capitalization of just £89mn. 

The newly installed interim chief executive said trading since the group’s end of year in September 
had been worse than expected, piling further pressure on Thomas Cook’s cash flow during the slow 
winter booking season. 

He blamed the group’s lack of bookings on a Eurozone crisis and a sluggish recovery in tourism to 
the Middle East and North Africa (Wembridge and Blitz, 2011). It was also acknowledged that costs 
had risen for holidays in Turkey, where the company was market leader, and that its fuel buying 
policy was only 80% hedged against fuel increases compared to rivals TUI TRAVEL’s hedge at more 
than 90%. Weak performance in the UK had prompted the company to undergo a wide-ranging 
review of its British operations, a key component of the business, a step seen by some analysts as an 
admission that the business model was flawed. 

Whereas rival TUI had weighted its offerings toward higher-margin ‘differentiated’ package holi-
days, Europe’s second-biggest tour group was still heavily exposed to more basic trips, which people 
book later or reject completely in favor of planning their own flights and hotels (Wembridge and 
Jacobs, 2011). While Thomas Cook was suffering, its larger rival TUI, though not soaring, was cer-
tainly doing better. Customer numbers in its large British, German and French markets were either 
flat or only marginally ahead in 2010–11, full-year revenues increased by 9% and pretax profits were 
£144mn compared with a £73mn loss in the previous year. 

TUI appeared to try to make the most of its rival’s misfortunes. It ran adverts on its website in late 
2011 containing lines such as, ‘Unlike a certain holiday company we could mention, you don’t need 
to worry about the way we run our business’. The adverts elicited complaints from Thomas Cook 
and were quickly removed. 

The underlying problem faced by both Thomas Cook and TUI was that recession across its major 
European markets had taken its toll, and some important core destinations had become unattractive 
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due to political instability. Thomas Cook’s cash flow is seasonal because fewer holidays are booked 
and paid for in the winter, prompting speculation that the group could breach its obligations around 
Christmastime. However, an old adage in banking is that ‘if you owe the bank a million pounds, 
you have a problem, but if it’s a billion pounds the bank has a problem’. Consequently, whereas 
a smaller company might have been forced into failure as banks failed to agree to extended credit 
terms, Thomas Cook’s lenders agreed that the group’s net debt could now be up to 4.5 times earn-
ings, before interest, tax, depreciation, amortization and restructuring costs at the end of December. 
That was an increase from 3.75 times EBITDA that was agreed in May 2010. This gave the company 
some leeway and it survived 2011, having had a close call. 

Thomas Cook Group in 2013 
Wind the clock forward 2 years and the position with the company is very different. In July 2012 a 
new CEO, Harriet Green, who had previously led an electronics distribution business, was appointed. 
Although the company had survived the previous winter, in an interview with the UK trade paper 
Travel Weekly she said (with understatement) that when she joined the company it was ‘not very 
well’ (Taylor, 2013). In the same interview she said that Thomas Cook business appeared to oper-
ate as a number of unconnected ‘silos’. There had been many acquisitions, but there appeared to be 
little evidence of integration because it seemed that the synergies had stayed in the boardroom. For 
example, the online travel agent was a completely separate business competing with the company’s 
own high street shops. 

The new CEO worked from a modest office and was clearly not afraid to speak her mind. ‘I don’t 
really give a dam whether people like what I have say and I am not trying to win any popular-
ity contests’ (Saunders, 2014). While clearly having a strategic vision for the company, she was 
also not afraid to deal with operational detail and communicate freely. She had 3,000 followers 
on her Twitter account and dealt with all of her own emails, encouraging staff to contact her and 
providing answers within 24 hours. ‘When people realized that, it sent the most symbolic ripple 
through the organization and it allowed me to say that we’ve got to do these things at pace’ 
(Saunders, 2014). 

By mid-2013, Thomas Cook’s share price had recovered to about 145 pence, valuing the group at 
about £1.3bn. The company took advantage of the surge in the share price to make a £400mn rights 
issue of shares to help cut the holiday company’s £1.5bn debt burden. 

A series of asset sales (including its North American division) had been made and a cost-cutting 
regime had been implemented. In March 2013, 2,500 jobs were cut in its British business and 
around 200 high street travel agents were closed, though it retained a large presence in physical 
travel agent branches. 

Thomas Cook in 2018 
Though Harriet Green appeared to have made progress in a widely praised restructuring of the 
business and altering its culture, she abruptly left the company in November 2014. 

Old problems came back to haunt Thomas Cook during the latter part of 2018. In June the share 
price had been close to 150 pence, but by December, following two profit warnings in 2 months, 
the share price tumbled, along with the valuation of Thomas Cook. An article in London’s Financial 
Times pointed out that On the Beach, a listed online travel agent that only began trading in 2004 
(and whose revenues were a fraction of Thomas Cook’s), at that time had a larger market value than 
Thomas Cook, the company that gave rise to package holidays (Eley, 2018). 
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The firm blamed its profits drop on a prolonged UK summer heatwave hitting overseas bookings, 
but winter bookings were also down by 3%. Undoubtedly, weather was a factor, but most commen-
tators felt that the problems at the company were deeper rooted. Simon Calder, travel editor of The 
Independent, recognized the value and heritage of the Thomas Cook brand but also pointed to other 
issues facing the company. He said, ‘They have taken their eye off the ball and failed to spot trends, 
mainly the emergence of no-frills travel’. 

Rival TUI, meanwhile, was thriving, relatively. TUI posted net profits of earnings before interest and 
tax of just over €1bn on turnover of €19.5bn in 2018). Thomas Cook had also been hit by the rise of 
the UK budget airline Jet2, which has now become the UKs second-largest tour operator: ‘They have 
picked up a lot of the “bread and butter” holiday market that Thomas Cook used to have’ (Calder, 
2018). Though Thomas Cook had invested in new hotel concepts to generate new business and loy-
alty with repeat bookings, analysts maintain that it still lagged behind its larger UK/German rival. 
TUI had invested heavily in buying hotels and cruise ships and generating additional revenue from 
dynamic packaging, while slimming down its number of retail travel agent branches. 

Some of the challenges facing Thomas Cook were common to all tour operators, but others seemed 
more specific to Thomas Cook itself. In addition to weather issues and stiff competition from asset-
light online travel agents and low-cost airlines, other disruptive factors, included political unrest in 
important destination countries such as Turkey, persistently high levels of debt and costs incurred in 
restructuring the business (including the downward revaluation of some assets and costs incurred 
in closing retail branches). The high level of debt was particularly highlighted by the financial press 
because it restricted the company’s ability to invest substantial sums in areas of the business where 
investment was required and could potentially lead to the company asking its shareholders to invest 
further funds. 

During 2018, the introduction of a ‘new operating model’ for Thomas Cook led to implementation 
costs totaling £57mn (2017: £42mn). These costs primarily related to the ongoing transformation 
and efficiency programs in Continental Europe and the UK. These programs commenced in 2015 
with a focus on generating synergies within the group by cooperating more closely across all source 
markets and harmonizing activities, rather than duplicating processes in each individual market 
across a number of teams. The transformation projects focused on aligning and integrating activi-
ties across the group in each business area, including finance, digital, marketing, product and yield 
management. The work represented an investment in the transformation of the group but resulted 
in a material level of incremental costs. 

The trend toward increased personalization and tailoring of the traditional package holidays pro-
vided opportunities to appeal to more independently minded travelers. Thomas Cook had grown its 
range of holiday extras from private transfers to bookable sunbeds positions to take advantage of 
this trend but at a relatively slow pace. A small portfolio of own-brand hotels provided a point of 
differentiation, and the increased focus on design-led hotels and higher quality food offered custom-
ers further reasons to book with Thomas Cook, setting it apart from price-driven hotel aggregators 
and online travel agents. 

Thomas Cook was a stand-out name in the travel business with a long and proud history. How-
ever, the total number of customers buying package holidays in its core European markets has 
barely changed in the last 20 years, yet new competitors have emerged (and continue to do so). At 
the same time, the company was operating a vertically integrated business model dating from the 
1990s, and some question its continuing value. 

At the time of Thomas Cook’s demise, dynamic packaging was becoming of far greater importance 
in European tour operating. TUI was in the process of heavily investing in technology and adopting 
it across the group, whereas Thomas Cook had failed to fully take advantage of this opportunity. 
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Dynamic packaging refers to a trip or vacation with in-built flexibility and ‘pick and mix’ functions 
that customers can book online. It contrasts with the traditional travel industry business model in 
which the tour operator buys blocks of flights and overnight stays from wholesalers and sells them 
on to customers. This pre-internet model left the tour operator exposed to the cost of any unsold 
holidays and was a factor in the collapse of Thomas Cook. 

Tour operators, including TUI, and their competitors in the form of online travel sites have made 
dynamic packages a core focus of their businesses. Customers making purchases on sites such as 
Expedia and Booking.com are sourcing flights, accommodation and car rental in real time. The term 
‘dynamic’ applies to the package because it changes depending on the customer, who may want to 
add theater tickets, airport parking, activities, restaurant bookings or destination activities. 

Crucially, dynamic also applies to prices. Dynamic pricing – that is, flexible pricing based on market 
demand – is particularly suited to perishable products such as hotel stays, airline seats and concert 
tickets. 

As Simon Cooper, the founder of the online retailer On the Beach, was quoted as saying, in his view, 
‘you can either be a high-end, vertically integrated operator like TUI, or you can be a nimble, agile 
online operator like us. If you’re somewhere in between, then what is it that makes you different?’ 
(Eley, 2018). 

Thomas Cook’s demise 2019 
Over the course of the decade, the company’s failure to adapt to changing circumstances, including 
the growth of more flexible travel companies, online travel-related services, more confident con-
sumers putting their own packages together, low-cost airlines and online accommodation platforms, 
took their toll. These factors had been exacerbated in the years immediately prior to collapse by an 
exceptionally warm Northern European summer in 2018 encouraging consumers to stay at home, 
and uncertainty caused by Brexit and the consequent fall in the value of sterling from 2016 onwards. 

The leadership of Thomas Cook also appeared to question the merits of vertically integrated busi-
ness model. In early 2019 it was reported that the company was considering selling its airline, with 
a possible asking price of asking price of £1bn, with a view to having additional funds to invest in 
developing hotel projects (Eley, 2018). 

However, Thomas Cook’s fate was sealed by the insurmountable debt burden. The company failed 
to clear a debt burden of £1.1bn that had almost destroyed it back in 2011. At the end, it had racked 
up debts of £1.7bn, meaning that it needed to sell 3 million holidays a year just to cover its interest 
payments (Hernandez, 2020). 

Increasingly frantic negotiations took place in late summer and September to try to save the com-
pany, including calls for UK government support that fell on deaf ears. Thomas Cook’s shares were 
listed on the London Stock Exchange. In the early hours of Monday, 23 September 2019, the UK 
company filed for compulsory liquidation. Following the failure of last-ditch rescue negotiations, 
the UK regulatory authority, the Civil Aviation Authority, announced that Thomas Cook had ceased 
trading with immediate effect. As with many previous European tour operator failures, liquidation 
occurred prior to the onset of winter, because creditors proved to be unwilling to support the com-
pany through the weaker seasonal trading conditions. 

Following the failure, the Thomas Cook brand name was acquired by Chinese group Fosun Inter-
national and now trades as an online-only travel brand, and Sunderland, UK-based Hays Travel paid 
£6mn to acquire 555 UK travel agency branches. TUI’s share price surged by more than 10% on the 
day of the collapse, as the potential benefits from the demise of its competitor were recognized by 
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shareholders. TUI, though, has faced challenging operating conditions of its own, having issued sev-
eral profit warnings throughout 2019. With much smaller debts, the company was not expected to 
suffer the same fate as Thomas Cook. However, the subsequent effects of the COVID-19 pandemic 
from spring 2020 through 2021 meant that TUI had to rely on loan support offered by the German 
government to ensure its survival. 

We speculate, but had Thomas Cook received the financial backing it sought in autumn 2019 to 
survive the oncoming winter, it would surely have been a casualty of the pandemic by the following 
spring. 
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Appendix: Thomas Cook Group financial statements 

Income statement (£mn) 

2018 2017 2016 2015 2014 2013 2012 2011 

Revenue 9,584 9,006 7,810 7,834 8,588 9,315 9,195 9,809 

Gross profit 1,933 1,990 1,820 1,772 1,866 2,020 2,031 2,098 

Gross profit margin (%) 20.2 22.1 23.3 22.6 21.7 21.7 22.1 21.4 

Profit/(loss) from  97 227 197 211 52 13 (170) (267) 
operations 

Interest (150) (184) (163) (169) (168) (177) (168) (135) 

Profit/(loss) before  (53) 43 34 50 (114) (163) (337) (398) 
taxation 

Profit/(loss) for the  (163) 9 1 (19) (115) (213) (441) (518) 
financial year 

https://www.bbc.co.uk
https://www.tuigroup.com
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Statement of financial position (£mn) 

2018 2017 2016 2015 2014 2013 2012 2011 

Total assets 6,569 6,605 6,943 5,958 5,794 6,285 5,907 6,690 

Current assets 2,113 2,231 2,645 2,035 1,829 1,933 1,524 1,646 

Current liabilities (4,222) (4,339) (4,633) (3,702) 3,894) (3,688) (3,540) (3,749) 

Net pension deficit (165) (325) (457) (279) (448) (404) (331) (331) 

Net assets 291 256 326 315 239 548 458 1,183 

Net debt (389) (40) (129) (128) (315) (426) (792) (894) 
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3 
Queensland Australia: 
tourism and events – 
strategic positioning 
and promotion 

Background 
Queensland is Australia’s second largest and third most populous state, with a population of over 
5 million and many natural attractions for tourists. These include the Great Barrier Reef; a long 
and spectacular coastline, areas of rainforest and the Outback. The state is vast, stretching over 
1,500 miles (2,400 km) from north to south, and has diverse scenery including rainforest, desert, 
mountains and beaches. 

Tourism is one of Queensland’s key sectors, but the sector was (in common with many other des-
tinations) decimated by the COVID-19 pandemic and is now in a phase of recovery. In 2020–21 
tourism directly accounted for 121,000 (or 4.7%) jobs and indirectly accounted for 53,000 jobs, or 
a total of 6.7% of employment, in the state. Before COVID-19 (2018–19), tourism accounted for 
9.1% of employment in the state. 

Tourism and Events Queensland (TEQ) is the Queensland government’s lead marketing, experience 
development and major events agency, representing the state’s tourism and events industries. TEQ 
operates at national and international levels, looking at new and innovative ways to make the most 
out of emerging opportunities that benefit the Queensland tourism industry and economy. 

For the year ended June 2021, overseas tourism exports were $362 million for Queensland. How-
ever, before COVID-19, tourism totaled $8.0 billion, which was the equivalent of 9.1% of tourism’s 
goods exports and was the third largest export market behind coal and liquefied natural gas. In 
2020–21, direct and indirect tourism GSP was $16.8bn, or 4.6% of total Queensland GSP. Tourism 

DOI: 10.4324/9781003318613-26
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contributes $8.3bn directly to the Queensland economy, accounting for 2.3% of Queensland’s GSP. 
Tourism indirectly contributes an additional $8.5bn to the Queensland economy. Before COVID-19, 
tourism’s total contribution accounted for 7.7% of Queensland’s GSP. 

TEQ works closely with the state’s 13 membership-based RTOs, which together represent around 
4,500 Queensland tourism operators, of which 9 out of 10 can be classified as ‘small businesses’. 
The RTO network is widely regarded as one of the most influential in Australia and has played a 
major role in Queensland’s tourism success. 

TEQ provides strategic industry leadership and coordinates stakeholders in the planning, industry 
development, marketing and application of resources to grow tourism in each Queensland destina-
tion. Strategies and activities are developed in close consultation with the RTOs. TEQ operates from 
a head office located in Brisbane, with some staff based throughout Queensland and internation-
ally, working closely with Tourism Australia (the national tourism body) to target established and 
emerging international markets. Queensland’s experiences and destinations are promoted in 14 key 
source markets, managed by global hubs: 

z	Australia and New Zealand (Brisbane and Auckland)  
z	Americas, UK and Europe (London)  
z	Japan and Korea (Tokyo and Soeul)  
z	Mainland China, Hong Kong and Taiwan (Shanghai, Guangzou and Taipei)  
z	Southeast Asia (Singapore, Malaysia and Indonesia) and India (Singapore)  

Queensland’s tourism industry has developed greatly since 1929, when the Queensland Govern-
ment Tourist Bureau was transferred to the Railway Department and the first attempt was made to 
correlate publicity with a travel booking organization. Tourism and Events Queensland began as the 
Queensland Tourist and Travel Corporation (QTTC). The QTTC was established by Act of Parlia-
ment in August 1979, taking over from the Department of Tourism. 

As a statutory authority, under the jurisdiction of the then Minister for Maritime Services and Tour-
ism, the corporation operated as a marketing and development organization, with the sales arm 
trading under the name Queensland Government Tourist Bureau. 

QTTC pioneered the destination marketing approach in Australia, highlighting the many unique 
visitor experiences on offer in Queensland and working alongside a network of RTOs to support 
destination marketing and development. 

In February 1999, the Where Else But Queensland marketing campaign was launched, positioning 
the state as the undisputed premier holiday destination in Australia. In keeping with the new Where 
Else branding, QTTC became Tourism Queensland, adopting the stylized Q (still being used) into all 
communications and making it synonymous with Queensland. 

Early in 2006, a new brand was launched that flowed through to new websites being developed. The 
Queensland Holidays site (www.queensland.com/au) offers visitors a refreshing experience and 
aims to present Queensland as a vibrant, fun, warm, friendly, colorful and relaxing place to visit and 
provides booking options for users. The consumer site provides a comprehensive tool for retrieving 
up-to-date news, information, research, policies and plans and strategies relating to Queensland’s 
12 destinations, special interests and the international sector. 

In November 2012 the Tourism and Events Queensland Bill 2012 was passed, successfully merging 
Tourism Queensland and Events Queensland into Tourism and Events Queensland. 

https://www.queensland.com
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Tourism and Events Queensland 
Thus, in Queensland, the interaction and connectivity between tourism and events is explicitly 
recognized in the title and purposes of the statutory body established to promote and develop 
activity. Hospitality activities are not explicitly mentioned but are subsumed within the all-
embracing umbrella of ‘tourism’. Combining the resources and expertise of the former Tourism 
Queensland and Events Queensland formally into one entity enabled a continued focus on driving 
growth in Queensland’s tourism and event industries in close partnership with government and 
industry. 

Recognizing that tourism and events are intrinsically linked, the creation of Tourism and Events 
Queensland ensured the most coordinated and strategic approach to maximize domestic and inter-
national visitors. 

TEQ operates in a highly competitive national and international environment in an industry where 
global economic conditions and other external shocks such as natural disasters and pandemics may 
influence visitor numbers and expenditure. Tourism and Events Queensland identifies new and 
innovative ways to maximize emerging opportunities for the benefit of industry and the Queensland 
economy as a whole. Events play an important role in the tourism industry by creating exposure, 
promoting community pride and driving visitation and expenditure to the host region. 

TEQ’s vision and operational focus is an efficient and collaborative tourism and events business 
system that engages and provides a sense of ownership for all stakeholders, working toward the 
goals of contributing significantly to the Queensland economy and growing the state’s tourism 
and events market shares (relative to other states). To support the collaborative business system, 
Tourism and Events Queensland has developed a holistic business structure that supports the criti-
cal interrelationships between the Minister, Tourism and Events Queensland; the Department of 
Tourism, Major Events, Small Business Queensland destinations; other government partners; and 
industry. 

The Queensland brand represents how Queensland is presented to the rest of the world. The 
Queensland tourism brand is evolving in line with consumer needs. Following a 2019 strategic 
review, Queensland adopted a ‘purpose-led’ brand position to ‘travel for good’, ensuring that TEQ 
realizes its consumer-led, experience-focused and destination-delivered marketing approach. 

The evolution of the Queensland brand is a 15-year aspiration to inspire a new way of interacting 
with Queensland, positioning Queensland globally in the new era of transformational travel to 
embody the essence of Queensland tourism’s purpose, to travel for good. It envisages a deeper, more 
meaningful and engaging travel destination where the experiences delivered will change travelers 
and the world for the better. Thus, travel for good is centered on regeneration – whether regener-
ating people by activating the mind and body and lifting their hearts or regenerating the world by 
positively contributing to humanity, communities and the environment. 

Though the branding represents an umbrella brand to promote the whole of Queensland, the state 
has a unique position in Australia of having a number of strong destination brands, each having 
distinctive attributes, target markets and a sufficiently developed tourist industry to warrant a port-
folio approach to their management as destinations. The approach reflects the diversity and scale 
of Queensland (and its tourism industry) and translates into different destination images, target 
markets and positional and promotional programs for each destination. 

The state is divided into 13 tourism destination regions, each with a regional tourism plan aligned 
with the state strategies. Examples of the regions and the main elements of their positioning and 
brand themes are shown in the following table: 
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Destinations Positioning Brand themes 

Tropical North Feel the natural z	Great Barrier Reef 
Queensland exhilaration of an z	The world’s oldest tropical rainforest 

Australian Tropical 
Tropical lifestyle and culturAdventure z	 e 

z	Adventures 

z	Aboriginal and Torres Strait Islander people 

Brisbane Feel the vitality  z	Vibrant 
of city life with  z	Relaxed 
a subtropical twist 

z	Urban outdoor lifestyle events 

z	Culture 

z	Nature at your doorstep bursting with color and life 

Gold Coast Welcoming, vibrant, z	Surf 
diverse, fun and z	Taste 
entertaining 

z	Escape 

z	Play 

z	Culture 

Sunshine Feel the rejuvenating z	Innovative food 
Coast warmth of our beach z	Wonders of nature 

culture 
z	Immersive encounters 

z	Exhilarating events 

z	Beachside culture 

Whitsunday Feel the wonder  z	Diverse island paradise 
Islands of Australia’s island z	Iconic landscapes in the heart of the Great Barrier Reef 

paradise 
z	Sailing, flying, snorkeling and diving 

z	Airlie Beach and Mainland 

The diverse tapestry of experiences that Queensland offers underpins the Queensland brand, and 
TEQ’s marketing showcases the breadth and depth of experiences and events that are delivered 
within destinations. Research shows that Queensland’s experiences are the primary driver of holi-
day planning and travel. 

Queensland is home to not one but five World Heritage–listed wonders, including Gondwana Rain-
forest and the Great Barrier Reef. From world-class events and vast landscapes to the rainforests, 
beaches and the reef, these experiences refresh and transform visitors. 

In the new era of travel, consumers are actively seeking these experiences in a way that will change 
them. Through TEQ’s Experience Design program, developed and delivered in partnership with 
RTOs, TEQ is supporting the tourism and events industry to reimagine their experience offering in 
line with Queensland’s travel for good brand purpose. 

TEQ’s long-term strategic focus has now been updated and outlined a strategic plan for tourism and 
events covering the period 2018–22. The strategy is underpinned by the TEQ Events Strategy 2025 
and the TEQ Marketing Strategy 2025. 
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In light of COVID-19, TEQ  is  reviewing its global approach to tourism and events marketing 
for Queensland. TEQ has commenced development of a global marketing strategy that will propel 
Queensland forward as the world emerges post-COVID-19. The marketing strategy will be aligned 
to the Action Plan for Tourism Recovery and will generating a fresh approach to drive strategic, 
deliberate growth for the Queensland tourism and events industry. The Action Plan for Tourism 
Recovery was formulated by a government-appointed panel and envisages additional state funding 
for the industry to speed its recovery. 

Appendix 1 About Tourism and Events Queensland 

TEQ is a statutory body under the Tourism and Events Queensland Act 2012. It is the state’s 
lead tourism marketing, destination and experience development and major events agency. 
Working across government and in partnership with RTOs and industry and commercial stake
holders, TEQ aims to grow Queensland’s tourism and events industry and drive OVE. 

Vision 

Inspiring the world to experience the best address on Earth. 

Purpose 

Achieving economic and social benefits for Queensland by growing the tourism and events 
industry in partnership with industry and broader government. TEQ is a consumer-led, experi
ence-focused, destination-delivered organization that connects people and places like never 
before through innovation and collaboration with the tourism and events industry. 

Role and functions 

The primary functions of TEQ are: 

z	To attract domestic and international travelers to travel to and within Queensland through 

z	the promotion and marketing of Queensland; and 

z	tourism experience and destination development 

z	To identify, attract, develop and promote major events for the state that 

z	contribute to the Queensland economy; 

z	attract visitors to Queensland; 

z	enhance the profile of Queensland; and 

z	foster community pride in Queensland 

z	To work collaboratively with the Department of Tourism, Innovation and Sport (DTIS) and 
other public-sector units and Queensland tourism industry stakeholders to identify oppor
tunities to increase tourism and travel to and within Queensland 

z	To conduct research into, and analysis of, tourism in Queensland 

Objectives 

TEQ’s objectives are to:
 

z	Contribute to the Queensland economy
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z	Attract visitors to Queensland, generating OVE 

z	Enhance the profile of Queensland 

z	Foster community pride in Queensland 

These objectives are being achieved through the implementation of TEQ’s Strategic Plan and 
marketing and events strategies. 

Strategic Plan 2021–25 

TEQ’s Strategic Plan 2021–25 sets out TEQ’s strategic positioning and the way value is cre
ated for the state’s tourism and events industry, particularly in growing OVE and market share 
for the state. The plan focuses on strengthening the visitor economy through innovation by 
building consumer demand, aviation capacity and the value of Queensland’s events calendar 
to build market share. 

Performance indicators 

A range of performance indicators measure the extent to which TEQ is achieving its objec
tives. Service delivery measures are those that TEQ has a high degree of influence over, with 
industry outcome measures reflecting collective efforts across the tourism network. 

Values 

z	Lead together – Guided by the Minister and TEQ Board, we are clear on our purpose, direc
tion and priorities and our team is empowered to implement. 

z	One team – We work in partnership with our teammates and always act for the good of the 
whole. 

z	Go beyond – We are creative, innovative and solutions-driven. We strive for continuous 
improvement and make a difference where it really counts for Queensland. 

z	Agile and responsive – We embrace emerging trends and opportunities. To thrive in a com
petitive industry environment we are proactive, flexible and adaptable. 

Landscape and operating environment 

The tourism and events industry continues to operate in a highly competitive environment, 
impacted by social, economic, political, environmental and technological changes, which 
bring new challenges, threats and opportunities that can impact economic and social out
comes and the achievement of TEQ’s objectives. 

Current strategic risks include: 

z	Uncontrollable events such as climate change, natural disasters, global economic shocks, 
pandemics such as COVID-19 and geopolitical events impacting the visitor economy 

z	Variable social and economic conditions across source markets impacting visitation and 
recovery to pre-COVID-19 levels 

z	Supply challenges relating to tourism experience, product, workforce and aviation capacity 
that affect consumer perception and demand 

z	Changing consumer intention, sentiment and attitudes affecting consumer demand 

z	Cyber security challenges that threaten system and information security 



P
ar

t 
6

CASE ANALYSIS FOR THE

 
 

  

 

 

 

–

 

 
 

 

 

 
 

 

674 

Marketing strategy 

To reach its full potential, Queensland’s tourism industry must overcome a number of challenges, 
including intense competition from domestic and international destinations. TEQ marketing 
strategy aligns with the overall strategy and events strategy and aims to realize three objectives: 

z	Increase OVE from priority domestic and international source markets, supporting 
Queensland jobs 

z	Maintain and grow Queensland’s share of Australian OVE 

z	Grow equity in the Queensland brand 

To deliver the objectives, TEQ marketing is consumer led, experience focused and destina
tion delivered: 

z	Consumer research has formed the basis for the marketing strategy. 

z	Marketing will be based on the ‘Queensland Experience Framework’, which focuses on 
those ‘Hero Experiences’ that are the heart and soul of Queensland. 

z	Hero Experiences will be brought to life by the ‘Best of Queensland Experiences’ – those 
tourism operators, events and iconic locations that showcase the best of what Queensland 
destinations have to offer. 

Corporate 
objectives 

Strategic events 
priorities 

Measures and 
2025 target 

1. Increase OVE from key 
domestic & international 
source markets, supporting 
Queensland jobs 

2. Maintain & grow 
Queensland’s share of 
Australian OVE 

3. Grow equity in the 
Queensland brand 

1. Total Queensland OVE: 
$33.1bn (contributing to the 
generation of 85,000 
additional jobs) 

2. Queensland share of total 
Australian OVE: 23.4% 
26.0% 

3. Queensland Brand Equity 
Index: 3.3 (Nielsen, all 
respondents) 

Relentlessly pursue target 
markets with the greatest 
potential to grow Queensland’s 
share of OVE 

Showcase Queensland’s Hero 
Experiences & events to create 
competitive advantage 

Inspire a global audience 
focusing on the conversion of 
high-value travelers from 
priority markets 

Ensure a focus on the best of 
Queensland tourism operators, 
events & locations that deliver 
exceptional, quality 
experiences 

Maximize visitation & 
expenditure across 
Queensland 

Figure 1 – Case 3 

Research findings 

z	Experiences within Queensland are the primary driver of holiday planning and travel.
 

z	Queensland owns a range of unique and aspirational experiences.
 

z	Queensland remains one of the strongest brands in the travel category.
 

z	Queensland is considered by holiday travelers to be the primary destination with regions 

within it considered more of an experience. 
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Domestic and international segmentation 

To achieve the goals of gaining market share and increasing OVE in Queensland, TEQ targets 
domestic travelers who will generate a disproportionate share of OVE for Queensland. Those 
identified spend more than the average traveler on leisure trips (>A$2,000 per trip, or A$300 
per night for shorter trips). 

Three domestic high value traveler segments with different holiday preferences and behav
iors have been identified, representing approximately 4 million Australians living interstate of 
Queensland and 1.1 million Queenslanders: 

z	Traveling with children 

z	18–49 traveling without children 

z	50+ traveling without children 

Internationally, TEQ will align its target segments with the national tourism body, Tourism 
Australia (TA). TA has embarked on a journey to transition from predominantly demographi
cally defined and based target audiences across markets to a global-based behavioral and 
attitudinal target audience. 

Queensland’s experience framework 

Five key Experience Pillars and supporting Hero Experiences are identified that reflect the 
heart and soul of Queensland and represent where Queensland has a competitive advantage. 
The Framework will guide TEQ’s marketing activities by focusing on Hero Experiences that 
have the best potential to drive visitation and expenditure. 

Experience pillars
Five experience pillars identified through research as categories that set Queensland apart 

Reef, 
islands & 
beaches 

Events
Natural 

encounters 
Adventure 

& 
discovery 

Lifestyle, 
culture & 
people 

Hero Experiences
Each experience pillar has a suite of Hero Experiences that reflect the heart and soul of Queensland and 

represent where we have a competitive advantage 

Great Barrier 
Reef 

Islands, 
beaches 
Diving & 

snorkeling 
Sailing 

Natural 
landscapes 

Wildlife 
experiences 
Marine life 

experiences 

Adventure 
experiences 
Dinosaurs & 
fossicking 

Theme parks 
Journeys 

Participation 
events 
Food & 

beverage 
events 

Music events, 
festivals 

Arts & culture 
events 

Spectator 
sports 

Food and 
beverage 

Indigenous 
experiences 

Local 
characters 

City 
experiences 
Outback & 
country life 

Figure 2 – Case 3 
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Queensland key source markets 

Source market Actual 2018 (A$bn) Potential 2025 (A$bn) 

Domestic 16,165.2 22,300.0 

UK and Nordic 515.2 811.4 

Europe 446.8 754.1 

India 151.6 327.6 

Greater China 1,603.9 3,564.1 

Japan 397.5 793.2 

South Korea 249.2 405.7 

Southeast Asia 299.2 494.7 

New Zealand 564.1 973.2 

Americas 538.1 1,009.0 

Events strategy 
The opportunity 

TEQ works collaboratively with government, industry and destination partners to identify, 
attract, develop and promote successful events in Queensland. The inclusion of events into 
an integrated TEQ approach to driving visitor growth and expenditure represents a major 
opportunity for the state – every dollar of event investment can also be seen as a dollar 
invested in experience and destination marketing. Events complement the leisure travel sec
tor and are often the deciding factor to travel, especially outside peak holiday periods, while 
also encouraging greater visitor dispersal throughout regional Queensland. 

The Events Strategy provides a framework to create a sustainable Queensland Events Calendar 
that ensures that government investment is prioritized, events are integrated into both experi
ence and destination marketing initiatives, required economic and social outcomes are met 
and events continue to drive growth to achieve superior results against investment objectives. 

Objectives 

The objectives (set out previously) will be delivered by: 

z	Leveraging the competitive advantage of Tourism and Events Queensland 

z	Strategic partnerships with event and destination stakeholders 

z	Agreement and reliance on a set of event selection metrics that will inform optimal event 
investment 

The Events Strategy is designed to be adaptive and to connect with industry, to inspire growth 
and to maintain currency through time with changing trends, funding and priorities. The 
Events Strategy is subject to existing capacity and capabilities, infrastructure and resources, 
including access, accommodation, transport, public infrastructure, venues and precincts. 
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1. Contribute to the 
Queensland 
economy 

2. Attract visitors to 
Queensland 

3. Enhance the 
profile of 
Queensland 

Grow the value of the 
calendar from $600mn in 
2017 to $1.5bn 

Contribute $1bn in 
overnight visitor 
expenditure 

Generate 5 million direct 
visitor nights 

Attract & secure major 
events to grow the 
Queensland economy & 
support jobs 

Maintain an events 
calendar that is a high 
value sustainable asset for 
Queensland 

Support regional 
Queensland through the 
Queensland Destination 
Events Program (QDEP) 

Corporate 
objectives 

Measures and 
2025 target 

Strategic events 
priorities 

Figure 3 – Case 3 

Its Live! in Queensland 

In addition to promoting the Queensland Events Calendar as a whole, the ‘It’s Live! In 
Queensland’ platform can promote: 

z	Individual events or events within certain clusters or genres 

z	One or more events that might align with or strengthen a particular Queensland hero expe
rience 

z	Events in individual destinations or those at certain times of the year 

TEQ Event Investment Programs TEQ makes cash and value-in-kind investments in and/or 
supports events across three major program groups: 

z	Major event investments – Opportunistic events selected to provide variety and richness to 
the Events Calendar. Major events may be one-off or annually recurring. 

z	Queensland destination events – Currently the greatest in number and unique to its host 
destination, they create enormous value as destination marketing tools and form the plat
form or the foundation of the Events Calendar. 

z	Business events – A collective term referring to corporate and government meetings, incen
tive travel reward programs, association conventions and exhibitions. May be as small as 
15 businesspeople, through to a large international scientific meeting attracting 10,000 
delegates that could involve travel and accommodation for hundreds. 
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Appendix 2 Queensland tourism and events: megatrends 
Megatrends that will shape the future of tourism and events in Queensland. There is evidence 
of some of the big shifts, or ‘megatrends’, that are likely to shape the industry over the coming 
decades, and we can use these to set the context for long-term planning. Research commissioned by 
the Queensland government identified seven megatrends: 

Megatrend Description 

The Orient 
Express 

A natural 
advantage 

Great 
expectations 

Bolts from the 
blue 

Digital 
whispers 

On the move 

The lucky 
country 

The world economy will significantly change over the coming decades. Rapid 
income growth within emerging economies will create new markets and 
new sources of competition. There are major growth opportunities through 
attracting new tourists from the developing Asia region and ensuring that 
Queensland is a differentiated and aspirational destination for domestic and 
international travelers. 

Global biodiversity is decreasing. Natural habitats are disappearing at alarming 
rates, and remaining areas of pristine natural habitats are increasing in value. 
As the world’s population grows and becomes more urbanized, tourists will be 
drawn to nature-based experiences. Queensland’s natural assets will become 
an increasingly important drawcard for locals and visitors alike. 

As incomes grow, people shift their discretionary expenditure toward experi
ences rather than products. Future tourists will seek experiences that are per
sonalized, ‘authentic’ to the destination and its people, involve social interac
tion and create emotional connection. 

Sudden and unexpected events such as extreme weather and infectious dis
ease outbreaks are more likely in a world with a changed climate, antimicrobial 
drug resistance and increased human mobility. When combined with the grow
ing importance of safety perceptions, these events will have both positive and 
negative impacts on Queensland tourism expenditure, depending on where 
they occur in the world and the perceptions potential travelers have regarding 
their impacts. 

In the digital age, models of human communication and decision making are 
changing. Information flows much more rapidly and via more widely distributed 
channels than it did in even the recent past. The perceived credibility of infor
mation sources is also changing. The online world has created new risks and 
opportunities for the tourism sector. 

People are becoming increasingly mobile. Though leisure remains a strong 
motivator for travel, people are traveling further and more frequently for many 
reasons, including trade, business, events, conferences, education and health 
care. Technological advances in the transport sector, particularly aviation, 
will enable the continued rise in mobility as people are able to move greater 
distances faster. 

Queensland and Australia have weathered the financial turbulence of the last 
decade exceptionally well compared to many other countries. However, for 
some travelers, they are expensive destinations. Local tourism operators face 
higher costs than many overseas competitors. 

Source: Hajkowicz et al. (2013) 
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Appendix 3 Tourism and Events Queensland: summary of 
recent performance 

Visitor numbers 

Over a third of all international visitors to Australia visit Queensland during their trip. Interna
tional visitors tend to spend more on their visits than domestic visitors and often visit more 
than one state. During 2018 there were a range of impacts on international visitation to Aus
tralia that were felt in varying degrees by Queensland and the other states, which included 
the effect of domestic economic conditions in European markets and youth unemployment 
in many countries. Positive impacts on visitation included the growth of the Chinese market, 
and a range of world-class sporting and entertainment events also attracted a broad cross 
section of international visitors. 

International visitation to Queensland grew by 4.6% to a record 2.8 million visitors in the year 
ending September 2018. These visitors spent a record $5.9bn in the state, up by 11.5% year 
on year. Queensland’s top five source markets by expenditure were China, New Zealand, the 
UK, Japan and the USA. 

Queensland closed its borders to: 

z	International tourism between March 2020 and January 2022 due to COVID-19 restrictions 

z	Domestic tourism (without a negative COVID test between August 2020 and January 2022) 

0 

0.5 

1 

1.5 

2 

2.5 

3 

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 

International visitors to Queensland 
(Million) 

Figure 4 – Case 3 

Visitors (000) Average stay (days) Average spending (A$) 

Domestic visitors 2018 

Total Australia 102,735 3.6 684
 

Queensland 22,794 4.0 772
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Visitors (000) Average stay (days) Average spending (A$) 

Domestic visitors 2018 

New South Wales 33,633 3.1 607 

Victoria 25,366 2.9 575
 

Other states 24,130 4.0 704
 

Domestic visitors 2021 

Total Australia 87,359 3.8 702 

Queensland 20,758 4.0 785 

New South Wales 30,155 3.4 643 

Victoria 16,611 3.2 533 

Other states 22,037 4.2 762 
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IHG – competing on the 
world stage 

Background 
InterContinental Hotel Group (IHG), marketed as IHG Hotels and Resorts, is a British multinational 
hospitality company headquartered in Windsor, UK. It is listed on the London Stock Exchange and 
the New York Stock Exchange and is also a constituent of the FTSE 100 Index of the UK’s largest 
companies. 

IHG is one of the largest hotel groups in the world by number of rooms, along with competitors 
such as US-based Marriott, Hilton and Wyndham; French-based Accor; and Chinese group Jin Jiang, 
which controls the Radisson Hotel Group, outside North America. It has about 6,000 hotels globally 
and over 900,000 rooms, many of which are in the USA. The vast majority of its hotels are franchises. 

IHG has a series of statements representing their purpose, guiding values, ambition and strategic 
priorities. 

Hospitality is an interesting industry sector in many respects. It is growing rapidly around the world 
and, though there are many individually owned properties or small chains, consolidation is taking 
place so that a small number of large internationally diversified groups have become established. 

Many of the first groups to establish themselves internationally have been from the USA or Europe, 
but in more recent times chains from Asia and elsewhere have established substantial international 
operations. It is also a sector that represents the principal physical manifestation of business and 
leisure travel, because the buildings the hotels occupy are often prominent features of cities, resorts, 
roadside locations and scenic areas. A group such as IHG has a diversified portfolio of brands and 
is represented in over 100 countries across the world. 

DOI: 10.4324/9781003318613-27
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The industry has many of the characteristics often associated with service sectors such as the insep-
arability of production and consumption, the perishability of its product offerings and, at least 
in part, product intangibility. Managers operating in the business also have to deal with interna-
tional currency risks. Revenues and expenditures will often be denominated in different currencies, 
and assets and debts may well be denominated in currencies other than the company’s accounting 
currency. 

Furthermore, the patterns of business activity often give rise to further need for managerial atten-
tion. Volatile levels of business and cash flow are common due to both cyclical patterns of the 
economy and seasonality. Hospitality generally follows, on a lagged basis, the overall economy. 
There is a history of increases and decreases in demand for hotel rooms, in occupancy levels and 
in rates realized by owners of hotels through economic cycles. Variability of results through some 
of the cycles in the past has been more severe due to changes in the supply of hotel rooms in given 
markets or in given categories of hotels. The industry suffered from a severe slowdown during the 
COVID-19 pandemic between 2020 and 2021, with many hotels having to completely close for part 
of the period. 

Supply and demand 
The $360bn worldwide hotel industry has compelling structural growth drivers, underpinned by 
factors including consumers’ inherent desire to travel, population growth and an expanding middle 
class in emerging markets with increasing disposable incomes. Though the pandemic suppressed 
demand during 2020 and 2021, demand has returned rapidly in domestic markets as government 
restrictions were lifted and vaccination rates increased. This demand has predominantly been in 
markets not exposed to cross-border trips and across essential business travel, though discre-
tionary corporate travel and group events have begun to return. Cost remains a significant bar-
rier to building a scale position in the industry, whether due to the investment required to build 
and maintain hotels, to establish a strong loyalty program or to market brands in a competitive 
marketplace. 

The combination of changes in economic conditions and in the supply of hotel rooms can result 
in significant volatility in results for owners, managers and franchisors (and franchisees) of hotel 
properties. The costs of running a hotel are typically more fixed than variable. Because of this, in 
an environment of declining revenues, the rate of decline in earnings will be higher than the rate of 
decline in revenues. Conversely, in an environment of increasing demand and room rates, the rate of 
increase in earnings is typically higher than the rate of increase in revenues. 

For the industry as a whole, it is not yet clear what impact there will be on demand from structural 
changes brought about by the pandemic, such as technology replacing elements of business travel. 
However, this may be offset by a greater use of hotels to facilitate a global shift to increasingly flex-
ible working arrangements. In addition, there is scope for ‘bleisure’ demand, where flexible working 
creates potential for leisure demand to be combined with business stays. It is likely that fluctuating 
COVID-19 restrictions will continue to create a volatile demand environment in the short term. 
However, it is anticipated that the attractive industry fundamentals will be fully restored in the 
longer term. For example, a key US forecast predicts that RevPAR will return to 2019 levels by the 
end of 2023. 

The effects of seasonality are geographically specific. In a diversified portfolio of properties, its 
effects will vary from property to property and from country to country, driven by a number of fac-
tors such as climate, school holidays, cultural and religious festivals, sporting events and changing 
tastes and fashions. Beach resort hotels generally fill during summer months, for example, and city 
business hotels find that activity levels are lower. 
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How IHG competes 

In the highly competitive hospitality industry in which hotel groups operate, trademarks, trade 
names and logos are very important in the successful sales and marketing of accommodation and 
vacation ownership properties and services. The major international chains work assiduously to 
establish their brands and their market positioning, and many subbrands have been formed to tar-
get perceived new segments and their needs. The companies concerned devote sizable revenues to 
promoting and positioning their brands effectively and in protecting their brands from intellectual 
property infringement. 

But not everything is always as it appears in the hospitality industry. The branding can mean differ-
ent things in different circumstances. The branding, or the ‘sign above the door’, can denote that 
the hotel building and the hotel operations are owned and managed by the owner of the brand. 
However, in many cases the position is far more complicated, with the ownership of the building, 
the management of the hotel and the provision of the brand and its values and attributes all being 
carried out by different companies. 

Thus, there is frequently a three-way arrangement that separates the physical asset, its management 
and the brand holder. First, the hotel property may be owned by a commercial landlord or a real 
estate investment trust. Secondly, there are several large hotel management companies (and many 
smaller ones) that manage hotels under the ‘umbrella’ of several brands. These companies (which 
might also act as the property owner) include White Lodging, Highgate Holdings and Aimbridge 
Hospitality, as well as many other companies worldwide. In the business-to-business market in 
which they operate, these companies are well-known, sizeable and powerful companies in their 
own right with which the brand owners have to negotiate, but they are largely unrecognized by 
consumers. 

IHG operates hotels in three different ways – as a franchisor, as a manager and on an owned and 
leased basis. The company focuses on the mainstream, upscale and luxury segments of the hotel 
industry and has a targeted portfolio of 18 brands. The key competitors against which IHG bench-
marks itself, such as Marriott, Hilton, Accor and Wyndham, also have multiple brands with which 
to compete and, like IHG, have been progressively switching to an ‘asset-light’ model of operation. 

Whether the company chooses to franchise or manage hotels on behalf of third-party hotel owners 
depends largely on market maturity, owner preference and, in some cases, the particular brand. In 
mature markets, such as the Americas and Europe, the franchise model is predominant, whereas a 
managed model is typically used in emerging markets such as ‘Greater China’. 

Owing to IHGs asset-light approach, the number of owned and managed leased hotels has dramati-
cally reduced from over 180 hotels 20 years ago to just a handful today. 

The franchise model (which is by far the largest operating model for IHG) allows franchisees to be 
in business for themselves but not by themselves. IHG franchisees can brand their hotel with one of 
IHG’s well-known and popular brands and benefit from a powerful loyalty program and strong reser-
vation system. A comprehensive set of tools such as revenue management and marketing programs 
is also provided by IHG to drive business and new demand. 

IHG’s franchise fee growth is driven by three levers – room growth, RevPAR and royalty fees. The 
franchise agreement is generally a standard contract, with some variation across the world. A sam-
ple contract would normally have a royalty fee of 5% to 6% of room revenue. However, this can vary 
by brand and country. 

The managed model comes into force in situations where third-party owners want their hotel 
managed for them. In these cases, IHG manages the hotel but ownership of the physical building 
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remains with a third-party owner. Typically, the senior management like the general manager and 
the financial controller are IHG employees who have oversight to build a successful team. 

Management contracts can be bespoke but usually include two separate fees: base and incentive. 
The base fee is typically 1% to 3% of a hotel’s total revenue, but the percentage varies by country 
and brand. The incentive fee is a share of profits, which is in place to align IHG’s interests with those 
of the property owner and to reward IHG for running the hotel profitably. 

Since 2003, IHG has completed the sale of almost 200 hotels as part of its move to an asset-light 
business model. In a few instances, the company still owns hotels to drive the growth of its brands 
and expand its presence in key markets. 

As a result of this separation, brand changes are a regular feature of the industry. The changes are 
sometimes simply due to the expiration of the contract or the change of ownership of the building. 
The changes may also be due to the failure to agree after contract negotiations as all parties jostle 
for the most favorable terms. The franchise arrangements permit the branded hotel companies to 
roll out their brands more quickly with far less capital commitment but at the price of losing some 
degree of control over the brand. The franchisee takes most of the financial risk but is able to gain 
access to a respected branded product and the services provided by the brand owner. 

There is intense competition in all areas of the hospitality industry. Competition exists for hotel 
guests, management agreements, franchise agreements and sales of vacation ownership properties. 
The number of branded lodging operators with a global reach and depth of product and offerings is, 
however, limited. Those companies that have a strong customer base, prominent brand recognition, 
strategic property locations and global development capabilities are likely to be most successful. 

Hotel owners choose to work with IHG because they have faith in the company’s brands and there is 
a track record in delivering strong returns. Reasons for continued success in attracting hotel owners 
to IHG brands are multifaceted and complex but include: 

z	The strength of brands – IHG has a portfolio of brands across industry segments, designed to drive 
owner returns 

z	A single loyalty program – IHG has a strong loyalty program, which is common to all of its port-
folio of brands 

z	Digital advantage – IHG has invested in a cloud-based ‘IHG Concerto’ platform, including a guest 
reservation system, to better connect with guests and owners. 

z	Investment in hotel life cycle management and operations – Investment in technology, systems 
and processes has taken place to support performance, increase efficiencies and drive returns for 
IHG owners. 

z	Procurement – IHG uses its scale to reduce costs for owners, with procurement programs for 
hotel goods, services and construction. 

z	Sustainability tools and expertise – IHG has developed tools, training and programs to support 
hotels and provide better data and insights to enable them to reduce their energy, waste and 
water consumption. 

z	Global sales organization – IHG has developed a global sales structure to drive higher quality and 
achieve revenue at lower cost for hotels. 

Guests are increasingly expressing a desire to travel more sustainably, and those companies embrac-
ing and responding to this shift in consumer sentiment are likely to be most successful. A recent 
study by the WTTC found that nearly 60% of travelers have chosen sustainable options within the 
past few years. 
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As environmental concerns continue to grow, guests are likely to be more selective in choosing com-
panies that prioritize environmentally sustainable practices. With stakeholders increasingly expect-
ing businesses to operate and grow responsibly, the onus is on travel companies to respond to 
shifting stakeholder values and expectations and drive positive change through their products and 
experiences. This ambition presents serious challenges to implement given the proliferation of the 
asset-light model across the industry and will require branded players to work with hotel owners of 
assets to drive positive change. 

The advent of Airbnb has led to profound changes in the lodging market by creating a ‘born global’ 
competitor that utilizes technology efficiently in providing a new marketplace for rental rooms. By 
keeping hotel rates in check and making additional rooms available during peak periods when hotel 
rooms often sell out and rates increase, a serious competitor to hotel rooms has quickly emerged. 
Hotels have traditionally earned their largest margins when rooms are scarce and customers are 
forced to pay higher rates (Gerdeman, 2018). 

Airbnb describes itself as ‘a trusted community marketplace for people to list, discover, and book 
unique accommodations around the world – online or from a mobile phone’ (www.Airbnb.com). 
The marketplace was founded in 2008 and has at least doubled in total transaction volume during 
every subsequent year. It has created a market for a previously rare transaction: the short-term 
rental of an apartment or room to strangers. In the past, these transactions were not commonly 
handled by single individuals because there were large costs to finding a match, securely exchanging 
money and ensuring safety. Though Airbnb is not the only company serving this market, it is the 
dominant platform (Farronato and Fradkin, 2018). 

The global hotel industry appears to provide good continuing investment opportunities. Currently 
the industry consists of approximately 18 million rooms, of which about 54% are in branded prop-
erties, and the branded proportion is continuing to rise. Broadly, the growth of the industry has been 
in line with gross domestic product growth, and this trend is expected to continue with an average 
of about 2.6% per year but with large regional variations. 

In the USA (the world’s largest market), lodging demand, as measured by number of booked hotel 
rooms, has improved with the economic recovery in recent years; in contrast, over the last few years, 
US lodging industry capacity has grown at a rate well below its long-term average of 2.0%. This 
positive imbalance between demand and supply growth has contributed to a RevPAR growth in the 
USA over the last few years. The COVID-19 pandemic interrupted this pattern, at least temporarily, 
but projections indicate that this rate of growth will continue for the next few years. 

The broader global macroeconomic climate also appears positive, which will continue to drive lon-
ger-term growth in the lodging sector, but periodic regional economic and political difficulties will 
make the growth spatially uneven. In particular, a growing middle class, which the OECD expects 
will grow from approximately 2 to 5 billion people by 2030, will exhibit the desire and have the 
resources to travel both within their home regions and elsewhere, which will support growth in 
global tourism. The UNWTO projects that global tourism will grow on average between 3% and 4% 
annually through to 2030. 

Human resources 
As a company working in hotels and offices in more than 100 countries in multiple time zones, 
employees represent multiple nationalities and many cultures, religions, races, sexualities, abilities, 
backgrounds and beliefs. 

IHG aims to foster ‘freedom to be yourself ’ among its employees, because giving space to a rich vari-
ety of backgrounds, experiences and perspectives sparks the innovation and ideas that IHG needs to 

https://www.Airbnb.com
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succeed as a global business. Creating a diverse and inclusive culture is valued by guests and hotel 
owners and is embodied in the company’s stated purpose to provide ‘True Hospitality for Good’. 
Thus, it is viewed as being central to how the company views itself and is viewed by others – ‘who 
we are’ – to fostering teamwork – ‘how we work together’ – and, ultimately, to providing business 
success – ‘how to grow our business’. 

Its importance is reflected in ‘caring for our people, communities and planet’, one of ILG’s four 
stated strategic priorities, and is supported by its ‘Journey to Tomorrow’ 2030 action plan. The plan 
has four themes relating to the business’s culture: to drive gender balance and a doubling of under-
represented groups across ILG’s leadership; to cultivate an inclusive culture for ILG colleagues, 
owners and suppliers; to support all colleagues to prioritize their well-being and the well-being of 
others; and to drive respect for and advance human rights. 

Financial performance 
IHG’s financial performance has been severely affected by the COVID-19 pandemic, but the com-
pany’s strong balance sheet and geographic and brand diversity have enabled it to ‘weather the 
storm’ and emerge in a strong competitive position. A 5-year income statement and balance sheet 
for IHG is shown in Appendix 2. 

Appendix 1 IHG: purpose, values, ambitions and strategic priorities 

Our purpose: True Hospitality for Good 

Simple but powerful, our purpose of ‘True Hospitality for Good’ inspires and informs 
everything we do – shaping our culture, bringing our brands to life and representing a 
commitment to make a difference to our guests, colleagues, owners and communities, 
and to protecting the world around us. 

Acting with purpose in this way allows us to embrace opportunities to effect positive 
change so that True Hospitality for Good can be felt in different ways. It can be mak
ing connections that bring loved ones together, creating a feeling of belonging for 
our colleagues as they develop their careers at IHG, providing people in thousands 
of our communities with the skills to get ahead in the world of work through our IHG 
Academy or helping our hotels deliver sustainable solutions to preserve their beautiful 
surroundings. 

www.IHGPlc.com 

Our guiding values 

z	Do the right thing 

z	Show we care 

z	Aim higher 

z	Celebrate difference 

z	Work better together 

Our colleagues are supported by a set of values that are important to both IHG and our 
guests. As we work together as one team with our stakeholders, these collective values 

https://www.IHGPlc.com
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provide a shared sense of purpose that guide everything we do, from how we support 
and recognise our people to how we grow our business and work with our owners and 
communities. 

www.IHGPlc.com 

Our ambition 

To deliver industry leading growth in our scale, enterprise platform and performance, doing 
so sustainably for all stakeholders, including our hotel owners, guests, and society as a whole. 

Our strategic priorities 

z	Customers: Being customer centric in all we do 

z	Strengthening the bond between IHG master brand and individual brands 

z	Transformation IHG Rewards scheme delivering key improvements 

z	Lowering costs and delivering efficiencies for owners 

z	Brands: Building loved and trusted brands 

z	18 hotel brands – One loyalty program 

z	Luxury and lifestyle – 13% of rooms and 20% of pipeline 

z	Premium – 4 brands tailored to target upscale market segments 

z	Essentials – 3 brands – driving growth at scale 

z	Suites – An expanding portfolio with notable growth potential 

z	Digital – Creating digital advantage 

z	Innovating technology and distribution platforms 

z	Care: Caring for our people, communities and planet 

z	Our people – Champion a diverse culture 

z	Communities – Improving lives of 30 million people around the world 

z	Carbon and energy – Reduce in line with climate science 

z	Waste – Pioneer transformation to minimal waste hospitality industry 

z	Water – Conserve water and help secure water access in areas of greatest risk 

Source: ILG Investor Presentation, 21 February 2023, www.IHGPlc.com 

https://www.IHGPlc.com
https://www.IHGPlc.com
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Appendix 2 IHG: income statement and balance sheet 

Income statement 31/12/2022 31/12/2021 31/12/2020 31/12/2019 31/12/2018 

  $ (mn) $ (mn) $ (mn) $ (mn) $ (mn) 

Revenue 3,892 2,907 2,394 4,627 4,337 

Operating profit/(loss) 687 502 −139 633 583 

Net interest −96 −139 −140 −115 −96 

Profit before tax 540 361 −280 545 482 

Profit after tax 376 265 −260 386 350 

Earnings per share  

Adjusted 282.30¢ 147.00¢ 31.30¢ 303.30¢ 293.20¢ 

Dividend per share $1.38 $0.86 $0.00 $0.00 $3.52 

Balance sheet: 31/12/2022 31/12/2021 31/12/2020 31/12/2019 31/12/2018 

  $ (mn) $ (mn) $ (mn) $ (mn) $ (mn) 

Assets 

Non-current assets 

Property, plant and 437 411 504 799 786 
equipment 

Intangible assets 1,144 1,195 1,293 1,376 1,143 

Investment properties n/a n/a n/a n/a n/a 

Investments 36 77 81 110 104 

Other financial assets 163 173 168 284 267 

Other non-current 758 794 750 690 419 
assets 

  2,538 2,650 2,796 3,259 2,719 

Current assets 

Inventories 4 4 5 6 5 

Trade and other  662 575 514 685 637 
receivables 

Cash at bank and in 976 1,450 1,675 195 704 
hand 

Current asset  n/a n/a n/a n/a n/a 
investments 

Other current assets 36 37 49 49 27 

  1,678 2,066 2,243 916 1,373 

Total assets 4,216 4,716 5,039 4,194 4,092 
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Income statement 31/12/2022 31/12/2021 31/12/2020 31/12/2019 31/12/2018 

Liabilities 

Current liabilities 

Borrowings 81 327 903 152 159 

Other current liabilities 1,463 1,297 964 1,213 1,248 

  1,544 1,624 1,867 1,365 1,407 

Non-current liabilities   

Borrowings 2,742 2,937 3,314 2,673 2,525 

Provisions 121 134 139 140 141 

Other non-current 1,417 1,495 1,568 1,481 1,150 
liabilities 

  4,280 4,566 5,021 4,272 3,816 

Total liabilities 5,824 6,190 6,888 5,681 5,223 

Net assets −1,608 −1,474 −1,849 −1,465 −1,131 

Capital and reserves 

Share capital: 137 154 −1,857 −1,473 −1,139 

Other reserves −2,359 −2,539 n/a n/a n/a 

Retained earnings 607 904 n/a n/a n/a 

Minority interests/other 7 7 8 8 8 
equity 

Total equity −1,608 −1,474 −1,849 −1,465 −1,131 

Appendix 3 IHG: scope of operations 

IHG regional breakdown 

Americas Europe, Middle East, Greater China Global 
Asia-Pacific & Africa 

Open hotels 4,356 1,169 639 6,164 

Open rooms 515,496 229,664 166,467 911,627 

Pipeline hotels 954 434 471 1,859 

Pipeline rooms 100,319 83,410 97,739 281,648 
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HG Portfolio of Brands 

IHG brands 

Masterbrand and loyalty 

IHG Hotels and Resorts IHG One Rewards 

Luxury and lifestyle 

Six Senses Regent InterContinental Vignette Kimpton Hotel Indigo 

19 open 9 open 207 open 3 open 78 open 143 open 

38 pipeline 10 pipeline 90 pipeline 7 pipeline 41 pipeline 119 pipeline 

Premium 

Voco 
 Hualuxe Crowne Plaza Even Hotels
 

45 open 
 21 open 403 open 22 open
 

39 pipeline 
 21 pipeline 111 pipeline 31 pipeline
 

Essentials 

Holiday Inn Express 
 Holiday Inn Avid
 

3,171 open 
 1,239 open 59 open
 

637 pipeline 
 238 pipeline 145 pipeline
 

Suites 

Atwell Suites 
 Staybridge Suites Holiday Inn Club Candlewood Suites
 
Vacations 2 open 
 314 open 368 open
 
28 open30 pipeline 
 162 pipeline 124 pipeline
 

1 pipeline 

Exclusive partners 

Iberostar 

33 open 

15 pipeline 

Total gross revenue in IHG’s system (US$bn) 

2022 2021 

Candlewood Suites 0.7 0.7 

Crowne Plaza 2.3 1.8 

Even Hotels 0.1 0.0 

Holiday Inn 4.0 2.8 

Holiday Inn Express 6.5 4.2 

Hotel Indigo 0.4 0.3 

Hualuxe 0.1 0.1 
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Total gross revenue in IHG’s system (US$bn) 

2022 2021 

InterContinental 2.7 2.0 

Kimpton 0.7 0.4 

Staybridge Suites 1.0 0.7 

Other 0.9 0.5 

Total 19.4 13.5 
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Appendix 4 Selected hotel groups: portfolio of hotels

Hotel group Owned
and
leased 

Owned
and
leased 

Owned
and
leased 

Managed Managed Managed Franchised Franchised Franchised Total Total Total 

2013 2017 2021 2013 2017 2021 2013 2017 2021 2013 2017 2021 

IHG 10 8 9 658 907 939 3,954 4,433 5,216 4,622 5,348 6,164 

(UK)

Wyndham 2 2 0 45 116 179 7,290 8,304 8771 7,337 8,422 8,950 
(USA)

Accor 1,324 1,081 117 986 1,172 2,343 770 2,030 2,838 3,080 4,283 5,298 
(France)

Marriott 43 84 166 1,015 1,959 1,943 2,645 4,432 5,880 3,703 6,475 7,989 
(USA) 

– 

Starwood* 48  – – 559  – – 548  – 1,155  – – 


(USA)


Hilton 156 73 54 530 656 745 3,394 4,555 6,038 4,080 5,284 6,837
 

(USA)


Total 1,583 1,248 346 3,793 4,810 6,149 18,601 23,754 28,743 23,977 29,812 35,238 

*Starwood was acquired by Marriott in September 2016.

Key brands:

z	Wyndham – Luxury/Upscale: Wyndham, Wyndham Grand; Midscale: La Quinta, Ramada; Economy: Days Inn, Howard Johnson; Suites: Hawthorn.
 

z	Accor – Luxury/Upscale: Raffles, Fairmont, Sofitel, Movenpick; Midscale: Mercure, Novotel; Economy: Ibis, Ibis Budget.


z	Marriott – Luxury/Upscale: JW Marriott, Ritz Carlton, St Regis, W; Midscale: Marriott; Le Meridien, Renaissance, Westin, Sheraton; Economy: Courtyard, Moxy; 

Suites: Residence Inn, TownePlace.

z	Hilton – Luxury/Upscale: Waldorf Astoria, Conrad, Hilton; Midscale: DoubleTree, Hilton Garden Inn; Economy: Hampton; Suites: Embassy, Homewood. 
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5 
RX – strategic issues 
for a leading events 
management company 

Background 
‘Events management’ is an all-encompassing term that covers a multitude of activities and subdivi-
sions ranging from wedding planning to international festivals. The events that are organized differ 
in a number of ways. 

The scale of events ranges from small local events to globally important events such as the Olympics 
and the World Cup. Events also differ in their target audiences in that some are clearly targeted to 
consumers (B2C), whereas others are targeted at other businesses (B2B). In most cases, though the 
event itself may have a very high profile, the organizations that organize the events are generally in 
the background and have a much lower public profile. Some events are organized in a regular cycle, 
such as every year, or, in the case of the Olympic Games or the World Cup, given their enormous 
scale, every 4 years. Other events are one-off events such as a concert by a particular artist at a 
particular venue. 

There is a continuum of events in relation to their finances. Some are financed by local or national 
government and are viewed as a service that can be subsidized, whereas others are run as ‘not-for-
profit’ ventures, often by PPPs, but do not receive a public subsidy. Other events are organized in a 
purely commercial way, with the company that manages the process expecting to do so in a way that 
is profitable for its shareholders. 

Given the number and diversity of events and festivals being organized and managed and the sheer 
scale of the activities involved, it is not surprising that the industry that has grown up to provide 
these services remains highly fragmented. It is also the case that the overall events and festivals 

DOI: 10.4324/9781003318613-28
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sector is often broken down into various segments and that companies are often highly special-
ized in the type of events they manage, the customers they target and the specialist services they 
provide. 

One such segment is the meetings, incentive travel, conventions and exhibitions segment, often 
referred to by the acronym MICE. The MICE set of events has been recognized as a significant 
events market segment over the past few decades. The segment is multifaceted in that it brings 
together hospitality services, including lodging, food and beverage, catering, convention service, 
convention facility supply, transportation, tourism, retail and entertainment and, consequently, 
often represents an economic driver of great importance for the local economy of a destination. 
Many destinations have developed large-scale facilities to cater for this segment. Convention 
centers, large-scale exhibition spaces and meeting resources have been developed in many cities 
around the world. 

MICE activity is essentially urban in its focus because it requires ease of access, a nucleus of facilities 
and ancillary attractions and hospitality capacity. Some destinations, such as London, Dubai, Singa-
pore, New York and Hong Kong, derive enormous revenues from attracting MICE tourism activity 
with delegates drawn by their status as major world cities. Others, such as Las Vegas and Macau, 
have built their MICE activity as an adjunct to gambling and utilizing the extensive hospitality 
resources developed in these cities. Other cities, such as Frankfurt and Geneva, as well-positioned 
trading cities, have ancient trade fairs that long predate the use of the MICE terminology. Resorts 
such as Davos in Switzerland, Australia’s Gold Coast, the Indonesian island of Bali and Miami, 
Florida, have also targeted MICE activities because they represent highly attractive destinations for 
visitors, who provide a means of filling their large hospitality facilities during ‘off-peak’ and ‘shoul-
der’ seasons. 

Companies have emerged to organize and manage much MICE activity. The industry is highly frag-
mented, with many local and regional companies operating, and many companies have particular 
specialisms such as meetings or exhibitions or a concentration on particular industry sectors such 
as health care or automotive. Notwithstanding the industry fragmentation that exists, there is very 
keen competition for organizing MICE events. Several large, diversified companies have emerged, 
and the major international hotel groups often commit large resources to developing these activities 
centered on their hotel properties and associated banqueting and convention spaces. 

The scale of MICE activity is vast and growing quickly. One estimate valued the size of the indus-
try at US$215bn in 2020 and forecasted growth to reach US$1,337bn by 2028 (AMR, 2022). The 
MICE industry is complex, consisting of participants, exhibitors, planners, sponsors, visitor and 
convention bureaus and venues. However, the COVID-19 outbreak severely restricted the global 
MICE industry during 2020 and 2021, mainly owing to the unprecedented lockdowns, restrictions 
of social gatherings and meetings, travel restrictions and social distancing measures to curb the 
spread of coronavirus. The majority of MICE events and destination venues were closed during the 
pandemic owing to the complete lockdown in many countries worldwide. The growing popularity 
of online MICE events, conducted on video conferencing platforms such as Zoom and Google Meet, 
had a profound impact on the industry, leading some to question the cost-effectiveness of face-to-
face meetings. 

This is a multifaceted business, in which convention and exhibition centers, specialized facilities, 
tourism, trading partners and distribution operate systematically in generating revenue. MICE activ-
ities are generally recognized as a high value-adding business opportunities worldwide, and many 
countries and cities are committed to strengthening and enhancing the infrastructure to accommo-
date internationally renowned events. 
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Exhibitions 
Exhibitions are a large constituent part of MICE events, though many of them go relatively unno-
ticed by the general public because many are B2B events. The exhibitions vary considerably in their 
scale and focus, with many concentrating on very specialized industry sectors and subsectors. It is 
also sometimes difficult to disaggregate exhibitions from other MICE activity because many other 
activities such as meetings, conventions and conferences cluster around the exhibitions and del-
egates often benefit from incentive travel opportunities provided by their organizations. 

A number of specialized companies have formed to organize and manage exhibitions around the 
world, and though there are many ‘one-off’ events, the companies and their partners have tried to 
create recognized exhibition brands in their chosen specialisms, the formats of which are repeated 
in subsequent years and ‘cloned’ and adapted to serve different geographical markets. Some of the 
companies that specialize in these events have long histories, whereas others are of much more 
recent origin. The trade fairs (messe) were established in large Continental European cities, particu-
larly in Germany (such as Frankfurt, Munich and Hannover) in medieval times. 

The global exhibitions have seen robust growth in recent years, after several years affected by the 
world economic downturn, expanding by about 5% per year prior to the COVID-19 pandemic. 
A particularly important constituent of this growth is likely to come from the emerging markets, 
and China has cemented itself in second place, with the rapid emergence of the Gulf Region also 
continuing to drive global growth. In addition to these countries, ‘tier 2’ emerging markets such 
as Indonesia and Malaysia are seeing heightened mergers and acquisitions and launch activity. The 
large international organizers are expanding into these countries as they continue to rebalance their 
portfolios to emerging markets. Substantial growth in mature markets is more difficult to achieve, 
but compelling offerings, including digital, can drive show value and provide additional revenue 
opportunities for organizers. 

Apart from its solid growth prospects, the exhibitions sector remains highly attractive for many other 
reasons: events can be highly profitable; they have excellent cash flow characteristics, with stand space 
deposits often paid a year in advance; and there is a high degree of revenue integrity, with exhibi-
tor renewal rates typically in the 65% to 85% range. Furthermore, the exhibitions market remains 
fragmented and still offers considerable opportunities for consolidation. The $950mn acquisition of 
a large American events management company illustrates the attractiveness of the exhibitions sector 
for investors. Nielsen Expositions, which had grown from a US publishing business (Miller Free-
man). was acquired by Onex, a Canadian private equity investor. in 2013 and subsequently changed 
its name to Emerald Expositions. The subsequent acquisition of another US exhibition organizer 
(GLM) propelled Emerald to the position of the leading trade exposition organizer in the USA. 

There are, however, significant differences between the world’s most attractive exhibition markets and 
the requirements of the industry sectors on which the events focus. Thus, though organizers are try-
ing to create branded concepts that can be replicated in various parts of the world, they nevertheless 
have to try to understand the local market dynamics and make relevant adaptations to their products 
accordingly. Local knowledge, expertise and contacts are hard to acquire, and though the industry is 
not heavily regulated, it is common for local partners to become involved. These partnerships may take 
the form of a joint venture but may also involve looser arrangements such as contractual agreements 
with local organizations such as venue owners; travel, hospitality and marketing companies; and trade 
associations. In doing so, event organizers are able to reduce risks by acquiring local expertise and 
knowledge, sharing marketing activities and having specialized support at the particular location. 

Furthermore, an increasingly important part of the exhibition market is the digital interface that 
occurs between exhibitors, buyers and intermediaries prior to the event, during the event and after 
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the event. These ‘digital platforms’ allow connections to be made, partnerships and alliances to be 
formed, a deeper understanding of products to be gained and price and product comparisons to be 
made. Generally, these digital platforms are an adjunct to the exhibition and related events, but in 
a small (but rapidly growing) number of cases, ‘virtual exhibitions’ have been held, thereby avoid-
ing the costs and logistical effort of organizing a physical exhibition involving all parties meeting in 
one place at a specified time. This is likely to be a growing trend in the industry, though those with 
vested interests such as hotel operators, destination organizations, venue owners, travel compa-
nies and exhibition organizers are all involved in stressing the advantages of face-to-face meetings, 
which they claim are more effective in generating results. 

Increasingly, event organizers are deploying extensive resources in developing and maintaining 
their digital platforms and making them part of their positioning relative to competitor offerings. 
Organizers who have developed digital platforms stress the quality, networking opportunities and 
business facilitation offered by their particular digital platforms and point to the inability of smaller 
organizers to provide similar coverage. 

RELX Group 
RELX Group (previously Reed Elsevier) is a major international business publisher and business 
services provider based in the UK and the Netherlands with offices and operations worldwide. 

Reed Elsevier came into being in autumn 1992 as the result of a merger between Reed International, 
a British trade book and magazine publisher, and the Dutch science publisher Elsevier. In 2015 the 
company changed its name to RELX Group (pronounced Relex), with its shares listed in London 
(where it is a constituent of the FTSE 100 index of largest companies), New York and Amsterdam. 

RX – origins and growth 
RELX’s exhibitions business is called RX, formerly Reed Exhibitions, and is one of the world’s 
largest exhibition companies, running 400 events in 22 countries, though in a diverse, segmented 
industry, this claim is difficult to verify. Undeniably, it certainly is a very large event organizer and 
a market leader in its primary segment. RX is a global business, headquartered in London, and has 
further principal offices in Paris, Vienna, Moscow, Norwalk (Connecticut), Mexico City, São Paulo, 
Abu Dhabi, Beijing, Tokyo and Sydney. RX has 4,000 employees worldwide, and its portfolio of 
events serves 43 industry sectors. 

The origins of Reed Exhibitions can be traced back to 1966 when a British publishing company, IPC, 
purchased a stake in the US company Cahners Publishing, which also had a portfolio of exhibitions 
that it organized. IPC was acquired by Reed International in 1970, and over the next 15 years, Reed 
and Cahners continued to grow their exhibition business in the USA, Asia and Europe through 
acquisitions and mergers, becoming Reed Exhibition Companies in 1986. 

With the purchase of Miller Freeman Europe (a US publisher with a European exhibition business) 
in 2000, Reed Exhibitions became the world’s largest exhibition organizer. In the decades since, there 
has been a strategic shift in emphasis toward the growth markets of China, Latin America and the 
Middle East, fueled by joint venture partnerships and the leveraging of market-leading Reed brands. 

Reed’s first major presence in China (Reed Huayin) was established in 2003, followed by Reed Sino-
pharm in 2005 and Reed Huabo in 2007. In 2007, Reed also acquired Alcantara Machado in Brazil, 
making it the number one organizer in Latin America. 

RX is a global market leader in a fragmented industry, holding less than a 10% global market 
share. A powerful enlarged competitor emerged during 2018 as two other international exhibition 
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organizers combined their activities as UBM was acquired by informa (which also includes the Tay-
lor & Francis publishing business including the Routledge imprint), both of which are based in the 
UK. US-based Emerald and some of the larger German and Swiss messe, including Frankfurt, Düs-
seldorf, Cologne, Hannover, Munich and Basel, are also important competitors. Competition also 
comes from industry trade associations, convention center and exhibition hall owners and hospital-
ity operators utilizing their function room spaces. 

RX also has to compete in other ways. As a division of a large, diversified corporation, it has to com-
pete with other parts of the business for investment and in the allocation of resources. It also has to 
consider the efficiency of its internal processes to ensure that it delivers in a value-for-money way, 
carrying out those tasks where it is important to have direct control but outsourcing and partnering 
where it is sensible and cost-effective to do so. The relevant balance will be different in each case and 
according to environmental circumstances and is likely to change over time as more experience is 
gained and learning is acquired by other parties. RX operates in many countries and in many sectors, 
but the company must continually monitor the relative performance of both sectors and countries 
to focus its activities appropriately. 

RX – business model, competition and strategy 
RX’s stated strategic goal is to ‘leverage industry expertise, large data sets and technology to enable 
customers to build their businesses by connecting face-to-face and digitally. This enables innovation 
and generates billions of dollars of revenues for the economic development of local markets and 
national economies around the world’ (RELX, 2022). 

The primary focus of Reed Exhibitions’ activities is on B2B events, although it also runs a small 
number of consumer events and, consequently, the organization is not widely recognized by con-
sumers. However, that is not to say that brands are unimportant, for it has acquired, developed 
and grown a number of strong market leading brands in its chosen B2B segments. The year 2022 
represented a year of recovery for RX as it ran 254 face-to-face events in 22 countries (215 events 
in 2021), with the revenue performance of events relative to pre-COVID equivalents improving 
through the year, and a number of events trading above prepandemic levels. By the end of the year, 
RX was able to operate without disruption in almost all geographies. 

RX also continues to focus on technology through growth in the number of digital products and 
their usage by customers. As face-to-face revenues recovered, digital products also grew strongly. 
The industry also has significant ‘multiplier’ effects in that it helps generate billions of dollars of 
business activity (for exhibitors), facilitates entry into new markets and boosts the local economies 
where the events are hosted. 

The substantial majority of RX’s revenues are from sales of exhibition space, with the balance being 
derived from other sources, which include conference fees, online and offline advertising, sponsor-
ship fees and (for some events) admission charges. Exhibition space is sold directly or through local 
agents where applicable. RX often works in collaboration with trade associations, which use the 
events to promote access for members to domestic and export markets, and with governments, for 
whom events can provide important support to stimulate foreign investment and promote regional 
and national enterprise. 

Increasingly, part of the business proposition is to offer visitors and exhibitors the opportunity to 
interact before and after the event through the use of online tools such as directories and matchmak-
ing. In other parts of the RELX group, there has been transformational and rapid shift to electronic 
revenue generation. This has been far less pronounced in the Exhibitions division. Nevertheless, 
electronic revenues have more than doubled from their 2013 levels. It is likely that there will be 
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some shift toward electronic revenue generation in future years, and its central role in supporting 
face-to-face activity will become more important. New and enhanced tools are likely to be developed. 

Growth in the exhibitions market is influenced by both B2B marketing spend and business invest-
ment. Historically, these have been driven by levels of corporate profitability, which in turn has 
followed overall growth in gross domestic product. Emerging markets and higher growth sectors 
provide additional opportunities for RX. Because some events are held other than annually, growth 
in any one year is affected by the cycle of nonannual exhibitions. 

Like most companies in its field, RX specializes in particular industry sectors where it can leverage 
its market knowledge, experience, marketing expertise, established networks and financial strength. 
RX organizes influential events in key markets focused on addressing the needs of the industry, 
where participants from around the world meet face to face to do business, to network and to learn. 
Its events encompass a wide range of sectors. They include construction, cosmetics, electronics, 
energy and alternative energy, engineering, entertainment, gifts and jewelry, health care, hospitality, 
interior design, logistics, manufacturing, media, pharmaceuticals, real estate, recreation, security 
and safety and transport and travel. 

At an operational level, RX clearly has proven, geographically dispersed expertise in envisaging, 
designing, planning and delivering large-scale exhibition events. The strategic priorities of RX 
reflect broader concerns. A business such as Reed Exhibitions has to respond to investors’ demands 
relating to growth and delivering attractive rates of return. In doing this, the company must be con-
cerned with the ‘one-off’ nature of the underlying business and differential growth rates in various 
sectors and geographical localities. 

Many events are one-off events that are successfully delivered and then the organizing company 
moves on to the next event. The company has to develop consistent returns, though. To counteract 
the one-off nature of this industry, the company has built up some strong B2B exhibition brands in 
certain sectors that have become well established and generally run annually or biannually. 

Consequently, in considering its strategy, RX needs to focus on a number of aspects. These include 
how the company can build and develop successful exhibition propositions, responding to customer 
needs and market conditions, which methods of development should be utilized and which markets 
should be targeted. At the same time, the company has to be driven by deploying its resources effec-
tively and in a highly competitive, fragmented and cost-sensitive sector, ensuring that cost-effective 
operational delivery can be achieved with appropriate quality assurance. 

In delivering its strategic priorities, Reed Exhibitions tries to deliver a platform for industry com-
munities to conduct business, to network and to learn through a range of market-leading events in 
growth sectors, especially in higher growth geographies, enabling exhibitors to target and reach new 
customers quickly and cost-effectively. The company believes that organic growth is an important 
part of its development because its product portfolio (existing and potential) is strong, is capable of 
further penetration in its existing markets and can be adapted to access new market opportunities. 

Growth in this industry is difficult to achieve. The industry is highly susceptible to changes in the 
local economy and, in a fragmented industry with relatively low entry barriers, many companies are 
jostling for competitive advantage. Furthermore, as with most service sectors, there is a focus on the 
quality of the customer experience. However, there are human resource issues that managers have 
to address. Events are delivered by a workforce that is dispersed, under pressure to deliver results 
to tight schedules and includes many part-time employees, employees working for independent 
suppliers and, in some cases, volunteers. There is also a large supply chain of direct suppliers to the 
event such as lighting and sound suppliers, printers and caterers and indirect suppliers such hotels, 
restaurants and transportation. 
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For a company such as RX to compete effectively, it must leverage the advantages it derives from 
being large and well established and having a record of product innovation. Thus, a number of 
aspects regarding the way in which the company operates are likely to be crucial to future strate-
gic growth prospects. These aspects might include continuing to generate greater customer value 
through the intelligent application of customer knowledge, developing a pipeline of new or ‘cloned’ 
events and building and maintaining the technology platforms to ensure the rapid deployment of 
innovation and best practice. In addition, RX is shaping its portfolio through a combination of 
strategic partnerships and acquisitions in high-growth sectors and geographies. At the same time, 
strategic withdrawal will be considered by the company in markets and industry sectors with lower 
long-term growth prospects. 

RX makes selective acquisitions to enter or increase presence in attractive sectors with high growth 
potential. During 2022, for example, RX acquired Big Data London to access the high-growth mar-
ket in data and analytics and secured the rights to produce the E3 show, strengthening its position in 
the attractive gaming and interactive entertainment market. Similarly, RX made selective launches 
to enter new attractive sectors (e.g., Femtech, Tokyo) or extend successful value propositions into 
new markets (such as INTERPHEX pharma and Biotech into Korea) or additional calendar slots for 
existing events. 

RX continues to seek organic growth through launches that are tightly focused on industries and 
geographies that are well placed for long-term growth. The focus is on three main areas that posi-
tion it for long-term success: 

Digital initiatives: Digital tools and platforms have been widely deployed and enhanced to increase 
the value from face-to-face events. 

Operational efficiency: A leaner and more flexible structure is in place that is better able to respond 
to changing circumstances and customer needs. This new structure, RX’s global technology plat-
forms and more specialist functions allow RX to accelerate revenue growth, while controlling costs 
and embedding sustainability throughout the organization. It also enables a faster and more agile 
deployment of digital products, new events and process innovation. 

Portfolio optimization: Furthermore, through a combination of new launches, strategic partnerships 
and selective acquisitions in faster growing sectors and geographies, RX is seeking to optimize its 
portfolio of products. 

RX – travel events 
One sector in which Reed had developed particular expertise is the international travel industry, 
and the sector accounts for about 8% of the Exhibition division’s revenues. Though the industry is 
clearly of massive proportions and has grown enormously (and will continue to do so), it is some-
what difficult to identify, define and communicate with. However, the expos that RX has developed 
enable diverse suppliers, buyers and those with an interest in the industry to be brought together 
in one place and at one time and for business negotiations and transactions to be carried out. The 
development of relevant and targeted electronic platforms supplements the face-to-face acuity with 
resources deployed in developing, maintaining and updating a series of dedicated websites, industry 
blogs, Twitter feeds and Facebook pages. 

In the travel sector, RX has developed a number of leading brands, the formats of which it is increas-
ingly ‘cloning’ and replicating, albeit in locally adapted ways for different geographical regions. 
The World Travel Market, for example is a well-established global event held annually in London 
since 1980 that has achieved strong brand recognition. The global brand strength has been utilized 
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to produce regionally focused events in strong emerging regional markets. Similarly, EIBTM (the 
global meetings and events expo) and ILTM (International Luxury Travel Market) were acquired by 
RX in 1998 and 2005, respectively. EIBTM and ILTM are long-established leading global expos in 
their fields with annual events in Barcelona, Spain, and Cannes on the French Riviera. Subsequently, 
both events have been progressively cloned to encompass new geographies, though this has hap-
pened systematically so that Reed does not overstretch its resources, can learn from its experiences 
elsewhere and can ensure that existing successful events are not ‘cannibalized’. 

Though there has been much discussion and some development of electronic meetings, virtual 
exhibitions and other electronic communications, face-to-face expos remain highly relevant and 
popular in the global travel industry. Perhaps this is partly driven by the nature of the underlying 
product ‘travel’ and the propensity of industry professionals to gather together in one place, but the 
importance of such gatherings seems to be replicated in other sectors. 

The travel events are often viewed by leading professionals as ‘must attend’ events, allowing exhibi-
tors and visitors to achieve a number of objectives such as enhancing brand awareness, directly 
meeting relevant trade colleagues, education, media exposure, networking and competitor monitor-
ing. In addition, crucially, the expos allow for commercial transactions to be initiated, discussed and, 
in some cases, concluded while at the event, allowing delegates to be able to demonstrate a return 
on investment for their involvement. 

There is, however, an increasing focus on customer value, and in travel, as in other sectors, RX has 
to work hard on constant product evaluation and enhancements to its offerings. The ways in which 
a product might be enhanced include enhancing the face-to-face format, adding value through tech-
nology and extending community reach. 

Innovation at large exhibitions includes clearly brokered relationships offering a customized experi-
ence and the arrangement of prescheduled meetings of exhibitors and buyers whereby both parties 
identify whom they want to meet. Formats have evolved further over the past few years with the 
development of so-called table-top summits for focused markets in which exhibitors purchase a 
table and receive a diary of prescheduled meetings with buyers. The benefits of table-top summits 
for exhibitors are that they are able to test new markets at lower cost (no stand build) and they 
have guaranteed time with buyers. For Reed Exhibitions’ expansion, it represents a way of quickly 
becoming involved with new market opportunities. 

Technology now permeates all RX Exhibitions (and those of many of its competitors), and it acts to 
enhance the face-to-face experience in that it provides a year-round community beyond the show-
floor and provides content for users. Reed’s position as a broker is thus strengthened, and it can 
charge for some of the content display. The technology can also extend to software that identifies 
preferences for meeting buyers and suppliers and creating customized schedules of meetings at 
mutually agreeable times. Smartphone apps and online tools allow customization for each visitor 
to build their own personalized schedules and to interact with exhibitors, event organizers and the 
media while receiving reminders and updates about activities within the event. 

Increasingly, active steps are taken to extend the ‘footprint’ of events using social media, digital 
channels, TV and print media. At larger events, activities include roving social media reporters, 
dedicated onsite video teams for instant online content and conference sessions broadcast online. 
Such exposure increases brand awareness, beyond the exhibition, for the event itself but also for the 
products being promoted by exhibitors. At the same time, it spreads the perception of Reed Exhibi-
tions that it is more than an exhibition organizer and that in an increasingly competitive industry 
(such as exhibitions), which on the face if it appears quite straightforward, innovation, technology 
and customer service are as important as in any other service-based sector. 
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Appendix 1 World exhibition space 

Country Exhibition space 
2022 (in m2). 

% of the 
World 

Country Exhibition space 
2017 (in m2) 

% of the 
World 

China 10,216,681 25.2 USA 6,850,426 19.7 

USA 6,936,197 17.1 China 5,753,724 16.6 

Germany 3,181,205 7.8 Germany 3,228,020 9.3 

Italy 2,361,690 5.8 Italy 2,293,748 6.6 

France 1,978,787 4.9 France 2,245,311 6.5 

Spain 1,638,795 4.0 Spain 1,526,319 4.4 

Brazil 1,194,357 2.9 Canada 840,376 2.4 

Russia 1,149,264 2.8 Brazil 788,011 2.3 

Canada 760,914 1.9 Russia 768,276 2.3 

Netherlands 720,101 1.8 Netherlands 709,701 2.2 

Turkey 667,076 1.6 UK 648,121 2.0 

UK 649,188 1.6 Turkey 602,030 1.9 

Mexico 620,437 1.5 Switzerland 495,798 1.7 

Belgium 460,621 1.1 Mexico 480,088 1.4 

Switzerland 457,000 1.1 Poland 473,341 1.4 

Japan 446,000 1.1 Japan 455,462 1.4 

https://www.relx.com
https://www.ufi.org
https://www.amrinternational.com
https://www.alliedmarketresearch.com
https://www.informa.com
https://www.relx.com
https://www.ufi.org
https://www.amrinternational.com
https://www.amrinternational.com
https://www.amrinternational.com
https://www.amrinternational.com
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Appendix 2 RELX: market segments, revenues and profits 

Market  RELX business focus Segment Key brands 
segments position 

Scientific,  Provide information and tools to help cus Global No. 1 Elsevier 
technical and tomers improve scientific and health care 
medical outcomes. Its products and services include 

electronic and print journals, textbooks, 
reference works and workflow solutions for 
researchers and practitioners. 

Risk solutions Provide data, analytics and insight that Global No. 1 LexisNexis, 
and business enable customers to evaluate and manage Risk Solutions, 
information risks and develop market intelligence,  Reed Business 

supporting more confident decisions, Information 
improved economic outcomes and 
enhanced operational efficiency. 

Legal A world-leading provider of legal,  USA No. 2 LexisNexis, 
regulatory and news and business  Legal and Outside US 
information and analysis to legal, corporate, Professional No. 1 or No. 2 
government and academic customers. 

Exhibitions One of the world’s leading events busi Global No. 2 RX 
nesses, with 400 events in over 22 countries. 

RELX revenue by geographic market 

Europe North America Rest of world 

2013 2017 2022 2013 2017 2022 2013 2017 2022 

Scientific, technical 30% 25% 13% 38% 42% 80% 32% 33% 7% 
and medical 

Risk solutions and 59% 15% 21% 28% 80% 48% 13% 5% 31% 
business information 

Legal 21% 20% 68% 68% 68% 20% 11% 12% 12% 

Exhibitions 43% 39% 47% 16% 21% 19% 41% 40% 34% 

Revenue (£mn) Operating profits (£mn) 

2013 2017 2022 2013 2017 2022 

Scientific, technical and medical 2,126 2,478 2,909 826 913 1,078 

Risk solutions and business 1,480 2,076 2,900 533 759 1,100 
information 

Legal 1,567 1,692 1,782 238 322 372 

Exhibitions 862 1,109 953 213 285 162 
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7% 

93% 

RX Revenue by Format 

Electronic Face-to-face 

Figure 1 – Case 5 

71% 
29% 

RX Events Revenue by 
Source 

Exhibitor fees Admissions & other 

Figure 2 – Case 5      




              

       

 

 

 

CASE 5: STRATEGIC ISSUES FOR A LEADING EVENTS MANAGEMENT COMPANY 705 

Appendix 3 RX: bringing together key travel industry professionals 

RELATED 
INDUSTRIES

TOURISM/DESTINATION PRODUCT SUPPLIERS DISTRIBUTION CHANNELS 

Travel 
training/ 

education 

Local & city 
tourist boards 

National tourist 
boards 

Destination management companies 

Travel 
agents 

Tour 
operators/ 

wholesalers 

Online tour 
operators/ 

travel agents National, regional, 
city convention 

bureaus 

Transport: 
airlines, rail, coach, car rental, etc. 

Activities & attractions 

Ground handling 

Accommodation: 
hotels, villas, spas, apartments, etc. 

Travel media 

Travel 
technology 

Travel 
associations 

VISITORS & BUYERS EXHIBITORS EXHIBITORS & 
VISITORS 

RX travel industry events 

Leisure travel IBTM global events Luxury travel Sports travel 

World travel EIBTM: Global Meetings  International luxury International golf 
market, London, and Events Expo, Barcelona, travel market, travel market, 
November November Cannes, France, November 

November 

World travel  CIBTM: Incentives, Business International luxury International ski 
market, Latin Travel and Meetings Expo, travel market, Asia, travel market, 
America, April/ China, August April March 
May 

World travel  AIBTM: Incentives, Business International luxury 
market, Africa, Travel and Meetings Expo, travel market,  
April America, June Americas, September 

Arabian travel GIBTM: Incentives, Business International luxury 
market, Dubai, Travel and Meetings Expo,  travel market, Africa, 
May Gulf, February/March April 

IFTM, Paris,  IBTM: Incentives, Business  International luxury 
September Travel and Meetings Expo,  travel market, Japan, 

India, September March 

IBTM: Incentives, Business Travel International luxury  
and Meetings Expo, Africa, April travel market, August 

AIME: Asia-Pacific Incentives 
and Meetings Expo, Melbourne, 
Australia, February 
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First edition 1994 
Middle East leading travel expo
with 3,000 exhibitors 
Regionally adapted 
Particular focus on toursim 

investment & development 
Location: Dubai 

Arabian 
Travel 
Market 

World 
Travel 
Market: 

Latin 
America 

World 
Travel 

Market: 
Africa 

World Travel Market 
Launched 1980 
Leading world travel expo 
42,000 m2 with 4,900 
exhibitors 
Location: London 

First edition 2013 
Latin America leading travel
expo with 1,250 exhibitors 
Targeting Latin America
inbound & outbound travel 
Location: São Paulo 

First edition 2014 
Leading global event for African
travel 
Targeting sub-Sahsran Africa
inbound & outbound travel 
Part of Africa Travel Week, co-
located with other event 'clones' 
Location: Cape Town 
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Airbnb: back to the future – 
a ‘disruptor’ for global 
hospitality 

Introduction 
Airbnb is creating the future by looking back to the past. This ‘Back to the Future’ vision of Airbnb 
is, as Gallagher (2017) pointed out in his popular book chronicling the meteoric rise of Airbnb, 
appropriate because Airbnb’s basic idea is ‘not new at all’. Brian Chesky (who with partner Joe Geb-
bia co-founded Airbnb) recalled ‘that the only person who didn’t tell him Airbnb was a horrible idea 
was his grandfather, who when he heard what his grandson was up to, just nodded and said, “Oh of 
course. That’s how we used to travel” ’ Gallagher (2017:xvi). The point is that whether as tenants, 
boarders, visitors, pilgrims, etc., people stayed in some sort of home-share long before the birth of 
Airbnb, or the internet for that matter. 

What was different, though, when Airbnb was launched is that it had an easy-to-use, accessible 
website that was firmly focused on urban properties, rather than the rural and resort, leisure focus 
of most existing sites. The two co-founders lacked corporate experience, management qualifications 
or technical expertise when Airbnb was initiated. They were both designers, having studied together 
at Rhode Island School of Design, which, though it gave them a poor understanding of the technical 
requirements of building a web-based company, nevertheless gave them a consumer’s view of what 
a site should look like and how it should function. Astutely, the two co-founders quickly realized 
their own shortcomings and recruited a third, technically competent co-founder, Nathan Blecharc-
zyk, after the first week (Gallagher, 2017). Blecharczyk was an engineer with a Harvard computer 
science degree who had previously shared an apartment with Joe Gebbia. 

Unlike many other tech ‘unicorns’ (start-ups reaching $1bn turnover), the three co-founders are 
still very much in charge of the colossus they have assembled. The founders were early to recognize 

DOI: 10.4324/9781003318613-29
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the importance of a strong and supportive culture, and until 2013 they interviewed every job appli-
cant. To this day anyone who is hired has to pass a ‘core values’ interview, where they are judged not 
on their CV but on how they fit into the firm’s culture, to ensure that people hired have a sense of 
the company’s mission (‘A Different Breed of Unicorn’, 2017). 

Though of relatively recent birth, Airbnb has grown quickly to reach a market valuation of about 
$70bn (in February 2023). By way of context, Marriott, the world’s largest hotel operator (by most 
measures), which traces its history back many decades, is valued in the range of $50–55bn. An 
attention to costs, which is uncommon in tech start-ups, led by Chief Financial Officer Laurence 
Tosi (who was recruited from private equity giant Blackstone in 2015), is beginning to show up in 
results. Airbnb reportedly achieved profitability for the first time in the second half of 2016 and 
subsequently traded profitably (‘A Different Breed of Unicorn’, 2017). 

In the past, companies often took decades to establish themselves and create an international pres-
ence. Airbnb is different in this respect (as in others), a product of our times, which are character-
ized by tech companies owning and managing relatively few physical assets, which can rise at a 
meteoric rate. Importantly, unlike most predecessors, given access to finance and the ability to use 
internet and mobile technology creatively, these companies are able to quickly establish an interna-
tional and global scale of operations. 

From humble West Coast USA origins in 2007, Airbnb has, like Uber, and Amazon and Google 
before them, grown exponentially to have a global footprint. In doing so, it has had significant 
disruptive effects, not only on the traditional hospitality industry but also on urban property 
markets, local communities and consumer behavior in hospitality. Its phenomenal success 
has enabled homeowners to benefit from their most valuable asset and for travelers to find 
authentic, well-located accommodation easily and to be able to compare the value of compet-
ing offerings. However, Airbnb’s growth has not been without controversy; competitors are 
gathering strength, and the ways in which continued growth for the company can be assured 
are far from clear. 

The Airbnb product 
Airbnb is an online community marketplace facilitating short-term rentals ranging from shared 
accommodations to entire homes (Zervas et  al., 2017). Typically, the accommodation available 
through the Airbnb website and app involves an entire home (house of apartment) or a room in a 
residence where the host is also present. A particular feature of Airbnb’s model is that its rental list-
ings are usually not available on competitors’ websites, because its hosts tend to be loyal. Whereas 
Uber, in the ‘ride-for-hire’ sector, is locked in a fierce competition with rivals in many markets for 
customers and drivers and has chosen to subsidize journeys to avoid losing market share, Airbnb 
has no need to pay up to keep hosts and users. 

From its inception, the Airbnb website (www.airbnb.com) has been quite straightforward and intui-
tive for users: a prospective guest searches based on destination, travel dates and party size; the 
website returns a list of available spaces that can be refined by attributes like price, neighborhood 
and amenities, and then individual listings can be selected for greater detail, including a description, 
photographs and reviews from previous guests (Guttentag and Smith, 2017). 

The story of Airbnb’s birth has repeatedly been told and has become a tale of entrepreneurial folk-
lore. The two recent university graduates converted their home into an ‘Air Bed & Breakfast’ by 
offering overnight stays on air mattresses during a San Francisco conference in 2007 (Guttentag, 
2015), when other accommodation options were scarce. Since 2013, the company has operated 
from five floors of a former battery factory in the fashionable SoMa (South of Market Street) area, 

https://www.airbnb.com
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which was once San Francisco’s industrial core. The building’s two dozen conference rooms are 
exact replicas of some of Airbnb’s property listings. Collectively Airbnb employees are referred 
to as the ‘Air family’ (or ‘Airfam’ for short), and many perks and special events are provided for 
staff, including ‘Air Shares’, at which employees can share particular skills, such as photography or 
tie-dyeing, with each other. The same elements are replicated at Airbnb offices around the world 
(Gallagher, 2017). 

Web-driven initiatives in ‘social travel’ initially revolved around well-intentioned motives of offering 
people a place to stay and sharing experiences. Networked hospitality businesses, of which Airbnb 
is the market leader, turned the ‘inviting strangers to your home’ concept into a commercial phe-
nomenon. Airbnb, which has now been joined by many other companies – some small and locally 
focused, others large and internationally diversified (such as Expedia subsidiaries Vrbo and Flipkey, 
Booking.com and Holiday Lettings) – created a commission-based web platform for room sharers 
and travelers). 

Airbnb operates an accommodation marketplace that allows people to list their available living 
spaces to be leased or rented by users looking for short-term lodging. Airbnb also allows users to 
book experiences related to tourism and make reservations at restaurants, but these services form 
a negligible part of the company’s revenues at present. Airbnb allows bookings at listings in cities 
and other locations worldwide, a scale that it was able to achieve over just a few years, because of its 
role as an intermediary (or broker) connecting people looking to rent out a living space and those 
looking for a place to stay. 

Because Airbnb does not require investment in any real estate, unlike many hotel companies, its 
growth is purely dependent on the number of hosts and guests it can attract on its platform. The 
company makes money by charging the host as well as the guest a percentage of the booking cost 
as a service fee. Currently, the company charges its hosts a service fee of 3% to 5% of the book-
ing amount, and the service fee for guests ranges between 5% and 15% of the booking amount. 
Airbnb’s business model currently operates with minimal regulatory controls in most locations and, 
as a result, hosts and guests both have incentives to use signaling mechanisms to build trust and 
maximize the likelihood of a successful booking. Airbnb has built an online reputation system to 
reinforce this behavior, which enables and encourages each guest and host to leave a review upon 
completion of a stay. Guests use star ratings to rate features of their stay, such as cleanliness, loca-
tion and communication, and both guests and hosts may provide other information about aspects of 
the stay, including personal comments. 

The development of information technologies alongside the growth of Web 2.0 has enabled the 
development of online platforms that promote user-generated content, sharing and collaboration 
(Kaplan and Haenlein, 2010). However, though technological advances are clearly important in the 
growth of online platforms such as Airbnb, other factors are also important. 

The rapid global growth of technology start-ups can be attributed to three factors: the problems 
they addressed were globally pervasive, they enabled customers to act entrepreneurially and they 
both provided innovative web-based services and adopted and deployed innovative web-based pro-
cesses to allow them to innovate continuously and efficiently (Bailetti, 2012). Using this innovative 
web-based technology, Airbnb enables rental hosts to act in an entrepreneurial manner on a global 
basis. The rental hosts list their available accommodations on Airbnb and earn profits by renting 
them, usually at rates cheaper than comparable hotels, leading to savings for travelers (Varma et al., 
2016). Many admirable technological advances have failed to take off in the past, but the availability 
of early and substantial financial backing in their Silicon Valley home through ‘venture capital’ finan-
ciers has changed the dynamics of initiatives (such as Uber and Airbnb), particularly by promoting 
more rapid expansion (Schor, 2016). 
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The sharing economy 
Airbnb and other ‘peer-to-peer’ short-term rental companies represent part of the broader ‘sharing 
economy’ (also sometimes called ‘collaborative consumption’; Guttentag and Smith, 2017). The 
sharing economy has been defined as ‘consumers granting each other temporary access to underuti-
lized physical assets (“idle capacity”), possibly for money’ (Frenken and Schor, 2017). The sharing 
economy can be distinguished from other economic forms. 

Sharing is about consumer-to-consumer platforms and not about renting or leasing a good from a 
company (business-to-consumer). The latter case would be an example of a product service econ-
omy, where a consumer gains access to a product while the service provider retains ownership. 
Sharing is also about consumers providing each other temporary access to a good and not about 
the transfer of ownership of the good. Thus, the sharing economy does not include the secondhand 
economy, in which goods are sold or given away between consumers (as occurs on online platforms 
such as eBay). Finally, sharing is about more efficient use of physical assets and not about pri-
vate individuals delivering each other a service. Physical assets can be unused, but people cannot. 
Internet platforms that bring consumers together to provide each other with services represent the 
on-demand economy. An example of such a platform is Task Rabbit (which was acquired by Ikea), 
through which people can be hired to carry out work around the house and undertake errands 
(Frenken et al., 2015). 

The operation and the long-term impacts of these sharing platforms are shaped by both their mar-
ket orientation (for-profit vs nonprofit) and market structure (peer-to-peer vs business-to-peer). 
These dimensions shape the platforms’ business models, logics of exchange and potential for dis-
rupting conventional businesses (Schor, 2016). Though all sharing economy platforms effectively 
create ‘markets in sharing’ by facilitating exchanges, the imperative for a platform to generate a 
profit influences how sharing takes place and how much revenue devolves to management and 
owners. For-profit platforms push for revenue and asset maximization, whereas many sharing 
space initiatives, such as Time Banks and Makerspaces, are nonprofit organizations. They do not 
seek growth or revenue maximization but instead aim to serve needs, usually at a community scale 
(Schor, 2016). 

Though the for-profit vs non-profit divide is the most important one, the divide between P2P (peer-
to-peer) and B2P (business-to-peer) platforms is also significant. P2P entities earn money by com-
missions on exchanges, so revenue growth depends on increasing the number of trades. In contrast, 
B2P platforms often seek to maximize revenue per transaction, as traditional businesses often do. 
The differences between Zipcar (B2P) and Turo (P2P) illustrate the point. On the Turo site, owners 
earn income from renting out their own vehicles and setting rates and availability. Zipcar, on the 
other hand, functions like an ordinary short-term car rental company where cars can be rented for 
very short periods. With a P2P structure, as long as there is competition, the ‘peers’ (both provid-
ers and consumers) should be able to capture a higher fraction of value. If, however, there is little 
competition, the platform can extract excess profits (Schor, 2016). 

In the sharing economy, consumers can be viewed as co-creators of value and have the potential 
to become entrepreneurs by dealing with their assets like solar energy and cars and, in the Airbnb 
context, renting out their houses and apartments (Oskam and Boswijk, 2016). Co-creation has been 
defined as ‘the joint creation of value by the company and the customer; allowing the customer to 
co-construct the service experience to suit their context’ (Prahalad and Ramaswamy, 2004: 8). 

This represents a shift in thinking from the traditional ‘firm-centric’ view of value creation in which 
the firm controls the value chain for its products, which it then delivers to consumers, to a customer 
centric view in which the customer becomes part of the value creation process and customers start 
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to manage their own value chains. In this way, the economy is developing into a networked economy 
instead of the traditional hierarchical structure.

To work in this co-created networked economy successfully, Prahalad and Ramaswamy (2004) 
argued that companies need to develop a range of capabilities to successfully work with customers 
to deliver technology-enabled co-created platforms (Mazur and Zaborek, 2014).

The four main building blocks or groups of competences that companies should develop to effectively 
engage in value co-creation with customers are dialogue, access, risk assessment and transparency, 
which taken together form the DART acronym and represent a model that has been widely followed. 
Dialogue represents interactivity between two equal problem solvers, eager to act together and 
learn. Access implies facilitating co-creation by offering the right tools for communication between 
customers and suppliers, and it also entails those marketing solutions that result in increased free-
dom of choice for customers. Risk assessment refers to the customer’s right to be fully informed 
about the risks they face from accepting the value proposition. Transparency represents a retreat 
from the information asymmetry usually apparent between the customer and supplier and practic-
ing openness of information.

Airbnb and hotels
Airbnb’s relationship with the traditional hotel industry is complicated and has evolved over time. 
Hotel executives have glanced enviously over their shoulders at the high-tech start-up’s eye-water-
ing advances in valuation, but Airbnb itself has gone out of its way to stress that it is not a hotel 
and that it can benignly co-exist with them. In doing so, Airbnb is implying that its presence is 
responsible for expanding the entire demand for accommodation, as opposed to directly taking 
market share from hotels. Brian Chesky is reportedly fond of saying that ‘for us to win hotels don’t 
have to lose’ (Gallagher, 2017:140). In supporting this contention, Airbnb maintains that its guests 
tend to stay longer, group sizes are larger and many properties are in areas that are poorly served by 
existing hotel chains.

For the most part, however, the hospitality industry was relatively slow in recognizing the poten-
tial threat that Airbnb might pose. However, a company selling millions of rooms in mainly urban 
locations to ‘millennials’ (who set trends for others and who will continue to consume for many 
decades) is bound to have a significant impact on existing providers in the marketplace. Increasingly, 
hotels have begun to catch on and respond to the new competition in various ways. The launch of 
a number of new subbrands in recent years by many of the major internationally diversified chains 
(such as Moxy and W by Marriott, Andaz by Hyatt, Tryp by Wyndham) can be viewed as a response 
to the new competition. The new brands are often urban focused and aimed at younger travelers, 
and their branding and images are distinct from the ‘umbrella’ brand.

The octogenarian chairman of Marriott International Hotels (speaking in 2015) recognized the 
potential impact of Airbnb when he was quoted as saying that ‘it’s a real disruptor for us’ while 
noting that in Orlando, for instance, Airbnb had more rooms available than Marriott, with anyone 
owning a condominium property renting out their properties through the Airbnb site (Gallagher, 
2017:42).

Disruptive innovation
Airbnb’s innovative approach can be viewed through the lens of the disruptive innovation theory, 
which was proposed and popularized by Clayton Christensen in several seminal works (Bower and 
Christensen, 1995; Christensen, 1997). This theory outlines a process through which a disruptive 
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product transforms a market, sometimes to the point of destroying previously dominant companies. 
Digital camera technology, for example, destroyed Kodak’s dominant position in film products. 

A disruptive product will, in general, initially underperform with regard to the prevailing prod-
uct’s key performance attributes but will offer a distinct set of benefits, typically focused around 
being cheaper, more convenient or simpler (Guttentag, 2015). Consequently, the disruptive product 
appeals to the low end of the market or creates a completely new market that is limited in size and 
profit margins. As such, it lacks appeal for the larger companies because they are content to focus 
on more profitable markets and continue with marginal product improvements through sustaining 
innovations. The disruptive product improves over time, which makes it appealing to more numer-
ous customers. This shift toward the mainstream market may eventually attract attention from the 
leading companies, but the position of the disruptive product may be so entrenched by this time that 
the previously leading companies may struggle to compete (Guttentag, 2015). 

Thus, disruptive innovation theory describes how companies may falter, not by falling behind 
the pace of advancement or ignoring their core consumers but rather by disregarding the upward 
encroachment of a disruptive product that lacks in traditionally favored attributes but offers alterna-
tive benefits (Schmidt and Druehl, 2008). Another facet of the disruption concerns the use of data. 
Airbnb (and the online travel intermediaries) generally compiles so-called big data more effectively 
than the hotel brands, allowing it to facilitate personalization. 

The rise of online travel intermediaries (such as Expedia, Travelocity and Booking.com) illustrates 
the point. These websites cannot match the personalized service of a traditional physical travel 
agency, but they offer potential convenience and cost-savings (Guttentag, 2015). Previous concerns 
relating to aspects such as the security of booking travel reservations online have been assuaged, 
and over time these online travel agencies have captured an increasing share of the mainstream mar-
ket (Law et al., 2004). Accordingly, online travel agencies have contributed to a significant decline 
in the number of traditional travel agencies, and those that remain have been forced to focus more 
specifically on complex and higher value purchases (Kracht and Wang, 2010). 

The Airbnb effect 
Hotel companies are now paying attention to ‘the Airbnb effect’. Its true impact (and those of its 
imitators) is hard to gauge, because studies are few and the various factors involved are complex 
and difficult to unravel. Evidence from the studies that do exist and more anecdotal and journalistic 
evidence indicate that Airbnb is having a significant effect and that this impact goes beyond the 
hotel industry (as its closest rival) to encompass local communities and the urban property markets 
of tourist destinations. Furthermore, the wider impact has, in some cases, led to the intervention of 
policymakers, community groups and protestors. 

One study that focused on Airbnb’s entry into the Texas market (Zervas et al., 2017) showed that 
it had a quantifiable negative impact on local hotel revenues. The study also concluded that Airbnb 
represented a viable alternative for certain traditional types of overnight accommodation. However, 
the competitive threat posed by Airbnb to traditional hotels was not evenly spread across the qual-
ity spectrum of hotels. The study pinpointed lower-end hotels as those that are most vulnerable to 
increased competition from rentals enabled by firms like Airbnb. 

Some European cities (such as Amsterdam, Berlin, London, Paris and Barcelona) are swamped by 
summer tourists, and though they welcome spending in the local economy, they can also produce a 
hostile reaction from local communities. Though Airbnb has not been the sole reason for the reac-
tion of inhabitants, it has been seen as a reason for concern. As an article in The Economist put it: 
‘In several cities a theme has emerged. Airbnb out-of-towners warp districts and upset residents. 
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Grocery shops and libraries that cater for locals are replaced by identikit cafés and bike-rental outlets 
that serve tourists’ (‘Charlemagne: The Backlash against Airbnb’, 2018). Whole areas of some of the 
leading tourist cities are colonized by Airbnb (with a reported 18% of all properties in Central Flor-
ence, for example, listed on the site), and residents are squeezed out as landlords favor high-value, 
short-term lets over long-term renters. In 2015, the new mayor of Barcelona promised to clamp 
down on the excesses of mass tourism, starting with Airbnb by fining it for letting out unregistered 
properties. 

Challenges for Airbnb 
In several cities, legislators have also tried to limit Airbnb’s activities. Opposition to the firm is 
fierce in many big cities, especially those that have limited access to affordable housing, where 
residents blame Airbnb for taking apartments off the market. Several cities that could supply large 
profits, including Berlin, Barcelona and New York, have imposed rules that make offering short-
term rentals difficult. New York, for example, which is Airbnb’s third-largest market, has banned 
short-term rentals in apartment buildings for less than 30 days, unless a host is present. Berlin has 
passed a ban and requires a permit if someone wants to rent more than half of their apartment on a 
short-term basis. Airbnb has now opted for a new, more conciliatory approach, as Gallagher (2017), 
noted. In Amsterdam and London, it has agreed to police its listings to ensure that they comply with 
local laws on the number of days a year each unit can be rented. However, investors are concerned 
that more restrictive laws will dampen Airbnb’s prospects. 

The firm was conceived as a marketplace for renting spare rooms to tourists, but at issue is the 
way its business model has evolved. Entrepreneurs were quick to spot a lucrative opportunity, 
acquiring portfolios of empty properties and offering them as a direct, often cheaper, competitor 
to hotels while obtaining high short-term rents for their properties. According to data gathered by 
Tom Slee, author of a book on the sharing economy, 27% of Airbnb listings in New York are offered 
by people who own multiple properties, and the pattern is replicated in other key cities for Airbnb 
(Slee, 2017). 

A ‘customer-facing’ business such as Airbnb (in common with other such businesses), faces the 
obvious risks to its future from catastrophic failure of some kind. Such failures might stem from 
a major data breach, a safety hazard at Airbnb’s properties or a barrage of media criticism of its 
services. As the company has grown, controlling the risks has become more complex, and detrac-
tors and competitors are paying more attention to the company’s activities. It is uncertain what 
the future might hold for managing business risks and dealing with actual and potential regulatory 
barriers and additional taxation, but one thing is abundantly clear: Airbnb will face additional com-
petitive pressures in its core business. 

Dozens of other companies (some predating Airbnb itself) have flooded the market with ‘me-too’ 
offerings, though none have captured the global reach currently enjoyed by Airbnb. Airbnb has 
sought growth by rapid organic expansion but also by targeted acquisitions, such as two that were 
completed before the pandemic in 2020: Hotel Tonight, a website for booking ‘last-minute’ hotel 
rooms, and Gaest, based in Aarhus, Denmark, which provides a platform for posting and booking 
venues for meetings and other events. 

Knowledgeable and well-connected local competitors have sprung up (in China, Europe and North 
America) to serve many of the local markets in which Airbnb competes. Serious competition is also 
being provided by some of the travel industry’s heavyweights. Three American-based companies are 
targeting Airbnb’s short-term rental markets. TripAdvisor, itself a subsidiary of media giant Liberty, 
acquired HouseTrip (now renamed Holiday Lettings), and in fall 2015 Expedia acquired HomeAway 
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for a hefty $3.9bn, a long-established site with over 1.2  million listings, and has subsequently 
acquired further rental companies in other markets such as CanadaStays (in 2019). However, per-
haps the most fearsome potential competitor is Booking Holdings. The Connecticut-based company, 
owner of Booking.com (and a plethora of other sites), is valued at over $90bn and has been steadily 
building up a stock of non-hotel accommodation to offer as part of its inventory. 

Hotels have also been taking the competitive threat of Airbnb seriously, and several, including Holi-
day Inn parent IHG, Wyndham (owner of many brands including Days Inn and Ramada) and Hyatt 
have acquired short-term rental companies. The most aggressive entry into the short rental P2P 
market, however, is the French hotel group Accor (which trades under a number of brands, includ-
ing Sofitel, Novotel and Ibis). After two small forays into the market in Europe and America, the 
hotel group bought full control of Onefinestay in 2016 for $170mn. The Accor CEO was quoted as 
saying, ‘It would be absolutely foolish to fight against any new concept like this, let alone fighting 
against the sharing economy’ (Gallagher, 2017:154). 

The COVID-19 pandemic had a profound impact on Airbnb, as with all travel and hospitality com-
panies worldwide, though because its long-term prospects look favorable, the company was able 
to successfully float on the New York stock market during this period. Bookings dropped as much 
as 96% in some cities, though it rose in many rural areas. In March 2020 the company pledged 
$250mn in payouts to hosts to compensate them for guest cancellations due to the pandemic, and in 
April 2020, due in part to the decline in business from the pandemic, Airbnb raised $1bn in equity 
from private equity firms and $1bn in debt. During 2020, approximately 1,900 employees, or about 
25% of its workforce in the Americas, Europe and Asia, were laid off. However, in December 2020 
the company became a public company via an initial public offering, raising $3.5bn. 

Airbnb – a challenging future? 
The success of networked platforms such as Airbnb owes a great deal to a number of underlying 
drivers: technological advancements, sociocultural change and globalization (Oskam and Boswijk, 
2016). Though the ways in which these drivers manifest themselves will be subject to change, they 
will remain as important themes into the future. These drivers will certainly continue to fuel the 
Airbnb phenomenon in the near future. What is less certain is how platforms such as Airbnb will 
be able to compete when faced with an uncertain landscape of competitors and increased regulatory 
pressures. 

What does seem clear is that Airbnb’s future development will not follow a ‘one-size-fits-all’ 
approach. How it competes in the different markets in which it operates will have to be flexible and 
varied in response to the differing challenges of local markets. Differential regulatory circumstances, 
community acceptance and different rates of tourism growth will require an adjustment in the busi-
ness model to the individual circumstances. Some 62% of Airbnb’s guests are 34 years old and 
younger, but as these guests and the company head toward greater maturity the challenge for the 
company will be how it is able to attract the next generation of travelers. However, further expan-
sion of the brand is possible by rolling out the brand to different geographical areas. Co-founder and 
CEO Brian Chesky has identified Asia-Pacific as having huge growth potential, the Latin America 
market is expanding and Africa will become an important geographical area for the sector in the 
next 10 to 20 years. 

To Oskam and Boswijk (2016), this differential positioning of the brand can be viewed on two 
dimensions: tourism demand and regulation, which give rise to four possible scenarios: ‘status 
quo’, ‘experimentation’, ‘exclusivity’ and ‘commercialization’. The firm ultimately appears to aim 
to evolve from a platform for overnight stays into a comprehensive travel company, capturing an 
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ever-greater share of tourists’ spending. The company has made important strides in that direction, 
and business travelers are one target. Airbnb has made it easier for firms to place roving employees 
in hosts’ rooms instead of in hotels, and it has set up partnerships with companies such as Hyun-
dai and Domino’s pizza chain to make it easier to find rooms that are suitable for their employees. 
Employees from 250,000 companies now regularly book travel on Airbnb (‘A Different Breed of 
Unicorn’, 2017), but many companies still view Airbnb’s diverse offerings as lacking the consistency 
of delivery around the world that many companies demand. 

The firm bought Canadian holiday rental site Luxury Retreats in February 2017 for around $300mn 
with the intent to appeal to wealthier travelers. The purchase brought a portfolio of expensive lux-
ury urban and resort properties into Airbnb’s orbit. However, the company faces important choices 
between the quantity and quality of its listings. Being the ‘go-to’ company for mass market travelers 
requires ever more inventory in mid-range properties, and in moving up-market it could alienate its 
existing core travelers. 

Speculation about other potential revenue streams for Airbnb abounds. A move into airline book-
ings has been rumored, but this represents a notoriously low-margin business. Existing key plat-
forms in the field (such as Expedia and sites operated by Booking Holdings) make most of their 
profits from hotel bookings rather than air tickets. The company has also moved tentatively into 
sales of ancillary services for tourists such as selling experiences at their destination, but there are 
many other possibilities in this highly diverse field of operations. 

February 2019 saw Airbnb move into the meetings field for the first time with the acquisition of 
Gaest.com, a Danish platform for short-term meeting space rentals. It marks Airbnb’s first big move 
into office spaces, where it competes with existing major brands in the field such as WeWork (which 
lets nomadic workforces rent out desk space and meeting rooms for short periods). On the face 
of it, meetings offer another appealing sector for a disruptor such as Airbnb because the sector is 
highly fragmented, with many small operators and poorly developed technology solutions. However, 
Airbnb would have to overcome significant hurdles if it were to have the same impact it has had in 
the short-term rental market. 

Gaest, founded in Denmark in 2015, allows guests to book spaces for meetings and miscellaneous 
events. Like Airbnb, Gaest lets hosts list their own spaces for rent, based on the idea that meet-
ing planners and mangers will pay a premium for interesting, new and innovative venues. Though 
diversification into meetings and events appears a logical step for Airbnb, buying a relatively small 
Danish platform in a notoriously fragmented field (event management) does not appear to be the 
key strategic move some had expected from Airbnb. Though the industry is ripe for an integrated 
approach and the introduction of an innovative disruptor, there is no indication, at least so far, that 
Airbnb will provide the impetus in this case. 

Airbnb has risen very fast to establish its global platform, but potential investors, looking to the 
future rather than the past, query the sources of future growth as established hotel groups, numer-
ous new start-ups and powerful existing travel brands encircle the company as regulatory pressures 
increase. Initially the website attracted cost-conscious millennials looking for more authentic travel 
experiences, but growth now depends on broadening its base. 

In a 2023 interview, Brian Chesky stated, ‘My general principle is I want the moat to get deeper 
every year and that means that every year, we need to give away more value than we’re charg-
ing’ (Schaal, 2023). The term ‘moat’, popularized by well-known business investor Warren Buffett, 
refers to a business’s ability to maintain competitive advantages over its competitors to protect its 
long-term profits and market share. Just like a medieval castle, the moat serves to protect those 
inside the fortress and their riches from outsiders (www.Investopedia.com). 

https://www.Investopedia.com
https://www.amrinternational.com
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Airbnb offers its hosts a higher level of damage protection insurance than its key competitors with 
its ‘AirCover’ insurance and 24/7 support. It is likely that the company will also offer more free ser-
vices to hosts and provide more value so that eventually it can start selling new or enhanced prod-
ucts to hosts as well. Undoubtedly, for both hosts and guests the Airbnb brand, which is extremely 
hard to replicate, is among its major advantages. The number of services available to guests, such as 
travel insurance, excursions and activities, is also likely to expand. 

Airbnb has hitherto avoided having significant amounts of digital advertising on its pages and 
consequently earns negligible income from this source. Some might argue that this purity and 
clarity is part of its attraction, but it provides a point of contrast for Airbnb vs some of its key 
competitors such as Expedia and Booking.com. Such advertising is a significant portion of Book-
ing.com’s income, for example (and also for comparators such as Amazon, Etsy and Alibaba), and 
this income allows them to pay for higher ranking listings on search engines. However, Chesky 
urged some caution in this respect when he stated, ‘I’d want it to be much more targeted and really 
abide by user experience principles and be very, very careful over turning that dial too quickly’ 
(Schaal, 2023). 

Airbnb’s use of technology was groundbreaking when it first launched. Its ranking of accommoda-
tion using machine learning and various parameters such as location, accommodation type, price 
and size of party allows customers to quickly and accurately assess huge quantities of data using a 
simple user-friendly interface. But technology moves on, and competitors quickly copied both the 
look and the functionality of the Airbnb website and app. The application of artificial intelligence 
(AI) offers the possibility of another huge step forward, and if not grasped by Airbnb, it will surely 
be applied by others. AI searches allow users to obtain results based on their past behaviors, devices, 
locations and hundreds of other factors. Thus, search engines powered by AI increasingly know 
what users are likely to want. 

Airbnb faces many competitors and challenges for future growth, and how the company will develop 
is uncertain. Its growth and culture (as a private company) have been closely linked with its found-
ers, and staff at Airbnb are apt to refer to the ‘Airbnb community’ to describe its employees, hosts 
and customers. The company arranges an annual 3-day festival – Airbnb Open – for its employees 
and hosts (who attend at their own expense), at which speakers from inside and outside the organi-
zation make presentations and provide entertainment. Whether these ways of working will survive 
as the company grows ever larger and as a public company has external shareholders to satisfy 
remains to be seen. 
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Appendix 1 Platform market structure and orientation 

Figure 1 – Case 6 

Source: Adapted from Schor (2016) 

z	Makerspace is a physical location where people gather to co-create, share resources and knowl-
edge, work on projects, network, and build. 

z	Timebanking is a way of spending one hour of time helping someone out by, for example, 
mowing someone’s lawn or doing their shopping. For every hour spent, you earn an hour in 
return. This can be spent on receiving an hour of someone else’s time. 

z	Turo is an American-based peer-to-peer carsharing company. 
z	Zipcar provides vehicle reservations to its members, billable by the minute, hour or day; 

members may have to pay a monthly or annual membership fee in addition to car reserva-
tions charges. 

Appendix 2 Airbnb: key metrics 

Airbnb key metrics 

2020 2021 2022 

Nights and experiences booked 193.2mn 300.6mn 393.7mn 

Gross booking value $23.9bn $46.9bn $63.2bn 

Revenue $3.4bn $6.0bn $8.4bn 

Net income (loss) $(4.6)bn $(352)mn $1.9bn 

EBITDA $(251)mn $1.6bn $2.9bn 
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Appendix 3 Business model conceptualization 

Value creation 
What is offered to what customer 

segment? 
Customer needs & problems 
Taraget customer & market segment 
Value for other participants 

Value capture 
Why does the model generate a

margin? 
Revenue streams & payments 
Cost structure & drivers 
Apportion of value between stakeholders 

Value configuration 
How is the value proposition structured? 
Composition & selection of resources & 
activities 
Linkages between activities 
What participants perform what activities 

Figure 2 – Case 6 

Business models describe business transactions and interrelationships between various par
ties internal to the organization and externally. To Whittington et al. (2020), business models 
are best explained as three interrelated components. The first component, value creation, 
represents a proposition that addresses a specific customer segment’s needs and problems 
and those of other participants. Value configuration deals with how the resources and activi
ties are configured to produce this value, and value capture seeks to explain revenue streams 
and cost structures that allow stakeholders to gain a share of the total value generated. 

Appendix 4 Airbnb: scenarios for development 

Oskam and Boswijk (2016) presented four possible scenarios of the environment faced by 
Airbnb in particular locations that will impact how the company develops. The possible devel
opment scenarios are based on the regulatory regime Airbnb faces and the relative growth 
of tourism demand. 

z	Status quo: Some locations are characterized by relatively stable tourism demand and a 
repressive regulatory environment toward Airbnb. 

For example: Stuttgart is an example of a mid-sized European city with modest tour
ist activity and a hotel industry mainly catering to business travelers. Regulatory 
controls in resident areas have prevented Airbnb from becoming important in the 
city. Thus, ‘business as usual’ is maintained and the city’s tourism will maintain its 
moderate growth trajectory. 

z	Experimentation: Some locations are characterized by relatively stable tourism demand 
and no regulation or a welcoming attitude toward Airbnb. 

For example: Portland, Oregon, reached an agreement with Airbnb to collect taxes 
and to impose basic safety regulations and closely cooperated with the rental com
pany to promote the city internationally. 
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z	Exclusivity: Some locations are characterized by booming tourism demand and a relatively 
repressive regulatory attitude toward Airbnb. 

For example: Barcelona’s growing irritation with mass tourism culminated in a mora
torium on hotel investments and a harsh crackdown on illegal short-term rentals in 
2015. Frozen supply and growing demand allowed existing hotels to raise rates. 
Because new hotels could not be built, investors concentrated on upscaling two- and 
three-star hotels. The local authorities face the same challenge as previously: how 
to avoid tourism from displacing local residents from the city center. Barcelona City 
Council launched its Strategic Plan for Tourism 2020, which recognizes the city’s 
dependence on tourism, but acknowledges that it must move away from constant 
promotion and increasing numbers and focus more on governance to ensure that 
tourism is sustainable. 

z	Commercialization: Some locations are characterized by booming tourism demand and 
relatively light regulation or a welcoming attitude toward Airbnb. 

For example: Amsterdam embraced P2P rentals during the financial crisis when it 
helped homeowners afford their mortgages. Airbnb was also seen as a means to 
increase visitor numbers and to spread tourist spend. The abundant availability of 
nontraditional accommodation also inspired numerous innovative hotel concepts 
and spin-offs for other creative businesses. But residential rental prices went up 
as landlords started to include an ‘Airbnb premium’ in popular tourist areas. This 
Airbnb premium has also been reported in other geographies such as South Caro
lina (Wyman et  al., 2022). Tourism growth meant an investment opportunity for 
investors, who started building portfolios of popular Airbnb listings by purchasing 
properties. 



 

 

 

 

 

  

 

 

 

 

 

 

 

GLOSSARY
 

Acquisition The purchase of a controlling interest of one business’s shares by another. The 
acquired business becomes a subsidiary of the acquirer but may be subsequently absorbed fully into 
the parent’s structure. 
Added value The difference between the full cost of a product and its financial value to the mar-
ket. High added value is one of the objectives of strategy. It tends to be measured in terms of profit. 
Annual report and accounts Audited annual communication between a limited company and its 
shareholders. In the UK, it has five compulsory statements by law (the chairman’s statement, the 
auditor’s statement, the profit and loss statement, the balance sheet and the cash flow statement). 
Augmented benefits Benefits added to core (or basic) benefits that are intended to differentiate 
a product.  
Backward vertical development The acquisition of one or more parts of the backward direction  
in the supply chain. This is typically done by acquisition of or merger with a supplier.  
Barriers to entry Obstacles preventing entrant firms from being established in a particular 
market. 
BCG matrix (Boston Consulting Group matrix) Framework used to rationalize and understand 
a business’s product portfolio. It divides products according to their market share and the rate of 
market growth. Four categories are identified: stars (high market share in high growth market), cash 
cows (high market share in low growth market), question marks (low market share in high growth  
market) and dogs (low market share in low growth market).  
Benchmarking A collection of techniques used to compare certain aspects of business practice  
and the transfer of good practice procedures from benchmark companies to ‘followers’.  
Breakeven point The point at which costs or expenses and revenue are equal; that is, there is no  
net loss or gain.  
Business critical Those aspects of business that are viewed as crucial to the successful implemen-
tation of strategy.  
Business ethics An area of research in which the nature of the relationship between business  
organizations and their role as moral agents is explored. It also describes research into the interface  
between business organizations and their social constituencies.  
Capacity In THE, capacity refers to the number of people that can be accommodated in a hotel,  
aircraft, bus, resort, venue, etc. The important figure is how much of the capacity is actually used at 
any time. This can be measured in various ways but is usually expressed as the occupancy rate for 
accommodation and venues or the load factor for transportation. 
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Capital The finance used to invest in a business with a view of making a return from it in future 
years. It is used to purchase the other resource inputs that enable an organization to carry out busi-
ness activity. 
Capital intensity The amount of capital used in businesses relative to the other factors of produc-
tion, particularly human resources. 
Carrying capacity The ability of a site, resort, region or country to absorb tourists without dete-
riorating. The notion of carrying capacity is central to the concept of sustainability. 
Change agent One of the models of change management wherein the change process is overseen 
and managed by a single individual (the change agent). Offers the advantages of specialist manage-
ment of a change process and the personification of the need for change. 
Clusters In many industries, companies group together. Clusters are geographic concentrations of 
interconnected companies and institutions in a particular industrial field. They encompass an array 
of linked industries and other entities that are important to competition.  
Collaboration Businesses are said to collaborate when, instead of (or perhaps as well as) compet-
ing, they choose to work together in pursuit of both parties’ strategic objectives.  
Commercially sensitive Confidential business information the disclosure of which may harm the 
business. 
Competence building Takes place when an organization builds new core competences, based on 
its resources and competences. 
Competence leveraging The ability of an organization to exploit its core competences in new 
markets or to modify and improve existing core competences. 
Competences The abilities that an organization possesses that enable it to compete and survive 
in an industry. Includes an element that is tangible (its physical resource base) and another that is 
intangible (know-how, networks, etc.). 
Competitive advantage The ability of an organization to outperform its competitors. It can be 
measured in terms of superior profitability, increase in market share or other similar performance 
measures. 
Competitive positioning (school of thought) The approach to business strategy that argues 
that an organization’s success in strategy rests on how it positions itself in respect to its environ-
ment. This is in contrast to the resource-based approach. 
Consortia/consortium Various types of collaborative arrangements in which more than two orga-
nizations join together to undertake certain tasks (such as marketing and promotion) or for the 
duration of a certain project. 
Contestable market A contestable market is characterized by insignificant entry and exit barriers, 
so there are negligible entry and exit costs.  
Core competences Competences are core when they become the cause of the business’s competi-
tive advantage. Also called distinctive capabilities.  
Corporate reports Same as annual report and accounts (see above)  
Cost–benefit analysis One of the non-financial tools sometimes used in evaluating strategic 
options. It involves weighing up the benefits that will arise from a course of action against its 
costs.  
Cost leadership (in generic strategy framework) The approach to business that seeks to achieve  
higher than industry-average performance by keeping unit costs lower than those of competitors. It  
is characterized by an emphasis on the high-volume production of standard products.  
Critical success factors (CSFs) Those elements that are vital for a strategy to be successful.  
Culture The character or personality of an organization. A culture can be understood by examin-
ing its manifestations under the categories of the cultural web.  
Delayering Cutting costs through reducing the numbers of people employed, particularly at mid-
dle levels of the organization.  
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Deliberate strategy Strategy that is planned in advance and that follows a rational process 
through each stage from analysis through to implementation. 
Demerger The disposal of a business (usually a subsidiary) by making it into a standalone busi-
ness and selling it off, usually via a flotation.  
Diagonal integration A process whereby firms use information technologies to logically combine  
services for best productivity. 
Differentiation (in generic strategy framework) The approach to business that seeks to achieve 
higher than industry-average performance by being distinctive rather than cheap (more distinctive 
than competitors). It presupposes that markets will pay more for extra product features. 
Disintermediation The removal of intermediaries in the supply chain, or ‘cutting out the middle-
man’, as it is often referred to. Customers can often deal directly with the supplier offering a service 
rather than through an intermediary such as a travel agent. This has been greatly facilitated through  
the growth of the Internet.  
Distinctive capability See core competence.  
Diversification Business growth that involves developing new products for new markets.  
Dynamic capabilities The firm’s ability to integrate, build and reconfigure internal and external 
competences/resources to address rapidly changing environments. 
Earnings Profit after interest and tax. Attributable to the company’s shareholders, who may elect  
to not withdraw the total earnings as dividends to leave some retained profit for future investment.  
Economies of scale The benefits gained in unit costs (cost per item) of increases in size and,  
hence, the dilution of fixed costs.  
Economies of scope The benefits gained in unit costs (cost per item) of increases in scope or  
number of services provided and, hence, the dilution of fixed costs.  
Efficiency A comparison of a system’s output to its inputs with a view to testing how well the 
input has been turned into output. 
Emergent strategy Strategy that is not planned in advance and that arises from a consistent pat-
tern of behavior. 
Entry barriers The obstacles that a new entrant to an industry needs to negotiate to gain market 
entry. Examples include the cost of capital, the legal and regulatory obstacles, access to supply and 
distribution channels, the costs of competing (especially lack of scale economies), etc. 
Environmental analysis Essentially the same as strategic analysis – an analysis of an organiza-
tion’s internal environment and its external macro environment and micro environment. 
Experience effect Unit costs are reduced as companies learn from their experiences. 
External analysis The analysis of the external environments in which an organization exists 
(micro and macro) with a view to identifying opportunities and threats. 
External growth Growth of a business by merger or acquisition (in contrast to organic or internal 
growth). 
Factors of production Inputs into an organizational process that make normal operation possible 
(otherwise called resources). 
Fiscal policy Regulation of a national economy by the use of government revenues and expendi-
ture. 
Five forces analysis A conceptual framework for understanding an industry’s or organization’s 
position in respect to the forces in its micro environment. Can be used to explain the structure of 
the industry and the performance of competitors within it. 
Focus strategy (in generic strategy framework) Competitive advantage gained through serving 
one (or few) market segments. 
Foreign exchange risk Arises out of uncertainty about the future exchange rate between two cur-
rencies. The risk can be categorized as transaction, translation or economic (or political) exposure 
to risk. 
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Forward vertical development The acquisition of one or more parts of the forward direction in 
the supply chain. This is typically done by acquisition of or merger with a buyer. 
Frame conditions Those conditions operating in the organization’s commercial environment that 
frame (or influence) strategic decision making for a particular organization. 
Franchising An arrangement for business growth where the idea or format is rented out (from a 
franchisor to a franchisee) rather than directly developed by the originator of the idea. 
Generic strategy A distinctive posture that an organization adopts with regard to its strategy. 
It is suggested that superior performance arises from adopting a cost leadership or differentiation 
strategy with either a narrow or broad product and market scope.  
Globalization The most extensive stage of business development in which an organization’s  
interests are spread throughout the world and are configured to compete and respond to differing 
customer requirements in many different national and local cultures. 
Heterogeneity of services Services, unlike mass-produced manufactured goods, are never identi-
cal. The human element and other factors in delivering services ensure that services will be hetero-
geneous; that is, varied. 
Hierarchical congruence Objectives set at various levels must be aligned with each other in such 
a way that each level of organizational decision making contributes to the organization’s overall 
strategic objectives. 
Horizontal development Merger with or acquisition of a competitor or a business at the same 
stage of the supply chain. Increase in market share. 
Hostile takeover An acquisition attempt that is not supported by the board of the target 
company. 
Human resource One of four resource inputs that can be deployed to help create competitive 
advantage. Comprises the employees and any other people’s skills that are used by the organization 
(such as consultancy skills that it has access to). 
Human resource audit An investigation into the size, skills, structure and all other issues sur-
rounding those currently employed by the organization. 
Hybrid strategy An approach to generic strategy that adopts elements of both cost leadership and 
differentiation. 
Implementation The part of the strategic process that involves carrying out the selected strategy. 
It involves making the requisite internal changes and reconfiguring the organization’s resource base 
to make it possible.  
Incremental change Organizational change that is carried out in many small steps rather than  
fewer large steps.  
Industry A group of producers of close substitute products. The players in an industry compete  
against each other for resource inputs and in product markets.  
Industry analysis Part of strategic analysis. The analysis of an industry, usually using the five 
forces framework, with a view to gaining a greater understanding of the micro environment.  
Inseparability of services The production and consumption of service products are inseparable.  
The implication of this inseparability is that the consumers have direct experience of the production  
of the service in contrast to the production of a physical product.  
Intangible resources Sometimes called intellectual resources – resource inputs that are not phys-
ical but that can be among the most important at causing competitive advantage. Examples include  
patents, legal permissions, licenses, registered logos, designs, brand names, etc.  
Intangibility of services Services cannot normally be seen, touched, smelled, tasted, tried on for  
size or stored on a shelf prior to purchase. Their intangibility makes them harder to buy but easier  
to distribute.  
Integration The collective name given to mergers and acquisitions. See also diagonal integration.  
Intellectual resources See intangible resources.  
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Intermediaries The individuals and companies that act as ‘middlemen’ by purchasing and packag-
ing products and services and from their owners (the principals) and selling them on to customers. 
Travel agents and tour operators are examples of intermediaries. 
Internal analysis Part of strategic analysis (along with external analysis) wherein the internal 
parts are examined for strengths and weaknesses. The value chain framework is often used to assist 
the process. 
Internal growth Growth in the size of a business without the use of mergers and acquisition. It 
involves the reinvestment of previous years’ retained profits in the same business venture. 
Internationalization Business growth involving development across national borders. Can be 
achieved by using market entry strategies such as exporting, direct investment, international joint 
ventures, alliances or franchising. 
Job enrichment Employees are given a greater deal of discretion or empowerment to make deci-
sions 
Job rotation Employees rotate jobs between them so that teamwork is encouraged and knowl-
edge and skills are gained. 
Job sharing Employees’ jobs are shared between two or more employees, thereby sharing burdens 
and responsibilities. 
Joint venture A collaborative arrangement between two or more companies. JVs tend to be for lim-
ited time periods, usually for a project or similar. Can also take the form of multi-partner consortia. 
Just-in-time An operational philosophy that aims to carry out (usually) production without any 
waste. Sometimes called stockless production. 
Key issues The issues that ‘fall out of ’ the SWOT analysis, which is, in turn, the summary of 
the strategic analysis. In practice, key issues are those issues that are the most pressing, the most 
important and the most critical. 
Key performance indicators (KPIs) Represent a measurement tool. They are measures that 
quantify management objectives and enable the measurement of strategic performance. 
Leakages Leakages in THE refers to the way in which revenue generated by THE activity is lost by 
the local, regional or national economy to the economies of other localities, regions or countries. 
Licensing The renting-out of a piece of intellectual property so that the licensee enjoys the 
benefits of the licensor’s innovation upon the agreement of a royalty payment. Most commonly  
applied to recipes, formulations, brands (such as lager brands), etc. Not to be confused with  
franchising.  
Limited liability A type of liability that is limited to the amount that has been invested.  
Macro environment The outer ‘layer’ of environmental influence – that which can influence the  
micro environment. It comprises five categories of influence: sociodemographic, political, economic,  
natural and technological.  
Management buyout Occurs when a company is sold to its current management.  
Management contracts A popular form of joint development method whereby the ownership  
of the physical asset (such as a hotel or other accommodation) is separated from its management.  
Market The group of customers that a business or industry can sell its outputs to. Can also mean  
the specific part of a total market that an individual business sells to. In economics, market is taken 
to mean the ‘place’ or arena in which buyers and sellers come together. 
Market segmentation The practice of subdividing a total market up into smaller units, each of 
which shares a commonality of preference with regard to a buying motivation. Markets are seg-
mented by applying segmentation bases – ways of dividing customers in a market from each other. 
Market share The proportion (usually expressed as a percentage) of the market for a product type 
held by a supplier to the market. Can be defined in terms of value of volume.  
Mass tourism Large-scale packaging of standardized leisure services at fixed prices for sale to a  
mass clientele 
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Mergers A form of external growth involving the ‘marriage’ of two partners of (usually) approxi-
mately equal size. The identities of both former companies are merged into the new company.  
Micro environment The near or immediate business environment that contains factors that affect  
the business often and over which individual businesses may have some influence. Usually com-
prises competitors, suppliers and customers.  
Mission statements A formalized statement of the overall strategic purpose of an organization.  
Moment of truth See service encounter.  
Near environment See micro environment.  
Objectives The state of being to which an organization aims or purposes. It is the end to which  
strategy aims.  
Oligopoly A commercial environment in which a particular market is controlled by a small group  
of firms. 
Operational objectives To be distinguished from strategic objectives. The level of objective that  
tends to be short to medium term in timescale and that has the sole purpose of helping to achieve  
the higher-level strategic objective.  
Opportunity cost The cost of an alternative that must be forgone to pursue a certain action.  
Organic growth See internal growth.  
Overtrading Overtrading often occurs when companies expand their own operations too quickly  
and risk failure due to lack of financial resources.  
Package holiday A package holiday is a prearranged combination, sold or offered for sale at an  
inclusive price, including at least two of transport, accommodation and other tourist services ancil-
lary to transport or accommodation. 
Paradigm The worldview or way of looking at the world held by an individual or organization. It 
is a very powerful determinant of the culture and behavior (and hence performance) of a business. 
Perishability of services Because production and consumption are simultaneous, services are 
instantly perishable if they have not been sold at the time of production. 
Planned strategies See deliberate strategy. 
Portfolio Can refer to the spread of interests in respect to products and markets. The principle 
behind any portfolio is to spread opportunity and risk with a view to making the organization less 
vulnerable to trauma in any one product or market segment and to enable it to be in the position to 
quickly exploit any opportunities. 
Prescriptive strategy See deliberate strategy. 
Price elasticity of demand The relationship between the price of a product and the quantity of 
the product sold. Price elastic products are those whose quantity sold is relatively price responsive. 
Price inelastic products are those where a change in price would be expected to bring about a pro-
portionately lower change in quantity sold. 
Product The output of an organization intended for consumption by its markets. The result of the 
value adding process. 
Product life cycle The concept is based on the analogy with living things, in that all products 
would be expected to have a finite life, whether it is long or short, and that products move from  
introduction through growth toward maturity and eventually decline.  
Profit The surplus of sales against total costs. Tends to be measured either before or after tax.  
Profit and loss account One of the three compulsory financial statements in a company annual  
report. The profit and loss statement reports on the total sales, the costs incurred in creating those  
sales and hence (by subtraction), the profit made over a reporting period.  
Profit Impact of Market Strategy (PIMS) study On examining thousands of companies in many 
industries, this study found that one of the primary determinants of profitability is market share. 
Public–private partnerships Various forms of collaborative activity bringing public and private 
sector involvement together to develop assets and resources. 
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Quality Usually defined as ‘fitness for the purpose’. It is not to be defined in terms of luxury or  
premium.  
Ratio analysis A comparison (by quotient) of two items from the same set of accounts.  
Related diversification External growth by developing new products for new markets. Related  
diversification suggests that the new products or markets have something in common with exist-
ing products or markets such that the risk of diversification is lessened. Related diversification is in  
contrast to unrelated diversification.  
Resource-based approach A way of understanding the source of competitive advantage as arising 
from the way in which an organization obtains and deploys its resources to build and develop core 
competences. 
Resource immobility Many resources that are used cannot be moved in terms of either place or 
time. 
Resource markets The markets in which a business competes with other businesses for resource 
inputs. Examples include labor markets, real estate and property markets, finance markets (for 
capital), etc.  
Resource substitution The substitution of one resource category with those of another.  
Resources The key inputs into an organization that enable normal functioning to take place.  
There are four categories of resource: physical (e.g., stock, land, buildings, etc.), financial, human 
and intangible (or intellectual). 
Retained profit A balance sheet measure of the profit that is attributable to the shareholders once 
all other allocations are accounted for; that is, profit after interest, tax and extraordinary items. 
Risk premium The risk premium is the additional return an investor expects to receive from hold-
ing a risky investment instead of risk-free assets. 
Satisficing Behavior linked to the behavioral theory of the firm. In this view of the firm (which 
often applies to smaller companies), a critical level of profit is achieved by firms; thereafter, priority 
is attached to the attainment of other goals because the owners are satisfied with the levels of profit 
that have been achieved.  
Selection of strategy The second stage in the overall strategic process that takes the information  
gained in the strategic analysis and uses it to evaluate options and to decide upon the most appro-
priate option.  
Service encounter The time and place where the customer interacts with the organization.  
SERVQUAL A framework developed by to consider service quality.  
Service profit chain Assesses the sources of profitability and growth in labor-dominated service 
firms. 
Stakeholder theory The belief that the objectives of an organization are determined by the rela-
tive strengths of the various stakeholders. 
Stakeholders Any group or individual who can affect or be affected by the achievement of an 
organization’s objectives. 
STEEP analysis The key stage in macro-environmental analysis. It involves auditing the macro 
environment for sociodemographic, political, economic, environmental and technological influ-
ences. 
Stockholder position The belief that business objectives should be determined predominantly 
for the financial benefit of the owners (shareholders). In practice, this position is taken to mean that 
the objectives of a business should be to maximize its profits. 
Strategic alliance A collaborative arrangement between (usually) two businesses where part or 
all of the two companies’ value chains are shared for mutually beneficial strategic purpose. 
Strategic analysis The first part of the strategic purpose. Its purpose is to gather information 
about a business’s internal and external environments so that sufficient information is available to 
make possible the informed evaluation of options. 
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Strategic congruence The integration of multiple objectives either within an organization (at 
various levels) or between multiple groups so that they are aligned with each other. 
Strategic groups The subgroups within an industry that compete head on with each other for 
the same types of customers or for similar resource inputs. The members of a strategic group will 
normally consider an ongoing monitoring of each other’s activities to be an essential part of their 
strategic analysis. 
Strategic implementation See implementation. 
Strategic objectives In contrast to operational objectives, strategic objectives are those pursued 
at the highest level of an organization. They concern the whole organization, are concerned with the 
overall product and market scope and tend to concern longer timescales than operational objectives. 
Strategic options Generated as part of the second stage of the strategic process (evaluation and 
selection). The options that are considered as possible courses of action for the future. 
Strategic process One way of looking at strategy is to conceptualize it as an iterative process. 
According to this view, the process has three distinct stages: strategic analysis, strategic evalua-
tion and selection and then, finally, strategic implementation. In practice, all stages are carried out  
continually.  
Strategic selection See selection.  
Strategy There are a number of definitions of strategy, perhaps best understood in terms of Mint-
zberg’s 5 Ps: plan, ploy, pattern, perspective and position. A strategy is usually taken to mean the  
process that is performed to close the gap between where an organization is now and where it aims 
to be in the future. 
Strengths Those internal features of an organization that can be considered to add to its ability to 
compete in its strategic group (or industry) and to increase its competitive advantage. Strengths are 
positive attributes that an organization owns. 
Structure The term used to describe the shape of an organization. In strategy, a consideration of 
structure usually refers to its height, width, complexity and the extent to which it is decentralized. 
Stuck in the middle A phrase used to describe the position of an organization that, in respect 
to the generic strategy framework, is neither purely cost leadership nor differentiation. It has been 
argued that to be stuck in the middle is to expose an organization to the probability or return-
ing below-average profits because the organization experiences competition from those pursuing  
all other competitive strategies (narrow and broad, cost and differentiation). This view has been  
challenged.  
Substitute products Products that provide identical or comparable benefits to those of the orga-
nization’s products.  
Supply chain Not to be confused with the value chain. Usually refers to the entire path that a  
product and its component parts take from the primary industry stage to when it is sold to the final  
consumer on the chain. 
SWOT Analysis Standing for strengths, weaknesses, opportunities and threats, it is the key tech-
nique for presenting the results of strategic analysis and provides a platform for going on to formu-
late the strategy for the future. Strengths and weaknesses should be based on the internal analysis 
of the organization, whereas the opportunities and threats should be based on an analysis of the 
organization’s external environment. 
Synergy The effect that is observed after two or more parties (e.g., businesses in a merger) come 
together and the whole becomes greater than the sum of the parts. Sometimes expressed as 2+2 =5. 
Targeting When the possible range of segments has been identified and the characteristics of each 
of the segments has been analyzed, an organization then has to decide which market segments to 
target. 
Tipping point The critical point in a situation, process or system beyond which a significant effect 
or change takes place. 
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Tour operator Tour operators purchase or reserve the separate components of a package holiday 
in bulk and combine these components into an ‘inclusive tour’ or package. 
Tourist area life cycle (TALC) Destinations go through a similar evolution to that of products, 
but visitor numbers are substituted for product sales. Destinations move from evolution through 
involvement, development and consolidation before reaching stagnation. Decline will follow unless 
actions are taken that result in rejuvenation. 
Turnaround A process dedicated to corporate renewal using analysis and strategy to turn troubled 
companies around and return them to solvency. 
Unrelated diversification External growth by developing new products for new markets. Unre-
lated diversification suggests that the new products or markets have little or nothing in common 
with existing products or markets such that the risk of diversification is increased but that portfolio 
benefits are maximized. Unrelated diversification is in contrast to related diversification. 
Value adding See added value. 
Value chain analysis A conceptualization of the internal activities of an organization. The frame-
work divides the internal activities of an organization into two categories: those that directly add 
value (primary activities) and those that support the primary activities (support or secondary activi-
ties). The analysis of an organization’s value chain is intended to show the strategic importance of 
any key linkages or any blockages – points where value is added less efficiently than it might be. 
Vertical development The acquisition of forward or backward competences such as through 
merger with, or acquisition of, a supplier (backward vertical development) or a customer (forward 
vertical development). 
Waste Anything that does not add value in an organizational process (such as machine inefficien-
cies, tooling up and tooling down, bad quality, stock, etc.). 
Weaknesses Those internal features of an organization that can be considered to detract from 
its ability to compete in its strategic group (or industry) and to reduce its competitive advantage. 
Weaknesses are negative attributes that an organization owns. 
Weighted average cost of capital The rate that a company is expected to pay on average to 
finance its assets weighted in accordance with proportion of finance provided.  
Working capital Working capital represents the difference between a company’s current assets  
and current liabilities and is a measure of a company’s liquidity and short-term financial health.  
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647, 648; collaborative 
process 448–449, 449; 
cost leadership 378, 
378–379; deregulation 300, 
431, 648, 649; economic 
factors 294, 294–295; 
economic restructuring 
648–649; foreign ownership 
restrictions 450, 489, 594, 
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596, 649, 655; frequent flyer 
programmes 56, 314, 382; 
jet fuel prices 509–510; 
low-cost 312, 328, 375, 
378, 378, 379, 431, 452, 
513, 583, 647–648, 661; 
management contracts 
465–466; outsourcing 
120, 121–122, 577, 579; 
Porter’s five forces model of 
industry analysis 327–328; 
seasonality 58, 58–59; 
strategic alliances 184–185, 
328, 445, 447–449, 449, 
450, 451–452, 489, 592, 
646–655 

airports 95, 105, 108, 253, 
288, 330, 456, 579, 595, 
647–648, 649, 650; 
environmental issues 295, 
297, 298 

airspace: national sovereignty 
and the five freedoms of the 
air 300, 300, 655 

AITO (Association of 
Independent Tour 
Operators) 78–79, 658 

AITs (air-inclusive tours) 657 
Alibaba 445–446 
American Airlines 56, 291, 

314, 382, 431, 489, 651 
American Express 412, 

575, 589 
American Strategic Planning 

Institute 122 
Amsterdam, Netherlands 720 
ANA 179 
Ansoff product-market 
matrix 484; diversification 
400, 400, 401, 408, 
408–414, 410, 412; market 
development 400, 400, 
401, 403–405; market 
penetration 400, 400, 401, 
402–403, 403; product 
development 400, 400, 401, 
406–407 

AR (augmented reality) 
systems 290–291, 591 

arts, the, Ansoff product-
market matrix 401–402 

ASAs (air service agreements) 
655 

Ashfield Event Experiences 
101, 102, 111 

ASK (available seat 
kilometres) 294 

Asset: management 180, 313: 
ownership 180, 313 

‘asset stripping’ 473 
asset-light strategies 180, 339, 

461, 470, 605, 606; IHG 
462, 470, 683, 684, 685 

assets: balance sheets 182; 
cash flow forecasting 213; 
disposal of non-core assets 
473–474; strategic assets 
and distinctive capabilities 
104–105 

Assurance (RATER 
dimensions of service) 147 

attendance rates 53, 54 
attractions 61, 63, 225, 

230, 261, 297; joint 
developments 444, 444 

Australia 65, 68; see also 
Queensland, Australia 

Australian: Council 
of National Trusts: 
stakeholders 38–39; Open 
tennis championships 
138–139 

authenticity 575 
aviation 288, 300, 324; 

economic factors 294, 
294–295; infrastructure 
issues 287, 298; political 
factors 299–300, 300; 
sustainability 197–198; 
technology advances 
291–292 

Avis 296, 460, 462 

balance of payments 293 
balance sheets 181, 181–182, 

182, 198, 203 
balance, strategic directions 

419–420 
Balearic Islands, Spain 65, 

352, 353, 407 
Baltimore Inner Harbor 

457–458 
Bangkok, Thailand 253 
Bangladesh 352 
Bank of England, Monetary 

Policy Committee 293 

bankruptcy 415 
banks 211 
Barcelona, Spain 713, 720 
barriers to entry 60, 253, 

312–317, 380; SMEs 61, 77–78 
BCD 589–590, 591, 596 
BCG (Boston Consulting 

Group) matrix 122, 
262–267, 263, 264, 
266, 399 

benchmarking 99, 151–152, 
197–198, 338 

Bermuda Agreement, 
1946 300 

Best Western 129, 462–463, 
467, 468, 606 

Big Data 56, 127, 148, 231, 
290, 712 

blockchain 148, 285, 290, 
291, 591 

boards of directors 37, 38, 40, 
366, 496 

Boeing 162, 179, 
257–258, 292 

bootstrap marketing 270 
‘born global’ companies 

608–610 
Botswana 67, 68 
brands 243, 382; brand loyalty 

55–56, 313–314, 324, 336 
breakeven analysis 499, 

500–501, 501 
Brexit 299, 419 
BRIC (Brazil, Russia, India 

and China) countries 73 
British Airways 105, 309, 376, 

431, 461, 489, 492, 651 
Brundtland Report, 1987 

295, 617 
BSC (balanced scorecard) 123, 

557–561, 560, 561, 562, 
563, 563–564 

BTG (Beijing Tourism Group) 
494 

Budget Travel 439 
Burger King 460 
Busan International Film 

Festival 456–457 
business events 230, 577; 

see also MICE (meetings, 
incentive travel, conventions 
and exhibitions) industry 

business objectives 26, 26, 33 



Subject index 733 

business travel 240 – 241, 252, and management 519, 521, competitive advantage 35, 
336, 589 523, 538 – 551, 539, 541, 86, 89 – 90, 145, 296, 

business-to-business (B2B) 544, 545, 548, 549, 551; 308 – 309, 366, 369, 388, 
marketing 238 – 239, 243, 694 context of 541, 541 – 546, 552, 552; competences 

business-to-peer (B2P) 544, 545; inertia 544, 544; and capabilities 99 – 110, 
platforms 710 Lewin’s 3-step model 389 – 392, 390, 392; 

‘buy, ally or DIY [do it yourself]’  539, 539 – 540; successful competitive positioning 
matrix 470 – 472, 471 organizational change  89, 90, 369, 439, 440; 

buyers’ power 310, 311, 547, 548 knowledge management 
317 – 318, 326, 327 change agents 549 – 551, 551 111 – 112;; Profit Impact of 

charter airlines 661 Market Strategy study 122, 
CAA (Civil Aviation chatbots 148, 149, 290, 591 123; relational approach 

Authority) 324, 665 Chicago Convention 369, 439 – 440; resources 
Calgary First Night  (Convention on 92 – 99, 388; service profit 

Festival 543 International Civil chain 122 – 124, 124; service-
California, US 329 Aviation), 1944 299,  dominant logic 124 – 128; 
Canada 343 300, 648 SMEs 128 – 130; sources of 
CanadaStays 714 China 70, 120, 142 – 143, 90 – 92; strategic  marketing 
capabilities 99 – 100, 110; 316, 437, 445 – 446, 604; 220 – 221; sustainability 619, 
capacity 53 hotels 153 – 154, 475 – 476, 620; sustainable 91 – 92, 
capacity constraints 96; see also  493 – 494, 606; human 107 – 108, 109, 390 – 392, 

carrying capacity resources 139, 140, 392, 619; value-adding 
capital 183, 190 – 191; cost 153 – 154 activities 112 – 122; see also  

of 191 – 193; loan capital Civil Aeronautics Board, USA core competences 
186 – 187, 187, 192, 193; 431, 648 competitive environment 
rights issue capital 184 – 186, climate change 67 – 69, 298; analysis 3, 283 – 284, 
185; share capital 183 – 184, see also GHG emissions; 307 – 308, 356; clustering 
187, 187, 192, 193 sustainability 328 – 331; competitor 

capital budgeting 528 climatic factors 352 – 353 profiling 339 – 341, 
capital intensity 179 – 181 Club Med 407 341 – 342; CSFs (critical 
car hire services 460 – 461, 467 clustering 170, 326, 328 – 331, success factors) 342 – 344; 
carbon neutrality 296, 298, 332 – 338, 333, 346 industries 308 – 310; 

621, 623; see also GHG co-creation of value 124, KPIs (key performance 
emissions; sustainability 127 – 128 indicators) 343 – 344; 

CARES evaluation criteria 486 collaboration 107, 307, 326, markets 308 – 309; Porter’s 
Carlson group of companies 334, 346, 370, 427; airlines five forces model of industry 

51, 454, 589 448 – 449, 449; SMEs analysis 310 – 328, 311, 
Carnival Corporation 180, 129 – 130, 475 321, 322, 326; resource-

189, 190, 190 collaborative consumption based approach 332 – 338, 
carrying capacity 53, 70, 71, 96 128, 710 333; SMEs 344 – 346, 345; 
case study analysis 638 – 645 collaborative (cooperative) strategic group analysis 
cash flow 198, 485, 659; BCG  strategy 442 308 – 309, 338 – 339 

matrix 263, 264, 265 – 266,  Colorado Convention  competitive positioning 89, 
266; seasonality of 57 – 58, 59 Centre 455 90, 369, 392, 439, 440 

cash management 204, 209, combined market value 433 competitive strategy 366, 367, 
210, 211 – 212; cash flow competences 87, 91, 99 – 100, 368 – 369, 372, 482, 483, 
forecasting 212 – 213, 213, 101, 102 – 103, 103, 113, 484; competence-based 
214, 215 – 216, 498 334; competence building strategy 389 – 392, 390, 

centralization 533, 533,  103, 104, 107; competence 392; THE contexts 370, 
533, 565 leveraging 103, 104, 394; 370 – 372; core competence, 

CEOs 40, 198 competence-based strategy generic strategy and the 
change 544, 544, 550; barriers 389 – 392, 390, 392 value chain 392 – 394, 393; 

to 539; change leadership competition 60, 94 – 95, 254 Porter’s generic strategies 
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369, 373, 373–389, 374, 
378, 385, 389, 580, 
582–584, 583, 584; SMEs 
394–396, 396; strategy clock 
framework 388, 389 

competitors 323, 326, 334, 
339, 595, 596; monitoring 
of 323; profiling of 339–341, 
341–342, 345, 346; rivalry 
between 310, 311, 320–325, 
321, 322, 328; SMEs 
344–345 

consortia 270; see also 
cooperation; strategic alliances 

consumer behaviour 237 
contestability, of markets 

60, 315 
Contiki Tours 233, 384, 

622–623 
contingency planning 76 
continuous improvement 107 
control 301–302, 354–355 
conventions see MICE 

(meetings, incentive 
travel, conventions and 
exhibitions) industry 

cooperation 326, 440; 
cooperative networks 
443–444, 444, 466–469, 467 

COP26 UN Climate Change 
Conference, Glasgow, 
Scotland, 2021 68 

core activities, value-adding 
119–122 

core competences 91, 99–100, 
100–103, 101, 101, 103, 
106–107, 108, 113, 118, 
186, 308, 310, 369, 394, 
439, 552; competence-based 
strategy 389–392, 390, 392, 
393, 393 

corporate governance 
39–40, 366 

corporate objectives 26, 26, 
33–35 

cost leadership strategy 373, 
373, 374, 374–380, 378, 
385, 386, 387, 388, 393, 
393, 395, 484; global 
582, 583 

cost of capital 191–192; 
WACC (weighted average 
cost of capital) 193 

cost-benefit analysis 504–506 
country differentiation 604, 605 
COVID-19 pandemic, impacts 

of 53, 73–75, 139, 148, 
287, 294, 421, 580; Air 
New Zealand 184, 185, 
194–195; Airbnb 714; 
Best Western 468; crisis 
response strategies 416, 
417, 417–418, 418; Expedia 
Group 376; Las Vegas hotel 
occupancy rates 322, 322; 
Lufthansa 545–546; TUI 
474; Whitbread plc 341 

creative clusters 329; see also 
clustering 

‘CRIME’ (Communicable, 
Realistic, Internally 
Consistent, Measurable, 
Explicit) objectives 34 

crisis management 75, 77 
Croatia 595 
cross-sectional analysis 194, 

196–199, 203 
crowdsourcing 259 
CRSs (computer reservation 

systems) 648 
cruising 317, 324, 371, 380, 

427, 513; sustainability 297, 
621–622; see also shipping 

CSF (critical success factors) 
137, 152–155, 342–344; 
SMEs 344 

CSR (corporate social 
responsibility) 35, 39, 296, 
495, 618–619 

CTM (corporate travel 
management) companies 
589–590, 591, 596 

‘cultural dimensions theory’ 
(Hofstede) 166–169, 168 

cultural distance 604 
cultural web 160, 160–163 
customer loyalty 123, 314, 

316, 382 
customer satisfaction 123, 147 
customer service 49–50, 

52, 120; guest-employee 
encounter management 
143–145, 144, 145; 
‘moments of truth’ 
144–145, 145 

‘customer-centric’ view 127, 128 

customers 336, 590, 595; 
definition of markets 
by 225, 225–226; and 
globalization 573, 588–590; 
power of 310, 311, 317–318; 
switching costs 313–314, 
316–317, 318; wants and 
needs 226, 334 

Cyprus 385 

DART (dialogue, access, 
risk assessment and 
transparency) 711 

DCF (discounted cash flow) 
methods 499, 501–502 

debt finance 186–187, 192, 
193 

decision making, levels of 21, 
21–23, 22, 24–25, 483 

declining markets 402, 485 
deglobalization 580, 611 
‘degrees of turbulence’ model, 

SMEs 302 
deliberate (prescriptive) 

strategy 19, 486, 511, 628 
Delta Airlines 431, 489 
demand 53, 57, 96, 118, 221; 

demand conditions, Porter’s 
diamond framework 585, 
585, 586 

demergers 433, 472–473 
demography 285, 287, 

demographic segmentation 
336 

Denver Performing Arts 
Complex 455 

deregulation 300, 371, 
378, 431, 489, 576, 594, 
648, 649 

destination organizations 62, 
63, 444, 444 

destinations/destination 
marketing 230, 297, 313, 
329, 343, 371, 513, 695; 
‘eventful cities’ 157–158; 
improving competitiveness 
of 586–587; positioning 
244–245, 245–246; 
Queensland, Australia 245, 
245–246, 668–680; strategy 
mapping 560–561, 562, 563, 
563; TALC (tourism area 
life cycle) 254–255 
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diagonal diversification 
411–412, 412, diagonal  
integration 575  

diamond framework, Porter  
585, 585–587  

differentiation 241, 313, 324,  
387, 604, 605; global 582, 583  

differentiation strategy 373,  
373, 374, 374, 380–384,  
385, 386, 387, 388, 392,  
395, 484  

digital platforms, exhibitions 
industry 696–697  

direct marketing 241  
direct substitutes 316, 317  
Discover Halifax, Nova Scotia  

563, 563  
disintermediation 256, 371,  

375, 648  
disposals 472–474  
disruptive innovation 256,  

711–712  
distinctive capabilities 99, 101,  

104–106, 106–107, 308  
distribution channels 315,  

334, 382, 590, 602  
diversification 408, 408–409,  
599; Ansoff product-market  
matrix 400, 400, 401, 408,  
408–414, 410, 412  

divestment strategies 415,  
433, 472–473  

dividends 183, 184  
Doha, Qatar 253  
Dubai 65, 253, 647  
dynamic capabilities 108–110,  

110, 390–392, 392  

Earth Summit, Rio de Janeiro,  
1992 295  

ease of entry/exit 46, 55,  
60–61, 334, 555  

easyJet 497, 534, 540–541  
economic factors (STEEP  

analysis) 3, 278, 280,  
292–295  

economic growth 293  
economic impacts of tourism  

65, 66  
economic objectives 34  
economic policy 298  
economies of scale 35, 120,  

170, 225, 314–315, 331,  

375, 592–593, 650; global  
592–593; international  
services 574, 574–575, 584  

economies of scope 314–315,  
331, 409, 592–593, 650;  
international services 574,  
574–575, 584  

ecotourism 69, 73; see also  
sustainable tourism  

Edinburgh Festival 380–381,  
513  

Edmonton, Canada 157–158  
education level, psychographic  

segmentation variable 234  
Emerald Expositions 696  
emergent strategy 19, 165,  

486, 511–512  
Emirates 253, 452, 647  
Empathy (RATER dimensions  

of service) 147  
employees 123, 150, 151;  

employee retention 140,  
142, 159–160; see also  
human resources  

employment conditions 
139–143; see also human 
resources 

energy efficiency 622  
Enterprise Holdings 460461  
entrepreneurs, experiential  

knowledge of 269  
environmental impacts of  

tourism 65, 66  
environmental scanning 280  
EPS (earnings per share) 202  
Etihad 253, 452, 647  
EU (European Union) 290,  

594, 649; Brexit 299,  
419; foreign ownership  
restrictions 450, 649;  
mergers and acquisitions  
regulation 438, 439  

Europe 70, 325, 457, 594  
Eurotunnel 309  
evaluation criteria, strategic  

evaluation 486–487, 487, 487  
‘eventful cities’ 157–158, 371  
events 8–9, 38, 56, 57, 225,  

285, 297, 343, 428, 456,  
467, 577, 581; ‘eventful  
cities’ 157–158; human  
resources 138–139;  
internationalization  

of 597–598; joint  
developments 444, 444;  
positioning 244–245,  
245–246; Queensland,  
Australia 676–677; ‘smart’  
289–290;  

events management 23, 61,  
63, 111, 120, 188, 211,  
346, 371, 409, 420, 455,  
461, 488, 534; case study  
694–706; markets and  
marketing 220, 223–224;  
screening 489–490;  
SMEs 41  

executive directors, corporate  
governance 40  

exhibitions 696–697, 702; 
see also MICE (meetings, 
incentive travel, conventions 
and exhibitions) industry 

exit: exit barriers 324–325;  
exit costs 60–61; exit  
strategies 417, 418; see also  
ease of entry/exit  

Expedia Group 375–376, 433  
experience effect 263,  

263–264, 376–377, 593  
exports 596, 602  
external analysis 3, 5, 

278–279; SMEs 301–302; 
see also competitive 
environment; competitive 
environment analysis; 
macro-environmental 
analysis; SWOT analysis 

external feasibility  
493–494, 494  

external linkages (value chain  
analysis) 119, 119  

external shocks 46, 55, 73–77,  
416, 556; SMEs 420  

factors of production 17, 523  
far environment see macro-

environmental analysis 
FDI (foreign direct 

investment) 595–596 
Feasibility: feasibility studies  

261; strategic evaluation  
486, 487, 487, 491–494, 507  

feedback 5, 512, 518, 521  
festivals 157, 297, 343, 352,  
461, 506, 513; film festivals  
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456–457; globalization 575,  
581; strategic drift 542–543 

film festivals 456–457 
finance 176–177, 178–179; 

cash management 209–216; 
foreign exchange risk 
management 204–209; 
SMEs 216–217 

financial analysis 179–181, 
194–195, 357; balance 
sheets 181, 181–182, 
182; capital intensity 
179–181; cross-sectional 
analysis 194, 196–199, 
203; financial management 
177, 179;financial structure 
and profitability 181–182; 
longitudinal analysis 194,  
195, 196, 197, 199203; ratio  
analysis 194, 199–203, 200  

financial planning 528  
financial resources 17, 87, 92,  

97, 98, 177–179; sources  
of 182–183, 188–191,  
189, 190  

financial statements 198,  
203–204 

firm differentiation 604, 605  
First Choice 472, 658,  

659, 660  
first-mover advantage 253,  

513, 608  
fiscal policy 292–293  
five freedoms of the air 300,  

300, 655  
‘fixed-fee’ management 

agreements 466  
Fliggy 445, 446  
Florida, US 329  
focus strategy 373, 373,  

374, 384–385, 385,  
395–396, 396  

foreign direct investment 
(FDI) 595–596 

foreign exchange risk 
management 204–209 

foreign ownership restrictions  
450, 489, 594, 596, 649, 655  

formal organizational  
structure 537  

forward foreign exchange  
contracts 209  

Fosun International 407  

frame conditions 370,  
370–372, 396  

France 129, 190, 258, 319,  
321, 338, 403, 407, 590,  
600; cross-channel travel  
309, 316  

franchising 313, 427,  
443–444, 444, 460–463,  
463; hotels 469, 470, 470,  
476, 683; international  
602, 603, 604, 606; SMEs  
475–476  

free resources 93  
‘free riders’ 513  
frequent flyer programmes 56,  

314, 382  
Frontier Airlines 431, 433  
FTK (freight tonne  

kilometres) 294  
functional specialization, and  

organizational structure 535  
functions, definition of 

markets by 225, 225–226 

Gaest 713, 715  
Gatwick Airport, London 318,  

330, 492, 497  
GDS (Global Distribution  

System) 291–292, 371, 445,  
581, 648  

gearing 357; gearing ratio 192,  
202–203  

GE-McKinsey matrix 267,  
267–268  

gender, psychographic  
segmentation variable 234  

General Electric Company 
122; see also GE-McKinsey 
matrix 

Generation Y 244  
generic strategy framework 

(Porter) see Porter’s generic 
strategy framework 

geographic concentration, and  
organizational structure 535  

Germany 314, 319, 321,  
590, 600, 659, 696; Messe  
Frankfurt 428; Premier Inn  
341–342; see also TUI Group  

GHG emissions 67–68, 297; 
shipping 621–622; see also 
sustainability 

GL Events 405  

Glasgow Declaration on  
Climate Action in  
Tourism 68  

global brands 591  
Global Hotel Alliance 468  
global industries 573, 574,  

576, 581  
global strategies 570–571;  

competitive advantage of  
nations or regions 585,  
585–587; globalization  
of markets and industries  
573–580, 574–575;  
internationalization and  
globalization 572–573; key  
strategic decisions 599;  
market entry strategy 571,  
599–607, 605; models of  
580–584, 582, 583, 584;  
multi-domesticity 581,  
582; Porter’s global generic  
strategies 580, 582–584,  
583, 584; SMEs 607–610;  
Yip’s globalization driver  
framework 580, 584, 587,  
587–598, 588; see also  
globalization  

‘global village’ 573–574 
globalization 404, 570,  

571, 572–573, 590–591,  
605–607; models of  
580–584, 582, 583, 584  

globalization driver  
framework, Yip 580, 584,  
587, 587–598, 588  

GlobalStar 589  
goods, tangible nature of 45  
goods-dominant (G-D) logic  

125, 126, 126, 127  
governments 121, 298,  

595–596; mergers and  
acquisitions policy 437–439;  
Porter’s diamond framework  
585, 585, 586–587  

GRI 620  
Grootbos, South Africa 

71–72 
growth strategies, Ansoff  

product-market matrix 400,  
400–402  

GSTC (Global Sustainable  
Tourism Council) 620, 621  

guerrilla marketing 270  



 

  

  

  

  

  

  
  

 
  

  
  

  

  
  

  
  

 

 
 
 

 
 

 
 

 
 

   
  

 
 
 

   

   
 

 
 

   
   

 
   

   

   
 

 

  

  
  
  

  

  

  

  
  

  

  
  
  

  
  

  

  

 

  
  

  
  

  
  

  

  

Subject index 737 

‘hard services’ 46 
Hawaii, USA 352, 353 
Heathrow Airport, London 

58, 58, 105, 297, 298, 318, 
492, 651 

‘hedging’ 659 
Henn-na Hotel, Nagasaki, 

Japan 149 
heritage tourism 290–291 
Hertz 460 
heterogeneity of service 

products 6, 46, 47, 49–51, 
138, 169, 554; SMEs 78; 
see also IHIP (intangibility, 
heterogeneity, inseparability 
and perishability) 
characteristics of service 
products 

hierarchy 24, 533; joint 
developments 442–443, 443 

high-cost of THE service 
products 46, 55, 56–57, 555 

Hilton International 111, 149, 
222, 314, 451, 606 

HNA Group 413–414, 454 
holding companies 535 
Holiday Inn 377, 404, 

415–416; franchising 460, 
461–462 

Home Inns, China 
153–154, 494 

HomeAway 713–714 
Hong Kong 325, 528–529; 

Dragon Boat Festival 
313–314, 575 

horizon scanning 280 
horizontal: diversification 411; 

integration 64, 411, 436 
horizontal interorganizational 

relationships 444 
hospitality 8, 56, 61, 63, 74, 

180, 220, 256, 285, 343; 
cooperative networks 466, 
467, 467–468; financial 
management 177–178; 
globalization and market 
entry strategy 605–607; 
human resources 137–138; 
joint developments 
444, 444 

hotels 8, 56, 75, 92, 111, 118, 
123, 139, 188, 208, 230, 
313, 318, 320, 325, 331, 

382, 420, 427, 434, 475, 
500, 513, 595, 605, 682, 
711; asset-light strategies 
180, 339, 461, 462, 470, 
683, 684, 685; competition 
321, 322, 322; consortia 
129–130; franchising 460, 
461–462, 469, 470, 470, 
476, 683; globalization 572, 
581; management contracts 
464, 469, 470, 470; market 
concentration 222–223, 
223; NPV calculations 503, 
503–504, 504; outsourcing 
120, 577; owning or leasing 
469, 470, 470; position 
and perspective strategies 
20–21; product positioning 
243–244; referral networks 
467, 469; resource audits 
525–526, 527; strategic 
alliances 453–454; strategic 
group analysis 345, 
345–346; sustainability 
297, 619, 620; see also 
hospitality 

HouseTrip 713 
HRG (Hogg Robinson 

Group) 589 
human factors, heterogeneity 

of service products 49–50 
human resources 17, 87, 

92, 94, 97, 98, 136–139, 
141–142, 528; audit of 
149–155; composition of 
workforce 139–140; as CSF 
(critical success factor) 
137, 152–155; employment 
and working conditions 
139–143; guest-employee 
encounter management 
143–145, 144, 145; IHG 
685–686; organizational 
culture 155–169, 166, 168; 
organizational structure 
536, 536; service quality 
145–149, 146; SMEs 
169–170; technology 
148–149; ‘virtuous circle’ 
and business success 146, 
146–147 

Hurtigruten Group 621–622 
Hyatt hotels 471, 714 

Hybrid: competitive strategy 
386–387; method of 
strategic development 
441–442 

IAG (International Airlines 
Group) 431, 489 

IATA (International Air 
Transport Association) 298, 
299, 646 

Iberia 431, 461 
ICAO (International Civil 

Aviation Organization) 299, 
595, 646 

ICT (information and 
communications 
technology) 289, 372, 
375, 648 

IHG (Intercontinental Hotel 
Group) 222, 243, 471, 714; 
asset-light strategy 462, 
470, 683, 684, 685; case 
study 681–693; competition 
strategy 683–685; 
globalization and market 
entry strategy 606–607; 
human resources 685–686; 
strategic management 
presentation 631–632, 
633–634 

IHIP (intangibility, 
heterogeneity, inseparability 
and perishability) 
characteristics of service 
products 6, 46, 47 

IISD (International 
Institute for Sustainable 
Development) 620 

ILTM (International Luxury 
Travel Market) 701 

IMO (International Maritime 
Organization) 595 

impact analysis 506–507 
impact of THE service 

products 46, 55, 65–73, 66, 
556; SMEs 78 

incentive travel see MICE 
(meetings, incentive 
travel, conventions and 
exhibitions) industry 

incremental change 544 
India 70, 73, 604, Indian 

Ocean tsunami, 2004 68, 76 
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indirect substitutes 317  
industries 106, 308–309,  

337; other industries,  
resource-based approach to  
competitive environment  
analysis 332, 333, 333,  
337; related and supporting  
industries, Porter’s diamond  
framework 585, 585;  
resource-based approach to  
competitive environment  
analysis 332, 333, 334;  
structural change 371  

industry analysis 309–310; 
Porter’s five forces model 
310–328, 311, 321, 322, 326  

inflation 293, 503  
informal organizational 

structure 537  
Inkaterra, Peru 335  
innovation 104–105, 107,  

383–384; disruptive  
innovation 256, 711–712;  
SMEs 513; strategies  
417, 418  

innovativeness  
(entrepreneurial  
orientation) 421  

inseparability of service  
products 6, 46, 46, 47,  
51–52, 553; SMEs 78; see  
also IHIP (intangibility,  
heterogeneity, inseparability  
and perishability) of service  
products  

insolvency 211  
intangibility of service  

products 6, 46, 47–49,  
124, 553; see also IHIP  
(intangibility, heterogeneity,  
inseparability and  
perishability) of service  
products  

intangible (intellectual)  
resources 17, 92–93, 97,  
98, 529  

integration, mergers and  
acquisitions 433, 436,  
437–439  

interdependence of THE  
service products 46, 55,  
61–64, 63, 65, 73, 556  

intergeneration equity 495  

intermediaries 144, 144,  
180, 256, 259, 269, 312,  
410, 469, 609, 709, 712;  
technology 275–276  

internal analysis 3, 5, 86–87, 
88; see also SWOT analysis 

internal feasibility  
491–492, 493  

internal linkages (value chain  
analysis) 119, 119  

internal (organic) growth 426,  
426, 427–430, 430, 432,  
441, 442, 469, 470, 475  

International Certificate in  
Green Tourism, CU Green  
Choice Sustainable Tourism  
Standard 335  

international strategies  
4, 570–571, 599;  
competitive advantage of  
nations or regions 585,  
585–587; globalization  
of markets and industries  
573–580, 574–575;  
internationalization and  
globalization 572–573;  
market entry strategy 571,  
599–607, 605; models of  
580–584, 582, 583, 584;  
multi-domesticity 581,  
582; Porter’s global generic  
strategies 580, 582–584,  
583, 584; SMEs 607–610;  
Yip’s globalization driver  
framework 580, 584, 587,  
587–598, 588; see also  
internationalization  

internationalization 371, 396,  
404, 519, 570, 571, 573;  
events 597–598; models of  
580–584, 582, 583, 584  

internet, the 292, 371, 375,  
382, 469, 661  

investment appraisal 498–499; 
accounting rate of return 
499, 501; breakeven analysis 
499, 500–501, 501; cost-
benefit analysis 504–506; 
DCF (discounted cash flow) 
methods 499, 501–502; 
impact analysis 506–507; 
IRR (internal rate of 
return) 499, 502–503; NPV 

(net present value) 499,  
502–503, 503, 503–504,  
504; payback method  
499–500  

IoT (Internet of Things) 148,  
290, 292, 591  

IRR (internal rate of return) 
499, 502–503 

Italy 223, 321; MICE  
(meetings, incentive  
travel, conventions and  
exhibitions) industry  
clustering 330  

Japan 70, 450  
Jet Blue 123, 431, 433  
jet fuel prices 509–510 
Jet2 plc 59  
Jin Jiang International Hotel  

Group 51, 154, 494  
job enlargement/enrichment/ 

rotation/sharing 142; see also 
human resources 

joint developments 426, 426,  
427, 440–444, 441, 443,  
469, 475, 476  

joint ventures 443–444, 444,  
485, 602, 603, 606; SMEs  
129–130  

Kenes Group 489–491 
knowledge management, 

and competitive advantage 
111–112 

Korea: Busan International 
Film Festival 456–457 

Kotler’s five levels of product  
features/benefits  
248–249, 485  

KPIs (key performance 
indicators) 343–344 

Kruger National Park, South  
Africa 238  

Kuala Lumpur, Malaysia 253  

Las Vegas, USA 321–322, 322  
lead countries 591–592 
leadership 4, 537–538, 546,  

547; change leadership  
and management, strategic  
implementation 519, 521,  
523, 538–551, 539, 541,  
544, 545, 548, 549, 551;  
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leadership styles 548–549, 
549; SMEs 565; see also 
management 

learning curves 593 
learning organization 111 
leasing 61, 180, 191, 216, 313, 

469, 470, 470, 605, 710; see 
also asset-light strategies 

Lego Group 377 
leisure travellers 252, 336 
Lewin’s 3-step model of 

change 539, 539–540 
licensing, international 

602, 603 
lifestyle market segmentation 

234–235 
limited liability companies, 

share capital 183–184, 
187, 187 

liquidation 415 
Live Nation 205–206, 210, 

508, 509 
load factors 53, 54, 199, 294, 

294, 500 
loan capital 186–187, 187, 

192, 193, 427 
longitudinal analysis 194, 195, 

196, 197, 199, 203 
low cost competition 371, 

low-cost airlines 312, 
328, 375, 378, 378, 
379, 431, 452, 513, 583, 
647–648, 661 

loyalty schemes 55–56, 
446, 469; frequent flyer 
programmes 56, 314, 382 

Lufthansa 309, 431, 461, 
545–546 

Luxury Retreats 715 
Lyft 610 

Macau, China, SWOT analysis 
353, 353–354 

machine learning 591 
Machu Picchu, Peru 335 
macro segmentation, B2B 

(business-to-business) 
marketing 239 

macro-environmental analysis 
3, 278, 280–284, 283; SMEs 
301–302; STEEP analysis 
278, 280, 282, 283, 284–301 

Madre de Dios, Peru 335 

Make Travel Matter 
Experience 623 

Makerspaces 710, 718 
Maldives, the 68–69 
management 546, 547; change 

leadership and management, 
strategic implementation 
519, 521, 523, 538–551, 
539, 541, 544, 545, 548, 
549, 551; management 
styles 156, 548–549, 549, 
see also leadership 

management consultants 550 
management contracts 427, 

443–444, 444, 463–466, 
469, 470, 470, 606; IHG 
683–684 

managers, empowerment of 
142–143 

Manchester, UK 457–458 
Mandarin Oriental hotels 382 
mapping, of strategy 559–560, 

561, 562 
market concentration, hotels 

222–223, 223 
market entry strategy 571, 

599–607, 605 
market growth rate 221, 

239; see also BCG (Boston 
Consulting Group) matrix 

market homogenization 
573–576, 574–575, 589 

market leadership, Inkaterra, 
Peru 335 

market research 336 
market segmentation 220, 

227, 228–231, 230, 
334, 336; ACORN (A 
Classification of Residential 
Neighborhoods) 237; B2B 
(business-to-business) 
marketing 238–239; 
benefit 232, 237–238, 385; 
business travellers 240–241; 
criteria for 231–232; focus 
strategy 384–385; geo-
demographic 232, 236–237, 
241; geographic 232, 233, 
384–385; global 582, 
583; international 574; 
lifestyle 234–235; Porter’s 
generic strategy framework 
374; psychographic 232, 

233–236; sociodemographic 
232–233, 234; VALS 
(values, attitudes and 
lifestyles) 235 

market share 35, 122, 224, 
254, 334; hotels, China 
493–494; see also BCG 
(Boston Consulting Group) 
matrix 

market size 221, 239 
market structures 320, 321, 

321; Porter’s diamond 
framework 585, 585, 586 

market subgroups 335–336; 
see also market segmentation 

marketing alliances 326 
Marketing Manchester 

PPP 459 
marketing mix 227, 247, 247; 

SMEs 269 
marketing regulations, 

compatibility of 594–595 
marketing research 228 
markets and marketing 

106, 186, 219–220, 
221, 308–309, 324, 
485; B2B (business-to-
business) marketing 
238–239; definitions of 
223–228; globalization of 
573–580, 574–575; joint 
developments 442–443, 
443; market attractiveness 
221–223, 223; SMEs 
268–270; STP (segmenting, 
targeting and positioning) 
marketing 220, 227–228; 
strategic directions 
decisions 484–485; strategic 
marketing 220–221 

Marriott hotels 56, 222, 383, 
429, 434, 445–446, 460, 
471, 606, 711; product 
positioning 243–244; 
resource analysis 97–98; 
Courtyard brand, 97, 98, 
243–244, 429; Moxy brand, 
243–244, 429, 484, 711 

M&As see mergers and 
acquisitions 

mass tourism 7, 69–71, 73 
master franchises 462 
mature markets 402, 485 
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McDonald’s 403, 460, 462  
McKinsey 550  
measurability, target  

marketing 240  
measurement issues, human  

resource audit 151  
meetings: Airbnb 715; see also 

MICE (meetings, incentive 
travel, conventions and 
exhibitions) industry 

megatrends 284, 285, 542;  
Queensland, Australia 678  

Melbourne, Australia 158  
mergers and acquisitions  

426, 426, 427, 430–433,  
430–439, 435–436,  
437, 441, 442, 469, 470;  
international 602, 603, 606;  
strategic methods 426,  
426, 427, 430–439,  
435–436, 437, 441,  
442, 469, 470, 485  

Merlin Entertainments Group 
377  

Messe Frankfurt 428  
me-too products 242, 252,  

253, 513  
MICE (meetings, incentive  

travel, conventions and  
exhibitions) industry:  
clustering 330, 695  

micro (near) environment 3, 
279, 283–284, 307; see also 
competitive environment 
analysis 

microsegmentation 229, 239  
Milan, Italy 330  
Millennials 244, 711  
Mintzberg’s 5 Ps of strategy  

17–21 
mission/mission statements 

26, 26–32  
mobile-based marketing 241  
‘moments of truth’  

144–145, 145  
monetary policy 292–293  
monopoly 320, 321, 321;  

monopolistic competition  
320–321, 321; monopolistic  
power, market segments 229  

Mpumalanga,  
South Africa 238  

multi-domesticity 581, 582  

multinational companies 572,  
573, 608, 610; multinational  
global customers 590  

Mumbai, India, terror attacks,  
2008 73  

Muslim contexts, service  
quality in 146  

MyTravel Group plc 439,  
659, 660  

NAFTA (North American Free  
Trade Agreement) 594  

national responsiveness  
583, 583  

natural environment, attitudes  
towards 288, 295  

nearshoring 372, 578  
networks 326, 346, 440;  

‘networked’ economy 127  
‘new tourism’ 71  
New Zealand 565  
niche markets 222, 374,  

395–396, 396, 475  
Nielsen Expositions 696  
no change strategy 414  
noise pollution 297  
non-core activities 120–122;  

non-core assets, disposal of 
473–474  

non-executive directors 40  
non-price competition 320  
Northern Ireland 63  
not-for-profit organizations 

34–35 
NPV (net present value)  

499, 502–503, 503,  
503–504, 504  

objectives 13, 16, 24, 34–35;  
‘CRIME’ (Communicable,  
Realistic, Internally  
Consistent, Measurable,  
Explicit) 34; hierarchy of  
26, 26; objective-setting  
process 25–29, 37, 37;  
open and closed 25–26, 26,  
33; stakeholder approach  
36–39, 37; stockholder  
approach 35–36  

occupancy rates 53, 54, 199,  
322, 322  

OECD 284, 285  
offshoring 372, 578  

Okavango Delta, Botswana 67  
oligopoly 320, 321, 321  
Olympic Games: Athens 352;  

London 49–50, 138; Tokyo 
506–507 

Onefinestay 714  
Oneworld Alliance 448, 452,  

592, 646, 651, 653–654  
Onex 696  
open skies agreements 300  
operational-level decisions 483  
opportunity cost 96, 505  
organic (internal) growth 426,  

426, 427–430, 430, 432,  
441, 442, 469, 470, 475  

organic reduction 472  
organizational culture 120,  

154, 165, 529, 534; cultural  
typologies 164–169,  
166, 168; cultural web  
160, 160–163; Handy’s  
culture types 164–165;  
Hofstede’s cross-cultural  
differences 166–169, 168;  
human resources 155–169,  
166, 168; importance of  
156–160; Miles and Snow’s  
culture types 165–166,  
166, 529–530; SMEs 565;  
strategic implementation 4,  
519, 521, 523, 529–530  

organizational knowledge 107  
organizational performance,  

7-S model (Peters and  
Waterman) 550–551, 551  

organizational structure 151;  
complexity of 533–535;  
divisionalization methods  
535–538, 536; ‘height’ of  
531–532, 532; ‘hybrid’  
structures 535, 536; matrix  
structures 534, 535–537,  
536; organizational  
culture 156, 534; strategic  
implementation 4, 519, 521,  
523, 530–538, 532, 533,  
533, 536; ‘width’ of 533,  
533, 533  

organizations, resource-based  
approach to competitive  
environment analysis 333, 333  

outsourcing 120–122, 571,  
576–579, 584  



  

 

  
  

  

  

  

  
  

  

  

  

  

  

  

  

  
  

  

  
  

  

  

  

  

  

    

  

 

  
  

  

    
  

  

 

  

  

  

    

  

  

  
  

  
  

  

  

Subject index 741 

overcapacity 325 
overcapitalization 191 
overtourism 70 
overtrading 191, 414 
ownership of THE service 

products 46, 55–56, 554; 
SMEs 78 

P & O Ferries 309 
P2P (peer-to-peer) 

platforms 710 
packaged services 48–49, 237, 

656–657; intermediaries 
144, 144 

Pan Pacific Hotels 469 
paradigms 161, 163 
parallel processing 260 
Paris agreement on climate 

change 298 
partnerships 326, 430, 440; 

SMEs 270 
pause/proceed with caution 

strategy 414 
payback method, investment 

appraisal 499–500 
penetration pricing 250, 251 
perfect competition 320, 321, 321 
performance measurement 99 
perishability of service 

products 6, 46, 47, 
52–54, 73, 124, 553; see 
also IHIP (intangibility, 
heterogeneity, inseparability 
and perishability) of service 
products 

personalization, and 
globalization 590–591 

PEST see STEEP (analysis 
PESTEL see STEEP analysis 
Philippines 65, 70–71, 

382–383 
Phuket, Thailand 65 
physical resources, planning 

528–529 
physical (tangible) resources 

17, 92, 97, 98 
piggyback distribution 

arrangements 602 
PIMS (Profit Impact of Market 

Strategy) 122, 123, 264 
pioneer companies 252 
planning horizons, decision 

making 24–25 

PLC (product life-cycle) 
250–254, 251, 251, 399, 
485, 594; critiques of 255; 
S-curve (technology life 
cycle analysis) 255–258, 
257; TALC (tourism area life 
cycle) 254–255 

Plymouth, UK 457 
Porter’s diamond framework 

585, 585–587 
Porter’s five forces model of 

industry analysis 310–312, 
311; business rivalry 310, 
311, 320–325, 321, 322, 
328; limitations of 325–328; 
new entrants 310, 311, 
312–316, 327; power of 
buyers/customers 310, 311, 
317–318, 328; substitute 
products 310, 311, 316–317, 
328; summary of 325, 326; 
suppliers’ power 310, 311, 
318–320, 328 

Porter’s generic strategy 
framework 369, 373, 
373–374, 374, 392, 393, 
393; cost leadership strategy 
373, 373, 374, 374–380, 
378, 385, 386, 387, 388, 
393, 395; critical evaluation 
of 385–388; differentiation 
strategy 373, 373, 374, 
374, 380–384, 385, 386, 
387, 388, 392, 395; focus 
strategy 373, 373, 374, 
384–385, 385, 395–396, 
396; global strategies 580, 
582–584, 583, 584; and 
SMEs 395 

position statements 355 
positioning 220, 227; 

competitive positioning 
school of competitive 
advantage 89, 90, 369, 
439, 440 

power: power distance 156, 
161, 168; 

PPPs (public-private 
partnerships) 95, 121, 371, 
427, 441, 443–444, 444, 
454–460, 505, 694 

Premier Inn 331, 402–403, 403 
premium pricing 380 

prescriptive (deliberate) 
strategy 19, 486, 511, 628 

presentation styles, strategic 
management 630, 630, 
631, 631–632, 632–633, 
633–635 

price 94, 241, 247, 247, 
250, 316, 387; demand 
management 54, 96; 
penetration pricing 250, 251 

price competition 320 
price: elasticity of demand 

250, 252, 379–380, 383; 
inelasticity of demand 259; 
sensitivity 336; pricing 
power 35, 57 

privatization 300, 371, 595, 649 
proactiveness (entrepreneurial 

orientation) 421 
product markets, resource-based 

approach to competitive 
environment analysis 332, 
333, 333, 334–336 

product portfolio 262, 399; 
BCG (Boston Consulting 
Group) matrix 262–267, 
263, 264, 266; composite 
portfolio models 267, 
267–268 

product positioning 220, 227, 
241–245, 242, 245–246, 
247, 247 

productivity 293 
products 87, 219–220, 

247, 247, 366, 375, 377, 
380, 485; continuous 
improvement and 
competence building 107; 
definition and typology of 
248–249; Kotler’s five levels 
of product features/benefits 
248–249, 485; new product 
development 258–261; 
product-based definitions 
of markets 224–225; 
SMEs 268–270; strategic 
directions decisions 
484–485; substitute 
products 252, 310, 311, 
316–317, 318, 327 

profit and loss (P&L) 
statements 181, 182, 183, 
198, 203 
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profits 186, 203, 427; profit  
strategy 414  

promotion 48, 96, 247, 247,  
257, 257; differentiation  
382–383; SMEs 269  

protected markets 583, 583  
public sector organizations 91,  

95, 372, 572  
‘pulsating’ organization  

concept 138–139  

Qantas 189, 190, 190, 452,  
579  

Qatar Airways 253, 647  
quality 241, 336; see also  

service quality 
Queensland, Australia 245,  

245–246; case study  
668–680  

RACES evaluation criteria 486  
Radisson Hotels 51, 453–454,  

460, 606  
RATER (Responsiveness,  

Assurance, Tangibles,  
Empathy, Reliability)  
dimensions of service 147  

ratio analysis 194, 199–203, 200  
RBV (resource-based view)  

90–91, 101, 108, 109, 389  
R&D (research and  

development) 256–257,  
257, 594  

‘realized’ strategy 486  
reconstruction, and change  

545, 545  
recruitment and selection 140,  

142, 150, 151  
Reed Exhibitions see RX  

Exhibitions  
referral networks 467, 469  
regional tourist organizations  

(RTOs), Queensland,  
Australia 669, 672  

regulation 94, 298, 299–300,  
315–316, 324  

Relais et Chateaux 129, 467  
relationship marketing 57  
Reliability (RATER  

dimensions of service) 147  
RELX Group 697  
Reno-Taho territory, Nevada,  

USA 158  

replacement effect 513  
resource audits 525–526, 527  
resource markets 92, 309,  

319, 524; resource-based  
approach to competitive  
environment analysis 332,  
333, 333, 336–337  

resource substitution 148  
resource-based approach to  

competitive environment  
analysis 332–338, 333  

resource/competence school  
of competitive advantage 89,  
90–91  

resources 92–99, 113,  
186; bargaining power  
of suppliers 318–320;  
competences and core  
competences 100, 101, 103,  
103, 439; development  
and control of 528–529;  
financial 17, 92, 97, 98, 524;  
intellectual (intangible)  
17, 524; leveraging of 394,  
395; matching with strategy  
525–526, 527; physical  
(tangible) 17, 92, 97, 98,  
524; resource analysis 87,  
97–99; sourcing efficiencies 
593; standardization of 377;  
strategic implementation  
4, 519, 521, 523–529,  
527; strategy 16, 17;  
sustainability 622; SWOT  
analysis 352–353; see also  
human resources  

responsible travel 69  
Responsiveness (RATER  

dimensions of service) 147  
restaurants 74, 180, 230,  

248, 403, 460, 461, 574;  
Tree Alliance (Training  
Restaurants for Employment  
and Entrepreneurship) 623  

retained profit 186  
retrenchment 415–417, 417,  

418, 419, 472–474  
returns 34, 192, 497–498;  

accounting rate of return  
499, 501; breakeven  
analysis 499, 500–501,  
501; cost-benefit analysis 
504–506; DCF (discounted 

cash flow) methods 499,  
501–502; financial tools 
498–504, 501, 503, 504;  
impact analysis 506–507;  
investment appraisal  
498–499; IRR (internal  
rate of return) 499, 501,  
502–503; non-financial tools 
504–507; NPV (net present  
value) 499, 501, 502–503,  
503, 503–504, 504; payback  
method 499–500; strategic  
evaluation 496, 497–507  

revenue: management  
systems 292; ‘revenue  
sharing’ management  
agreements 466  

reverse segmentation, B2B  
(business-to-business)  
marketing 239  

rights issue capital 184–186, 185  
risk 76, 507–508, 509, 650; risk  

assessment, value co-creation  
128; risk premium 503;  
risk taking (entrepreneurial  
orientation) 421scenario  
planning and sensitivity  
analysis 509–511; SMEs 421;  
strategic directions 419–420;  
strategic evaluation 496,  
507–511, 509  

Ritz Hotel 338  
Ritz-Carlton 143  
Riu family holiday properties  

474  
robotics 148–149, 290  
ROCE (return on capital  

employed) 34, 199, 200  
Rome, Italy 330  
Royal Caribbean cruise line  

380  
RPK (revenue passenger  

kilometres) 294  
RTOs (regional tourist  

organizations), Queensland,  
Australia 669, 672  

rugby sevens 597–598 
RX Exhibitions 432, 697–706 
Ryanair 77, 328, 497, 540–541  

Sabre 291, 581  
safety 299, 595  
Saga Holidays 225, 233, 412  



 
 

 
 

    

  

  

  

  

  

  

  

  

  

  

    

 

   
 

  

  

  
  

  

  
  

   
   

 
 

   
   

 
   

 
   

  
   

 
   

 
 

 
 

   
 

   
   
   

 
 
 

   
 

 
 

 
 
 

   
   

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
   

   
 

   
   

 
   

   
 

   
   

 
 

  

Subject index 743 

Sales: agents, local 602; 
functions, SMEs 269 

Salzburg Festival 352 
satisficing 421 
SBUs (strategic business 

units) 33, 311, 312, 366, 
369, 372, 399; competitive 
strength, GE-McKinsey 
matrix 267, 267–268; 
SMEs 395 

Scandic Hotels 296 
scanning stage, STEEP 

analysis 286 
SCARE evaluation criteria 486 
SCEPTICAL (Social, Cultural, 

Economic, Physical, 
Technical, International, 
Communications 
and Infrastructure, 
Administrative and Legal 
and Political factors) 
analysis 284 

screening 489–491, 491, 507 
S-curve (technology life cycle 

analysis) 255–258, 257 
SDGs (Sustainable 

Development Goals) 620 
seasonality 95, 191, 682; cash 

management 210, 211–212; 
of THE service products 46, 
55, 57–59, 58, 555 

sell out strategies 415 
Seoul, South Korea 158, 595 
separable services 46 
service delivery 25; guest-

employee encounter 
management 143–145, 144, 
145; ‘moments of truth’ 
144–145, 145 

service orientation 130 
service product characteristics 

6, 45–54, 46, 553; see also 
THE (tourism, hospitality 
and events)-specific product 
characteristics 

service profit chain 122–124, 
124, 557 

service quality 146, 382; 
guest-employee encounter 
management 143–145, 
144, 145; human resources 
145–149, 146 

service value 123 

service-dominant (S-D) logic 
124–126, 126, 127–128 

services 45, 146, 366 
services marketing mix 247, 

247; SMEs 269 
SERVQUAL model of service 

quality 122, 147 
SFA (suitability, feasibility, 

acceptability) framework 486 
Shanghai, China 325 
share capital 183–184, 187, 

187, 192, 193, 200, 427; EPS 
(earnings per share) 202 

shareholders: disposals 
473–474; dividends 183, 
184; return on ordinary 
shareholders’ funds 200; 
share capital 183–184, 187, 
187; sustainability strategy 
618, 619 

sharing economy, the 128, 
710–711 

shipping 313, 595, 621–622; 
see also cruising 

Singapore 253 
Singapore Airlines 253, 

386–387 
‘single markets’ 594 
skills audit see human resource 

audit 
Skyscanner 609, 610 
SkyTeam Alliance 448, 452, 

489, 592, 646, 653–654 
SkyWest Inc. 465–466 
Slovenia 595 
Small Luxury Hotels of the 

World 129, 467 
‘smart’ THE 289–290 
SMEs 10, 77–79, 623; 4Ps 

(Product, Promotion, Price, 
Place) 269; barriers to entry 
61, 77–78; collaborations 
and joint ventures 129–130, 
475; competitive advantage 
128–130; competitive 
environment analysis 
344–346, 345; competitive 
strategy 394–396, 396; 
competitors 344–345; 
complexity 565; consortia 
270; control 301–302; 
CSFs (critical success 
factors) 344; ‘degrees of 

turbulence’ model 302; 
events management 41; 
external analysis 301–302; 
external shocks 420; finance 
216–217; focus strategy 
384; franchising 475–476; 
global strategies 607–610; 
heterogeneity characteristic 
of service products 78; 
hospitality 623; human 
resources 169–170; 
impact characteristic of 
THE service products 
78; innovation 513; 
inseparability characteristic 
of service products 78; 
international strategies 
607–610; joint ventures 
129–130; leadership 
565; lifestyle motives of 
business owners 475, 565; 
markets and marketing 
268–270; organizational 
culture 565; partnerships 
270; promotion 269; 
resource limitations 302; 
risk-averse strategies 
421; sales functions 269; 
SBUs (strategic business 
units) 395; service 
product characteristics 78; 
services marketing mix 
269; strategic alliances 
270; strategic directions 
420–421; strategic 
evaluation 512–513; 
strategic group analysis 
345, 345–356; strategic 
implementation 564–565; 
strategic management 
40–41; strategic methods 
475–476; supply chain 
issues 63; sustainability 
strategy 623–624; SWOT 
analysis 359–361, 360; THE 
(tourism, hospitality and 
events)-specific product 
characteristics 78 

social media marketing 270 
soft: capabilities 471, 472; 

‘soft services’ 47, 55, 124 
Sorrel Hospitality 462–463 
South Korea 330 
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Southwest Airlines 158–160, 
309, 328, 377, 378, 379, 
431, 497 

Spain 34, 96, 169, 221, 252, 
254, 314, 318, 319, 458, 
586, 605, 701; hotels 
302, 380, 605, 622–623, 
623–624 

Spirit Airlines 433 
‘spirit of service’ 145 
sporting events 230, 352; 

Dragon Boat Festival, Hong 
Kong 313–314, 575; rugby 
sevens 597–598 

SRI International 235 
Sri Lanka, Indian Ocean 

tsunami, 2004 76 
stability (perseverance) 

strategies 414, 417, 
417, 419 

staff turnover 140, 199 
stakeholders 29, 38, 39–40; 

Australian Council of 
National Trusts 38–39; 
climate change and 
sustainable tourism 69; 
interest and power 36–37; 
internal and external 37; 
mapping of 37, 37–38; 
objective-setting 36–39, 
37; strategic evaluation 
496–497 

Star Alliance 184–185, 448, 
452, 489, 592, 646, 647, 
653–654 

Starwood Worldwide Inc 434 
STEEP (sociodemographic, 

technological, economic, 
environmental and 
political) analysis 278, 
280, 282, 283, 284–286, 
301, 488; economic factors 
3, 278, 280, 292–295; 
environmental factors 278, 
280, 295–298; political, 
governmental, legal and 
regulatory factors 299–300, 
300; sociodemographic 
factors 3, 278, 280, 
287–288; stages in 286; 
technological factors 
289–292; what to analyse 
286–287 

STEP analysis 278, 280, 
284; see also STEEP 
(sociodemographic, 
technological, economic, 
environmental and political) 
analysis 

step change 544 
stockholder approach to 

objective-setting 35–36 
strategc alliances 326, 

427, 440, 443, 444, 
444–446, 470, 485; 
airline industry 184–185, 
328, 445, 447–449, 449, 
450, 451–452, 489, 592, 
646–655; difficulties in 
450–452; international 602, 
603, 606; motivations for 
449–450; partner selection 
452–454; THE sector 
446–448; SMEs 270 

strategic analysis 2, 3, 87, 88, 
178, 522, 524, 524 

strategic business units 
(SBUs) see SBUs (strategic 
business units) 

strategic choice/selection 2, 4, 
87, 88, 365, 366, 368, 483, 
484, 505, 523, 524, 524 

strategic congruence, mission 
statements 29 

strategic decisions 483, 484 
strategic development 

178–179, 188, 189, 192; 
‘hybrid’ method of 441–442 

strategic directions 366, 367, 
368, 370, 394, 399–400, 
482, 483; COVID-19 
crisis response strategies 
416, 417, 417–418, 418; 
growth strategies 399, 400, 
400–414, 403, 408, 410, 
412, 419, 484; product 
and market decisions 
484–485; retrenchment 
strategies 399, 415–417, 
417, 418, 419, 484; risk 
and balance 401, 419–420; 
risk-averse strategies 421; 
SMEs 420–421; stability 
(perseverance) strategies 
399, 414, 417, 417, 418, 
419, 484 

strategic drift 542–543 
strategic evaluation 366, 

482–483; acceptability 
486, 487, 487, 496, 507; 
emergent strategies 
511–512; evaluation 
criteria 486–487, 487, 487; 
feasibility 486, 487, 487, 
491–494, 507; identifying 
options 483–486; process 
487; returns 496, 497–507; 
risk 496, 507–511, 509; 
screening 489–491, 491, 
507; SMEs 512–513; 
stakeholder reaction 
496–497; suitability 486, 
487, 487, 488–491, 507; 
sustainability 486, 487, 487, 
495–496 

strategic group analysis 
308–309, 338–339; hotels 
345, 345–346 

strategic groups, competitive 
advantage 106 

strategic implementation 
2, 4–5, 87, 88, 518–519, 
520–523; BSC (balanced 
scorecard) 521, 523, 
557–561, 560, 561, 562, 
563, 563–564; change 
leadership and management 
519, 521, 523, 538–551, 
539, 541, 544, 545, 548, 
549, 551; communication, 
coordination and 
measurement 519, 521, 523, 
557–561, 560, 561, 562, 
563, 563–564; THE contexts 
551–552, 552, 553–556; 
organizational culture and 
structure 4, 519, 521, 523, 
529–538, 532, 533, 533, 
536; resources 519, 521, 
523–529, 527; service 
product characteristics 
553–554; SMEs 564–565 

strategic management 
626–628; approaches 
to study of 628–629; 
cooperative networks 
466–469, 467; definition 
15; in practice 518–519; 
presentation factors 629, 
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629; presentation styles  
630, 630, 631, 631–632,  
632–633, 633–635;  
relational approach 439–440  

strategic marketing 220–221 
strategic methods 366, 367,  

368, 370, 394, 425–427,  
426, 482, 483; ‘buy, ally or  
DIY [do it yourself]’ matrix  
470–472, 471; comparison  
between 469–472, 470,  
471; cooperative networks  
443–444, 444; decisions  
485–486; franchising  
427, 443–444, 444,  
460–463, 463, 469,  
470, 470, 475–476, 485;  
joint development 426,  
426, 427, 440–444, 441,  
443, 469, 475, 476; joint  
ventures 443–444, 444,  
485; management contracts  
427, 443–444, 444,  
463–466, 469, 470, 470;  
mergers and acquisitions  
426, 426, 427, 430–439,  
435–436, 437, 441, 442,  
469, 470, 485; organic  
(internal) growth 426,  
426, 427–430, 430, 432,  
441, 442, 469, 470, 475,  
485; PPPs (public-private  
partnerships) 427, 441,  
443–444, 444, 454–460;  
relational approach 425,  
439–440; retrenchment  
472–474; SMEs 475–476;  
strategic alliances 427, 432,  
443, 444, 444–454, 449,  
470, 476  

strategic: objectives 179,  
453; see also objectives;  
options 364–367, 365, 367,  
483–486; process 87, 88  

strategic selection see strategic 
choice/selection 

strategy 13–14, 44, 186;  
business level 365, 365,  
366–367, 367; corporate  
level 365, 365–366,  
367; decision making  
levels 21–25; definitions  
14–16; elements of  

16–17; financial sources, 
strategic significance 
of 188–191, 189, 190;  
levels of 365, 365–366;  
mapping of 559–560, 561,  
562; Mintzberg’s 5 Ps of  
17–21; objectives 25–34;  
operational level 365, 365,  
366; practice of 16–21; see  
also competitive strategy  

strategy clock framework 388,  
389  

strategy formulation 370,  
370–372 

strategy process 2, 2, 4–5, 355; 
see also strategic analysis 

structure (cultural web)  
161, 163  

stuck in the middle (Porter’s  
generic strategy framework)  
373, 386  

substitute products: Porter’s 
five forces model of industry 
analysis 310, 311, 316–317,  
318, 327; price elasticity of  
demand 252  

‘success factors’ concept 342; 
see also CSF (critical success 
factor) 

Sun Air 461  
sunk cost effect 513  
Sunvil 115, 118, 384–385  
suppliers 222, 239, 318, 326;  
power of, Porter’s five forces 
model of industry analysis  
310, 311, 318–320, 328  

supply: 54, 57, 96, 118, 221;  
supply chains 62–65, 580, 593  

sustainability 519, 685;  
corporate governance  
40; globalization 575;  
stakeholders 39; strategic  
evaluation 486, 487,  
487, 495–496; strategic  
implementation and  
management 4–5; supply  
chains 62–63  

sustainability strategy  
616–617; business  
sustainability 617–619,  
620; competitive advantage  
619, 620; principal issues  
620–623; SMEs 623–624  

sustainable competitive  
advantage 91–92, 107–108,  
109, 390–392, 392, 619  

sustainable development  
295, 620  

sustainable tourism 38,  
67–68, 93, 285, 297,  
352, 617, 618; AITO  
(Association of Independent  
Tour Operators) guidelines  
78–79; Grootbos, South  
Africa 71–72; Peru 335  

Sweden 542–543 
switching costs, between  

suppliers 319  
SWOT analysis 3, 87, 278,  

279, 351–352, 488; common  
errors 357; THE contexts  
352–354, 353–354; GE- 
McKinsey matrix 268;  
general principles 354–356;  
implementation 356,  
356–358, 358–359; SMEs  
359–361, 360  

symbols (cultural web) 161, 162  
synergy 408, 434–435 

tactical: alliances 445;  
objectives 24, 33  

Taiwan 339  
takeovers 430, 433; see also  

mergers and acquisitions  
TALC (tourism area life cycle) 

254–255 
tangible (physical) resources  

17, 92, 97, 98  
Tangibles (RATER dimensions  

of service) 147  
targeting/target marketing  

220, 227, 228, 239–241  
Task Rabbit 710  
TBL (triple bottom line) 

495–496, 618–619 
technical standards, 

compatibility of 594–595 
technology 156, 285;  
differentiation 380–381;  
disintermediation 371;  
globalization 576, 591, 594;  
human resources 148–149,  
170; intermediaries  
275–276; S-curve  
(technology life cycle  
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analysis) 255–258, 257; 
see also ICT (information 
and communications 
technology) 

telecommunications standards  
595  

TEQ (Tourism and Events 
Queensland) 245, 245–246, 
668–680 

Texas, USA 712  
Thailand 70, 76  
THE (tourism, hospitality and  

events) 9, 41, 61, 63; joint  
development 443–444, 444;  
operational level 6–7, 9–10;  
strategic alliances 446–448;  
strategy 6–10, 44; see also  
events; hospitality; tourism  

THE (tourism, hospitality and 
events)-specific product 
characteristics 46, 55–77,  
58, 63, 65, 66, 555–556;  
SMEs 78  

theme parks 376–377, 506  
third sector organizations 91  
Thomas Cook 7, 64, 439,  

656–667 
Thompson 472, 658  
time 96–97, 252  
Time Banks 710, 718  
time horizons 24–25, 33  
time series analysis see 

longitudinal analysis 
time value of money 498–499, 

501  
tipping points 500  
top management, and 

organizational change 550  
‘total global strategy,’ Yip’s 

globalization driver 
framework 580, 597–598 

total share volume 184  
total supply chains (value  

chain analysis) 115  
tour operators 62, 63, 207,  

209, 264, 325, 346, 486,  
659; cash management 211,  
212; economies of scale and  
scope 314–315; Europe 325,  
438–439, 659–662; market  
segmentation 230, 237;  
merger control 438–439;  
package concept 48–49,  

657–658; UK 78, 129,  
204–205, 207, 212, 225,  
233, 412, 657–658  

tourism 7, 124, 125, 220,  
233, 302, 343, 456, 513,  
578; difference from 
travel 577–578; FDI  
(foreign direct investment)  
595–596; globalization  
572, 575, 581; human  
resources 137–138, 139;  
impacts of 65–73, 66;  
loyalty schemes 55–56;  
market segmentation 71,  
228; seasonality of demand  
57–59, 58; ‘smart’ 289–290;  
strategic drift 542; supply  
chain 63–65; SWOT  
analysis 359, 360; value  
co-creation 124; see also  
THE (tourism, hospitality  
and events)  

tourism consumers, awareness 
of impact of tourism 72–73 

‘Tourism for Tomorrow World  
Conservation Award,’  
WTTC 335  

‘tourism system’ 144  
‘tourist carrying capacity’ 71  
tourist clusters 329  
trade: fairs 428, 696; see also  

MICE (meetings,  
incentive travel,  
conventions and exhibitions)  
industry. policies, and  
globalization 594  

Trailblazers Adventure Travel 
Pvt. Ltd. 235–236 

Trailfinders plc 382  
training and development 

140–141, 151  
transferable marketing 591  
transformational change 544  
transition economies 316  
transnational companies 573  
transparency 108, 128  
transport 48, 61, 63, 230, 594;  

breakeven analysis 500;  
clustering of transport hubs  
330; joint developments  
444, 444; technology  
372, 576  

travel agents 211, 382, 524  

Travel Corporation, The (TTC) 
622–623 

Travel Counsellors 180–181 
travel, difference from tourism 

577–578 
travel events: RX Exhibitions 

700–701; see also MICE 
(meetings, incentive 
travel, conventions and 
exhibitions) industry 

travel: intermediaries,  
franchising 461; organisers  
62, 63, 444, 444  

Travel Solutions International  
(TSI) 589  

Travelodge 402  
Treaty of Rome, 1957 438  
Tree Alliance (Training  

Restaurants for Employment  
and Entrepreneurship) 623  

trend analysis see longitudinal 
analysis 

TripAdviser 376, 713  
Trip.com Group 609, 610  
TSI (Travel Solutions  

International) 589  
TTC (The Travel Corporation) 

622–623 
TUI Group 64, 65, 115,  

308, 376, 439, 472, 474;  
case study 659, 660, 662,  
664–665, 665–666  

Turkey 53, 344  
turnaround strategies 415–416 
Turo 710, 718  

Uber 610  
UK 94, 97, 237, 293; arts  

401; Brexit 299, 419;  
cross-channel travel 309,  
316; destination marketing  
458–460; outbound tour  
operations 657–658;  
PPPs (public-private  
partnerships) 457–458;  
regulation 324; tour  
operators 78, 129, 204–205,  
207, 212, 225, 233, 412,  
657–658  

Ukraine war 580, 600,  
611, 627  

undercapacity 325  
undercapitalization 191  
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unemployment levels 293  
UNESCO 618  
‘unicorns’ 707–708 
Uniglobe Travel International 589  
Unilever 619  
uniqueness, and competence  

building 107  
United Airlines 386, 431  
UNWTO 618, 620  
Upstream: diversification  

409; linkages (value chain  
analysis) 115  

urban development/renewal 454  
US Airways 489  
USA: airline industry  

488–489; deregulation 300,  
378, 431, 489, 594, 648,  
649; foreign ownership  
restrictions 450, 489, 594,  
596, 649, 655; mass tourism  
70; PPPs (public-private  
partnerships) 457–458;  
tourist clustering 329–330  

utility 225  

VALS (values, attitudes  
and lifestyles) market  
segmentation 235  

Value Alliance 448  
value chains 113–115, 115,  

393, 409; value chain  
analysis 87, 112, 114, 115,  
118, 118–119, 119, 122,  
375; value systems 115, 118  

value co-creation 124,  
127–128, 711  

value: measures of  
market share 224; value  
propositions 127; value,  
service profit chain 122  

value-adding 112–113;  
competitive advantage  
112–122; globalization  
573, 583, 584; mergers and  
acquisitions 435  

value-for-money objectives, not- 
for-profit organizations 34  

values 26, 26–27, 29, 31–33  
Vanilla Alliance 448  
venture teams 260  
vertical: backward  
diversification 409; 
forward diversification 
409–411;integration  
64, 411, 419, 436;  
interorganizational  
relationships 444  

Vietnam 421  
Virgin 452  
‘virtual exhibitions’ 697  
‘virtuous circle,’ of human 

resources and business 
success 146, 146–147 

vision 26, 26–27, 28, 31–33 
Visit Florida 31–32 
volunteers 140, 142; London  

2012 Olympic Games  
49–50, 138  

VR (virtual reality) systems  
290–291, 591  

VRIN (valuable, rare,  
inimitable and  
nonsubstitutable) resources  
92, 108  

VRIO (value, rarity, imitability  
and organizational  
capability) framework 108,  
109, 390, 390  

W Hotels 383–384 

WACC (weighted average cost  
of capital) 193  

wage levels 293  
waste reduction and disposal  

622  
web-based marketing 241  
WestJet 162–163 
WeWork 715  
‘what if?’ analysis 509  
Whitbread plc 331, 340–341,  

341–342, 402  
working capital 182, 191  
working conditions 139–143; 

see also human resources 
World Bank 618  
World Hotels 130  
WTO 576, 594  
WTTC (World Travel and  

Tourism Council) 335, 620  
Wyndham Hotels Group 222,  

339, 470, 471, 714  

Yip’s globalization driver  
framework 580, 584,  
587, 587–588, 588;  
competitive drivers 587,  
588, 588, 596; cost drivers  
587, 588, 588, 592–594;  
government drivers 587,  
588, 588, 594–596; market  
globalization drivers 587,  
588, 588–592; use in  
practice 596–598  

young people, employment in  
THE sector 139, 142  

Your Hotels Worldwide 130  
Yum! Brands Inc. 460  

‘zero defects’ 144  
Zipcar 710, 718  
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