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I am honoured to be invited to attend this prestigious event and to be allowed to present the views of tour operators.  I do so as Secretary General of the International Federation of Tour Operators (IFTO).  IFTO members provide over 60 million package holidays a year for Europeans and as such we represent one of the greatest organised movement of peoples in the world.  These temporary migrations provide a massive flow of funds from the North to the South with consequent benefits in terms of employment and economic welfare for the receiving states.  This is very clearly illustrated in the Balearics, the Mediterranean Islands of Spain.  In the early 1960's this was an agricultural community with a serious emigration problem because of the lack of employment opportunities.  By the 1980's they witnessed a significant amount of permanent immigration to service the growing tourism industry and they have now achieved a standard of wealth which rivals the richest  areas of Europe and the rest of the World - entirely as a result of their tourism.  Many other destinations have opportunities to emulate that success.

Ours is a very young industry and has grown rapidly from its effective start in the late 1950's.  This growth has been possible because of the growth in disposable income and the decline in the real cost of holidays.  Package holidays are a very price sensitive commodity.  As a rule of thumb if average prices (in real terms) reduce by 1% we can sell an additional 1% of holidays but if real prices increase by 1% then we sell 1% fewer holidays.  More important for destinations, if prices to one destination increase in relation to its competitors by 1% then bookings to that destination will fall by 3-5%.  This price sensitivity means that the entire industry has to take great care not to upset this very delicate balance.  We all ignore the basic economic laws of supply and demand at our peril.  Tourism to a country is relatively fragile, we, that is the various components of the tourism industry, need to act responsibly.

Although I have been asked to present the tour operators view I should like to start by explaining the situation for the customers, they are more important than any of us for without them none of us would be in business.  The modern customer has almost perfect knowledge of the market, he can collect tour operators brochures from his travel agent to study at leisure and compare prices with those presented electronically into his computer or television.  Nearly all consumers have a budget for their holiday either what they can afford if funds are restricted as they are for most families and the bulk of the market, or what they are prepared to spend if they have a high disposable income.  Most people are now experienced travellers and have some concept (or misconception) of where they would like (and not like) to visit and the type of accommodation they want, sometimes, if we are lucky, even which tour operator they wish to use.  Thus they only have to search for the required holiday which presents the best value for money.  This is easy given the freely available price information.  Obviously the less money available means the closer the scrutiny of prices.  

This explains the price sensitivity I referred to earlier.  It means that if tour operator A charges 500 Euros for two weeks in a three star hotel in a specific resort all other competing tour operators have to charge a very similar amount or lose most of their customers if they charge more.   Anyone (tour operator, hotelier or Minister of Finance) who attempts to increase prices will witness consumers switching to lower priced competitors.  This is shown in unstable market shares which regularly result from attempts to increase prices or taxes.  You may be aware of the price wars which took place in the several European countries a few years ago.  These are caused by one or more tour operators wanting to grow at a much faster rate than the market.  It provides more tourists but the end result can be tour operator failures.  This is not in the interests of the failed tour operators or the affected hoteliers as they, unlike the customer, do not have financial protection.

Let me now turn to the structure of the package holiday.

EU tour operators have a legal obligation to their customers in respect of all elements of the package holiday.  However, as any review of customer correspondence or media comments will show, in practice every tour operator has  some degree of responsibility from the time the passenger checks in for his outbound flight to when they leave the return flight, in other words, all aspects of the holiday as perceived by the customer.  Thus we become involved in a very wide range of activities in destination countries.  Sadly there is a serious mismatch between our responsibility and the resultant meagre profit we earn from these activities, typically 1 - 2 %.

We, and more importantly our customers, depend on most elements in the public and private sectors.  In essence tourists are temporary residents with similar needs to the local population albeit that they usually expect a high level of comfort.

The widely stated aspirations of governments to attract tourism to boost their economic status is a sound strategy as I explained earlier.  Whilst the economic benefits are always positive they vary significantly as do the recipients of the benefits.  This spread of benefits is frequently misunderstood and I should therefore like to provide some explanation to illustrate not only where tourist monies are spent but also what opportunities exist for destinations to maximise their net tourism receipts.

As far as I am aware the only source of comparative statistics on tourism receipts is in the World Tourism Organisation Compendium of Tourism Statistics.  However I suspect that some of the variations in the reports of tourism receipts may be explained by  variations in accounting treatments.  Nevertheless I am not surprised that the figures for tourists receipts per person show such a wide variation.  For example Dubai at US$ 257 and Zimbabwe at US$ 85.  Both seem very low, especially Dubai and figures of US$ 427 for France and US$ 498 for Canada seem odd in comparison to US$ 1244 for India and US$ 1123 for the Philippines.  Whilst these figures illustrate the need for some form of standardised satellite accounting system they clearly show that there are very wide variations in the local tourism expenditure in different countries.

Clearly there is a wide variation in both the share of the package price retained in resort and the level of local spend.  Average monies retained by tour operators for each customer and that spent on hotels will vary but not by a significant amount.  However airline costs will vary considerably in line with distances travelled.  The greatest variance is on items outside of the basics, such as restaurants, excursions gifts etc.  Not all of the local spend will be retained in resort.

The breakdown of package prices can be illustrated by the following breakdown provided by leading tour operators in Belgium, Germany and the UK, despite the 20% lower average prices charged in the latter country, the higher grade hotels used by Germans, the greater use of self-catering accommodation and more long haul flying by Belgians and British.  Since these estimates were prepared the proportion of airline costs has increased as a result of the rapid rise in aviation fuel prices.


Breakdown of Average Package Prices

Belgium
Germany
UK

Travel Agents Commission
11%
12%
12%

Airline Costs
37%
30%
37%

Hotel Costs 
36%
45%
37%

Destination Costs
7%
6%
6%

Overheads
7%
5%
6%

Profit Margin
2%
2%
2%

Source: IFTO Estimates

Both tour operators and airlines would transfer expenditure to a cheaper source if it met their requirements.  However, this is rarely possible.  The bulk of tour operators expenditure inevitably must take place where their customers live.  Airlines have very limited options as to where they purchase aircraft, no choice on overflying costs and wherever they pick up fuel the great majority of these costs end up in oil producing countries.  The most significant resort costs for tour operators are on hotels, transfers and staff. 

Any attempts to increase the package price by raising any of the constituent elements will inevitably reduce the number of arrivals.  That is the reality of the market in which we operate.  Thus there are opportunities for destinations to improve their revenues per tourist.  Firstly by improving the proportion of local supplies used in creating the local product.  Secondly, and usually with far more potential, is by encouraging greater expenditure in resort.  That is by providing a wider and better range of complementary offers - excursions, cafes, restaurants, shopping facilities etc etc. 

Opportunities for increases in the rates charged by hotels and transfer companies are limited to that which tour operators, or more importantly their customers, are prepared to pay.  Once again increased costs mean lower utilisation.

There is a growing tendency to take shorter holidays so a strategy of increasing the length of stay is likely to be difficult, that is expensive.  Much better to increase the opportunities for spending.  The effectiveness of this option is clearly shown in some airports where retail revenues exceed airport charges levied on airlines.

The nature of transfer costs makes it difficult or impossible to achieve any significant changes to the allocation of expenses.  Hotels can purchase furniture, fittings and food outside of their own country provided the quality and costs are acceptable.  These are areas where resorts need to consider if local produce can be provided.  Occasionally foreign staff are also employed by hotels this can usually be sensibly prevented by the provision of suitable training facilities.

Local spend which is often called the complementary offer provides the best opportunity for enhancing tourism revenues for destinations.  All too often we find that very few facilities are provided beyond the basic hotel offer.  This not only ignores the revenue opportunities but also reduces the attractiveness of the resort in comparison to better organised resorts.  The time has long passed when tourists were happy to buy shoddy over-priced souvenirs and excursions.  Tourists are now experienced travellers well able to judge value for money.  Even in major resorts we have measured a variation of more than three times in expenditure on complementary offers.  However, we regard this as the least exploited opportunity for destinations.  Those resorts which offer a range of value for money complementary offers are clearly very successful in terms of both arrivals and revenues.

I will now turn to the other barriers of successful tourism.  Both tour operators and ministers of tourism face similar difficulties; both have inadequate authority to meet their responsibilities.  In both cases many aspects of successful tourism are outside of their direct control.  Rarely is a tourism minister in charge of airports nor does he control hygiene standards in hotels - both very important factors in ensuring that tourists have a good holiday then return and tell their friends.

The secret of successful tourism can be summarised very simply - to provide what the customer wants at an attractive price.  However, behind that short phrase is an extremely complex set of requirements.  I will suggest some elements which have hampered tourism developments in recent years.

The biggest barrier to tourism is security.  Any event which indicates that a destination may be unsafe - either man made such as acts of terrorism or natural such as earthquakes have an immediate negative impact on arrivals.  To most potential tourists an alternative destination is available on the next page of a brochure - unlike residents they have no natural affinity to a specific destination country.

In a less dramatic way a reputation for criminality or poor hygiene inhibits the all important repeat business.  Once that sort of reputation is earned it is very difficult to recover.

Todays tourists are very experienced travellers well able to compare resort conditions. They are also subject to fashion and are increasingly demanding.  New resorts which provide an hotel and minimal infrastructure near a beautiful beach soon learn that this is not sufficient to fill beds and certainly it is no way to keep them full.

Regulators have also frequently damaged their tourism prospects.  The most common mistakes are introducing barriers without adequate notice and increasing taxes to an uncompetitive level.

Tour operators have long lead times - typically brochures are published 12-18 months before a holiday is taken so the planning cycle is even longer.  They have legal obligations to inform potential customers before they book regarding a range of conditions and, increasing prices after a booking has been taken is usually impossible.  Sudden introductions of additional taxes, visas etc not only inhibits customers it also harms the confidence of tour operators.  It is quite natural to prefer to co-operate with people who understand your difficulties and those of your customers.  All too often we have witnessed countries seeing tourism as a lucrative form of taxation - after all tourists do not have a vote - then subsequently realising that they have become uncompetitively priced so arrivals and  net revenues decline.

There are other areas where mistakes have sometimes been made by regulators.  Achieving profitability for a scheduled airline is a difficult task and national carriers often lobby their government for protection from incoming charter traffic.  As a result governments sometimes impose a range of conditions on these charter carriers.  The result is always that tour operators severely reduce their programmes to those destinations.  

We, like our customers, have a wide range of destinations to choose from.  If we are prevented from achieving acceptable load factors the economic conditions under which we operate will force us to move elsewhere.  This type of restriction may help the national carrier but at a heavy cost to the general economy, which in turn is not helpful for the national carrier.

Despite the fact that tourism is an excellent employment generator some destinations still have unemployment problems.  There have been instances of governments trying to inhibit or prevent the employment of tour operators own nationals in the belief that fluency in a language is sufficient for these representatives.  Whilst this might be true for intrepid or experienced travellers it is certainly incorrect for the bulk of tourists.  These tourists need someone who has a deep understanding of their culture, that is, was born and brought up in the same country, to deal effectively with the numerous problems - small or large, which inevitably occur during a holiday.  The number of these representatives is extremely small in relation to the number of local people their work generates and they also tend to spend most of their salaries locally.  Tour operators are reluctant to operate to destinations where they are denied the right to employ representatives of their choice.

Tourism is a massive, complex, dynamic and very competitive industry.  Success is only achieved by careful detailed planning based on good experience.  Anyone wishing to enter this market, or even a new segment of this market, is naturally unlikely to have the necessary experience.  The hotel industry has recognised these difficulties for many years and operates very efficiently multinationally both in its locations and management.  Occasionally governments make it difficult for this multinational experience to be utilised.  It is essential that destinations retain their distinctive characters but is it also essential that they do no make serious mistakes and the risk of the latter is great.

I hope that I have been able to give you some insight into why I find the industry so fascinating.  Superficially it is simple but my experience has shown that there are many, many opportunities for misunderstandings.  

I do not pretend to be able to accurately predict the effect of e-commerce but it will obviously have a very significant impact on our business despite its recent dismal performance.  IT people appear to be influenced by the dramatic world of computer games but evolution is far more likely than revolution.  Many people seem to forget that the essential elements, namely the product and customers, remain constant, E commerce only affects the connection between these two elements.  I believe the winners will be those who successfully combine technology with marketing, they will reap the rewards that will inevitably come when children brought up on computers gain purchasing power.  However, despite a very long history of involvement with computers  my crystal ball remains misty.  So, I will leave this to the experts.

Tourism has grown to be the largest industry in the world from a position 50 years ago when overseas leisure travel was only available to a very small number of privileged people.  This amazing growth has been achieved, at least in part, because of a lack of regulation.  However it is both inevitable and reasonable that governments will impose regulations.  It is extremely important to take great care when implementing new regulations which may impinge on tourism as it is all too easy to damage net revenues.

Let me give you two recent examples both involving countries heavily dependent on tourism.  In one case a new tax on tourists was proposed.  This met considerable opposition from the local and international tourism community and it now seems unlikely that the tax will be imposed.  Whilst this tax would have undoubtedly damaged the competitiveness of this destination in my opinion it will still do some damage.  The debate has already harmed the image of tourists amongst the local population whose welcoming attitude has been a major asset.  So future tourists are likely to encounter scowls rather than smiles, not a recipe for success.  In the second case a tax, albeit under a different name, was introduced without warning.  Then, after widespread complaints, the introduction was delayed then the delay extended.  Hardly conducive to gaining co-operation from the tourism sector.

So far I have ignored two very important factors.  Firstly, in essence, I have assumed that all tourists are similar.  This is far from correct.  They range from the very few who fly in private jets and expect exceptional service throughout the trip to a significant but small number of back-packers and others who appear to relish an almost total lack of infrastructure.  However the bulk of the market is in the middle sector which I have discussed.  All too often I listen to ministers of tourism explain that their policy is to concentrate on quality tourism - an admirable idea provided that they do not mean just 5 star tourism, that is far too crowded already.  In contrast you may be interested to learn that the amazing success of Benidorm, 5 million annual visitors to a town with a population of 55,000, has been achieved without the provision of a single 5 star hotel bed.

The other, even more important factor is sustainability.  If we do not pay attention to this subject neither destinations nor tour operators will have a future.  However I will leave this to others or another time.  My only comment now is a plea for a better understanding of this very complex subject.  I have a strong suspicion that some current opinions may well be found to be incorrect, once we have achieved a better understanding.  As an example I will leave you to consider if it is more sustainable to provide for 1000 rooms in a single hotel or a 1000 agricultural cottages.  I think the answer is obvious, others take the opposite view.  However I am certain that our current level of knowledge prevents us from proving which is the correct answer, probably it changes depending on the volume of tourists.

You may conclude that I cannot see any opportunities for fundamental changes in the way that the tourist industry functions.  To a certain extent that would be correct as I believe that we now have a mature industry, there will be changes but these will be gradual not dramatic.  My advice is to always consider the needs of the customer - if he has a good holiday including a good range of value for money complementary offers  he will return and possibly more importantly, he will tell his friends who will then become customers - this is much cheaper and more effective than any advertising and can, in itself, increase receipts.  Never forget the importance of price to customers; tour operators, hoteliers and governments ignore this at their peril.  Remember all potential tourists have a wide range of brochures and many pages in those brochures to choose from.  Each hotel, as well as each resort, has a lot of competition and the consumer knows that.  Tourism can and does provide huge benefits for a country, these benefits need to be protected and if possible increased but any proposed changes to the structure of the market need to be considered very carefully before they are implemented.
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