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Abstract

This paper aims to analyse the impact of Information Technology on business models adopted by firms in the tourist industry and on strategic decision making within organisations.

The spread of IT is enabling companies to take advantage of new opportunities and to build new capabilities, but it is also threatening the survival of  more traditional companies. The tourist industry, especially, has seen some very significant changes, particularly regarding distribution processes. The main reason is the development of the Internet, but the changes are also due to the widespread adoption of modern techniques in e.mail marketing and customer relations management. Multichannel distribution means that traditional businesses, such as bricks and mortar travel agencies, have to face new forms of knowledge-based competition, and that they have to find new strategies if they are to survive.

After discussing the general framework of the distribution structure, including both traditional business models and the new, networked models, the analysis focuses on the evolution of travel agencies.

Business models are studied from three different, but interrelated perspectives:

1. Changes in business concepts, so as to define defensive and aggressive strategies to cope with the challenges of the new economy;

2. Reviewing of the value creation process through the re-engineering of operations, and changing a sequential value chain in a “value constellation” (Normann and Ramirez (1995), based on information and knowledge. 

3. Evolution of  entrepreneurial resources, competences and capabilities which are necessary for a business to be competitive and to develop sustainable advantages.

The impact of Information Technology has been tested on a sample of travel agencies in and around Florence, which were selected on the basis of their size and whether they were  independent or affiliated to a network.

 The research methodology, implying the use of  a resource-based and competence-based view, leads to outline dynamic capabilities and paths towards new business models. New technologies are seen to determine changes in entrepreneurial models and in relationships among organisations, with special reference to “business to business” distribution systems. A positive correlation is found to exist between the development of technical competence, product innovation   and flexible forms of cooperation.
This research is part of a wider project involving different types of tourist industry firms and extending to different territorial areas.
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1. Introduction
The development of Information and Communication Technologies (ICTs) has had more marked effects in the tourism industry than in many other business sectors.

Emerging technologies have changed a growing number of tourist industry functions, from marketing and advertising to production and supply. New services have been made available, which have in turn influenced company choices and behaviour, and have led to the construction of new business models.

These technological innovations started in the 1970s when the main airlines set up CRSs (Computerized Reservation Systems), with the strategic aim of building a global distribution network for their products.

Connecting travel agencies to the CRSs
 set off a process of distribution automation involving an ever-increasing number of tour operators, carriers, car hire firms, individual hotels, hotel chains, and other hospitality firms.

CRSs then became GDSs (Global Distribution Systems), enabling intermediaries to access all the different types of tourist services, with the result that services could be more flexible and customised. This was important in that customers were better informed, wanted a wider range of services, and were more difficult to satisfy. Access to GDSs was soon no longer an option but an obligation for travel agencies. They had to learn specific terminology, and new technical and technological skills.

The sector became highly concentrated and was eventually dominated by four large, global operators which were able to operate internationally via a closely-knit network of agreements with local operators. The four were Amadeus, Galileo, Sabre and Wordspan.

Internet use took off in the 1990s although, of course, this varied from one country to another. It had an even greater impact on the tourist product distribution system. It changed the behaviour of potential customers and enabled them to obtain information independently and to organise their own trips, their own travel products. Internet transformed competition within the sector by encouraging new types of companies to join the industry, which affected the strategic, technical and operational choices made by operators already engaged in tourism.

The most innovatory tourist industry firms set up their own websites so as to increase their advertising potential. Specialist and more general e-marketplaces were created which initially gave possible customers information but soon started to sell tourist services directly.

The IT revolution changed the sector dramatically; but the GDSs did not fade away, as was initially expected to be the case. The only reason for this was that they updated what they could supply by working even more closely with other firms in the sector. They did so by creating their own gateways and websites.
The traditional tourist industry distribution structure was completely transformed in that operators were in direct contact with the end-user market and new forms of both cooperation and competition spread out.
This set off a process of “disintermediation”, which meant traditional tourist firms had to review and update their services and the way they operated.

The worst hit by the “disintermediation” process are the travel agencies, which are becoming strategically less important in  customer relations. Italian travel agencies are finding it especially difficult to compete, as most are limited in size and have a very small number of employees.

At this point, we should ask ourselves:

i) what have traditional travel agencies done to react to changes in the competition they face? 

ii) in terms of product innovation, and resources and competences to be developed, what strategies can most effectively guarantee the survival of travel agencies so that they can find a new position for themselves within the overall framework of tourist product distribution?
2. The Evolution of Tourist Product Distribution
A tourist product is multi-facited
 and requires services provided by diverse tourist industry firms, and a whole range of local supply systems.

The individual services, and the formation of the product, can be viewed as being along a continuum. At one end there is the completely independent customer who contacts the different suppliers directly. At the other end there are the all-inclusive package holiday deals traditionally organised by tour operators
. 
Thus, even a traditional tourist product distribution line is multichannelled, with different channels depending on how customers choose to behave, and whether they opt for a distribution line which is long, short or  direct.

With the introduction of GDSs, travel agencies reinforced their position at the centre of indirect sales channels, as they used these GD systems to become more efficient for end-users, and to offer customers a wider range of services in real time. A simple example is that travel agents became able to inform customers immediately about plane seat availability, and to take bookings, and confirm them, without any delay.

There have been a large number of studies and research projects
 showing that IT and, especially, the Internet made the distribution structure even more complex by allowing new on-line operators to move into the industry, and by increasing the options open to customers, and the number of channels involved.

Alongside traditional operators we now have e-operators; but also “real” operators, supplying tourist services and organising holidays, may have their own websites, perhaps only for information purposes, or also with internet-based booking systems. 
Suppliers can distribute and sell their products traditionally, via GDSs, or they can set up their own websites to sell services directly to end-users. Using the GDSs, individual suppliers can feature in the new channels such as travel agency websites and web agencies. In addition to traditional, tourist agency channels, tour operators can take advantage of the new opportunities to sell directly through web agencies.

The epicentre for the “information-communication-distribution” system is moving away from the traditional travel agency (supported by automated booking systems) and towards the Internet and on-line operators.

Competition is becoming fiercer, not only because there are new types of operators on the scene who can satisfy customer needs flexibly and efficiently, but also because of the reduction in tourism industry entry-barriers and in geographical barriers
. The availability of a global market, located in virtual space without territorial limits, means that even geographically distant operators are in competition with one another.

Fig. 1 The complexity of Tourist Product Distribution 
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More than anything else, the advent of the electronic age has meant that investment levels needed for new enterprises are now much lower. This makes it easier for pre-existing companies without specific tourist industry experience to enter the sector
, and also for newly-established firms to do so. 
The roles played by e-intermediaries can differ greatly. There are:

- research tools, i.e. search engines, directories, and intelligent agents, which provide consumers with lists of links containing the information sought;

- information brokers, providing lists of links for information, but also offering an initial contact between firm and customer;

- web agencies, which allow the whole process of selection and purchase to take place on line;

- social networks, i.e. groups of users exchanging information and opinions, which could be viewed as a modern-day version of Chinese Whispers, and which are becoming such an important marketing tool for tourism firms as to influence management choices even when this is detrimental to company efficiency.

With some oversimplification, web agencies operating at present can be grouped in three macrocategories:
i) “generalist” gateways, i.e. large agencies supplying a wide and varied range of services. Internationally, the most important are Expedia and E.dreams. The sites of these two agencies are similar in structure; but the differences in the services they offer show that they differ in technological and tourist product competences. 
ii) “specialist gateways”, i.e. on-line agencies specialising in specific products, mainly hotel bookings. Some may be relatively small, for example Travelante, Venere and TGW.

iii) “on-line agencies” specialising in low prices, targeting mainly budget and leisure tourism.

	Expedia
	E.dreams

	The world leader in on-line travel and the main e-commerce operator in Italy.

The site offers hotels, flights, car hire, cruises and package holidays, and other services. 
The core business is booking hotel accommodation.

It was set up by Microsoft and has high levels of specialist technical competences which it aims to pass on to affiliated users via technological integration processes and training programs.


	A Spanish company, with head office in Barcelona. It began operating in Italy in 2000.

It focuses on the sale of complex tourist products, such as package holiday deals. Affiliated tourist operators have on-line distribution, and access to a continuously-updated customer data bank, and can book on line or via a call centre.

The site helps users to compare tour operator services and prices easily, by using its non-stop cataloguing and data organisation system. 
There is a personalised, on-line consultation service run by the “Dreamguides”, who specialise in the various destinations and activities offered, and deal with e-mail requests for information and further details. 



3.Business Models and Value Creation in Tourist Agencies
New tourism intermediaries are beginning to move into the market whose strategy orientation and competences may vary, but whose competitive edge is always based on new business models. 

The business concept of on-line operators is grounded on information technology.  With IT, a network of contacts can be built up between operators which can lead to different types of products and services being combined innovatively, thereby enabling operators to supply flexible and customised solutions to satisfy the needs of  growing market segments
.

There are quantity and quality changes, in that, hand in hand with an increase in the number of Internet users, there is a progressive increase in product differentiation
. 

In the literature, business models have been classified according to the range of products and services offered
 From this point of view there are: Information Providers, which give only information; Electronic Booking Services, which also perform direct booking functions; Electronic Travel Agents, which let customers complete the whole transaction on the web, including payment; Electronic Marketplaces, which  offer a wide variety of services and also provide after-sales services on line; and Flexible Comparison Shopping Services, which are “generalist” gateways supported by research tools to help customers make their choices.

All these business models are becoming technologically more complex. Their operations are based on a virtual structure, not a physical one.

The innovation of these models is that they apply IT to tourism and travel. This gives firms clear advantages, such as low investment requirements, smaller workforces, and the chance to access a global market. Most importantly, these models enable firms to create more value for customers by changing the value creation process itself.

The main added value may lie in the fact that information is available 24/7 and can be easily and quickly accessed, that a fuller picture of available options can be easily acquired, and that transactions can be completed on line (although consumer wariness about on-line payment persists).

In other terms, computerised technology lets firms create value for consumers by way of a higher “density” of options and more “liquidity” in resources
, and a greater flexibility of time, that is time is not only saved but also “enriched”
. IT makes it easier to prepare offers that are not closed but open-ended and modular. That way, customers are free to put together the different options which best satisfy their needs.

The value creation process itself is changing. Tourism products are made up of a complex series of operations involving many players working together in different places and at different times.  Product formation is not sequential or monodirectional, but based on reciprocity between players. The complex interrelations between tourism operators can be described as “a value constellation”
. The part played by each of the participants varies from one offer to the next, with each operator acting as a co-producer. In the intermediary-customer relationship, the customer is not merely a passive purchaser and consumer stating what services s/he wants. The customer takes an active part in defining and producing the entire offer.

The creation of value depends on the composition and size of the intricate set of interrelations connecting affiliated operators, and also on the knowledge and resources that these partners hold.

In view of such complexity, a travel agency operating in a traditional channel can clearly not supply competitive products in terms of speed, flexibility, customisation, and amount of information.

Traditional travel agencies need to update and integrate their operations. But within the tourism intermediation process, there are two areas where they can still create value and supply a competitive product. These are customer orientation and consulting services (for which agency employees have the necessary skills and know-how), and after-sales assistance. (Fig.2)
Fig.2 Value in Intermediation
	Web Agencies
	Traditional agencies

	Technological core competences
	Core competences based on Human Resources

	· Density of information

· Resource availability unlimited by space or time

· Flexible, modular product offers

· Flexible time
	· Orientation and consulting
· Post selling assistance


4. Travel Agencies in and around Florence
Many research projects have been carried out to evaluate the disintermediation risks being faced by travel agencies today. In Italy, the situation is particularly difficult since there are still a large number of independent SMEs (small and medium-sized enterprises)
. Much attention has been paid to analysing the aggregation processes being enacted, and to the most frequent forms this takes, i.e. franchising, multiple chains, profit sharing associations, and purchasing groups
.
However, we should also analyse how travel agencies are responding to this challenging situation, in terms of what strategies they are employing, what products are being offered, what competences they are focusing on, and what steps are being taken to join forces with the new, web players.

An initial study was made of travel agencies operating in and around Florence, clearly a very high-density tourist area. The study was part of a wider project to evaluate the impact of new technologies on tourism intermediation.

The research was carried out on travel agencies operating within the municipality of Florence
. 

The sample was selected from among firms registered as limited companies, so that they would be of  a reasonable size. Whether they were independent or affiliated to a network was taken in account. A questionnaire was sent. After its return, direct interviews were conducted
. A fair amount of questionnaires were returned, but some basic characteristics of the different types of agencies did  come to light. 

The data from the interviewed agencies regarding the different types of firms is in keeping with the general situation in Italy:

- Independent agencies    


60%

- Agencies with more than one branch    
20%

- Agencies affiliated to a brand                 
20%

Regarding size, on the basis of the average number of employees within each type, we find that:

- 50% of independent agencies are small, or very small and have fewer than 4 employees, and none has more than 9;

- agencies affiliated to a brand were also small or medium-sized, with between 4 and 9 employees;

- agencies owning several branches were larger, some having more than 20 employees.

There were further variations in staff numbers depending on whether an agency’s main function included production and organisation, or was confined to intermediation, and also depending on whether the customer base was largely leisure-, business-, or congress-orientated.

All the interviewed agencies are equipped with computers. On average, there are 4 for front desk operations and 2 for back office work
. More than one computer is connected to the GDS used (the most frequently adopted is Sabre), and this system is used more than the Internet. 

All the agencies make use of Internet services, but small, traditional independent agencies tend to utilise the Web for general information purposes, or sometimes to purchase services on behalf of their customers, that is they do the customers’ research for them.

Many agencies do not yet view the Internet as a means for advertising and selling their products and services to end-users.
Graph 1 Internet Use by Agency Type
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1. never; 2. seldom; 3. quite often; 4. very often
Almost all the agencies interviewed have their own website. But, significantly, only one uses it for on-line sales. All the other agencies use it only for advertising and information purposes.

Regarding services offered via booking systems, more than 35% are still plane ticket sales. The main service in independent agencies is package holiday sales, while in brand-affiliated agencies it is the sale of hotel accommodation.
Graph 2  Services (in %), offered non via GDSs, by Agency Type
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With regard to professional skills required, special importance is placed on general tourism sector competence, knowledge of the products sold, customer care and, regarding technological skills,  knowing how to use GDSs is of prime importance.
Graph 3 Knowledge and Professional Skills Required of Staff
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     1. never; 2. seldom; 3. quite often; 4. very often
New professional businesses skills, however, are emerging and “Cartorange
 can be a  significant example. The explicit mission of this travel agency consists of becoming a leader in leisure travel consulting. Together with partnerships with the main Italian Tour operators, whose products are being distributed, it specializes in tailor made services.
What’s more relevant is the way of doing it. The agency works on the basis of a multichannel distribution but makes use of the internet and e.mail channels so as to develop specific competences. It created a new professional role, with the registered trademark of “consulente per viaggiare” (travel experts), who are constantly at the disposal of customers through telephone or e.mail or appointment. The aim of giving assistance before, during and after travel allows to gain competitiveness. 
5. Conclusions
Despite the small scale of the sample analysed, the study shows clearly that most of the  travel agents are still operating with a mainly traditional logic and that new technologies are most often adopted only for information purposes.
With regard to this point no relevant difference emerges between small independent agencies and agencies affiliated to a well known brand. The advantage of the affiliated agencies consists of having a major visibility in the market and easier contacts with a greater number of firms in the tourism industry; however the traditional way of working remains prevalent and great importance is still given to the services of GDSs. 
Taking into account the type of services, inclusive packages are still their main product, due to the fact that customers turn to specialized agencies for long distance and multi-destination travels. Agencies affiliated to a brand are facilitated in hotel bookings.
Nowadays travel agencies still focus on problem-solving activities; they are concerned with complex journeys, the organization of which requires time and capability and where post selling assistance and guarantees are particularly important for the customer. 
Most traditional travel agencies survive because a great number of customers are still not accustomed to using technological tools, or do not trust them. But this is certainly not the best basis for lasting business growth and development.

In agreement with many writers
, however, it is perhaps too simplistic to talk about “disintermediation processes” in reference to the relationships between travel agencies and customers. 

Partnerships and affiliations with larger agencies can certainly be advantageous; but a company can only become really competitive if it updates its own resources, professional skills and competences so as to be innovative in products and behaviour.
If the increasing competition, due to the new on-line operators, is to be faced, the roles that travel agencies can play need to be thought out clearly, and there needs to be radical innovation in business strategies.
Information and Communication Technology modifies both vertical and horizontal competition, changing relationships with producers and GDSs (Business to Business) and with customers (Business to consumer).
Connections are strong, but especially business to business can be the basis to generate new business models and new products, through new relationships among operators.

Producing tailor made and innovative services requires a co-production system, where touristic operators’ participation is based on their specific competences and roles.
In the past traditional travel agencies have gradually developed the technological skills necessary to operate computerised booking systems.  They now have to gain the technological skills necessary to be able to operate competently on the Web. The new competences are not simply to add but to merge with the previous specific knowledge and experience in the Tourism Industry.  
That way, they could reap the benefits of being seen by a much larger number of potential customers, but, more importantly, they could build up a wide range of reciprocal relationships with other operators, which is what in primis helps to guarantee product and service quality.
Some cases of new business concepts begin to be seen. They are travel agencies operating both through branches and on the web, having partnerships, and merging new technologies with their specific competences.
For instance, a company
, which started almost twenty years ago specifically for hotel bookings, has during the years extended its range of products and by using the newest technologies on offer, in 2000 it created “Worldwide Hotel Link”, through which touristic products are sold, managed and offered.
All this is possible due to the long experience of the founding partners in tourism intermediation and not only in computer technology. This combination has allowed them to interpret the new requirements of both their suppliers and their clients so as to create up-dated offers.

Traditional travel agencies can no longer limit themselves to taking the side of the customer; instead they must take a central role in giving value to the “touristic constellation”.
Frequently, as was noted earlier, web agencies have no specific experience in the tourism business. They can be technologically effective and extremely competitive in instantly providing a lot of information. But creating innovative products and obtaining customer satisfaction are something different. Specific competence is needed. This could be the real value that traditional agencies could bring to the new technological framework. They could use their practical experience and consultation skills to supply not merely information, but ... knowledge.
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� The process began in the 1970s with Sabre and Apollo, two CRSs run by American Airlines and United Airlines, respectively (Cederle A., 2005).


� Rispoli and Tamma (1997) stress the special characteristics of the tourist product, which they define as a “global product” in terms of demand. The product, they say, is the result of a combination of numerous, diverse “attraction factors”, which are the necessary tourist services (transport, accommodation, catering, etc.) and all the environmental and cultural aspects which are often the main motivation for a tourist’s trip.


� Buhalis (2000).Once again Rispoli and Tamma (1997) find that there are 3 different types of supply system structures, which they call point-to-point, network and package.


� Faché (1997), Buhalis, Licata (2002), Pencarelli (2003), Sciarelli, Della Corte (2005)


� Rossi (2006)





� Important examples are Expedia (created by Microsoft), travel sales sites owned by publishing groups such as Kataweb, and new set-ups such as Lastminute.com and E.dreams.





� In Europe, on-line tourism increased exponentially at the end of the 1990s, with annual growth rates of 213%, and even 256%. It slowed down from 2002 to 2006, in keeping with the tourist trade throughout the world, following the terrorist attacks. On-line tourism then began to recover, growing by 25% in 2006, and accounting in that year for 12.6% of the whole sector (Marcussen, 2006).


� On-line transactions are mainly for the purchase of individual tourist services. Airline tickets account for 56% of the on-line market, followed by hotel bookings and tourist package deals sold by tour operators (16% each), train tickets (10%), and car hire (2%). That so many purchases are for separate services, points to the growing trend among customers to put together their own personal solutions. (TTG Italia, 2006, Osservatorio Politecnico di Milano, 2006)


� Jarvela,, Loikkanen, Tinnila, Tuunainen (1999) 





� Normann, Ramirez (1995). The authors define “density” as the number of options available to the customer per space/time unit, made possible through multifunctional technology. “Liquidity” of resources refers to being able to access resources which are variously distributed in space and time.


� ibid. In Normann and Ramirez’s terms, time enrichment refers to the possibility of performing different functions simultaneously.


� ibid.


� In 2006 TTG Italia carried out a survey of 862 travel agencies. 42% were independent, and 57% were affiliated to a network. Regarding size, 41% had an annual turnover of less than 700,000 Euro, and 89% had no more than 5 employees.


� Della Corte, Sciarelli (2004) 


� The data bank we started from was provided by the Provincia (the provincial government), and contains all registered firms, listed by the authorised business type. It should be specified that approx. 90% of firms (in our category) are engaged in the production and organisation of travel, accommodation, and holidays, which they sell directly to the public, and are hence both tour operators and travel agencies.


� 19 interviews were conducted.


� This is the other way round in agencies dealing mainly in congresses (2 computers for the front desk and 4 for the back office).








� Cartorange is a travel agency, whose main office is located in Milan; it has several branches and one in Florence 


� Authors with the same opinion are Della Corte, Sciarelli (2004)


� Albatravel Agency, whose main office is in Milan, and it has five branches in Italy
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