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Executive summary

Tourism in Europe

In international tourist arrival statistics, the Etbnsistently appears as thember one
tourism destination in the world. With approximately 380 million inteational tourist
arrivals in 2007, the EU received 42% of the towainber of international arrivals in the
world®. This represents an increase of 55 million anaté@als compared to 2000.

In 2007, roughly 70% ointernational arrivals in the EU were EU residents, with the
remaining 30% being non-EU residents, mainly froortN America and the Asia-Pacific

region. In addition to the international touristiwels, EU residents also accounted for
700 million domestic arrivalsin 2007.

Europe isexpected to maintain its positioras the leading tourism destination in the next
decade. Although the wider “European afds’likely to lose market share to other world
regions, forecasts by the UN World Tourism Orgatiiré suggest that international
arrivals in the European area will still increaseup to 717 million international tourist
arrivals over the period 2007 to 2020. This me&as the number of international tourist
arrivals in Europe will have almost doubled overeaiod of two decades (2000-2020).

The EU tourism industry, engine for economic growth

In order to accommodate the very large numberswigts arriving in the EU each year,
a very diverse range of companiesoperates in the tourism industry. The “tourism
industry” encompasses, among other activities, etraprganisers, accommodation
providers, local tourist offices, visitor attragiand tourism-related transport activities.
Very small companies operate alongside large nailtnal corporations to serve a wide
variety of customers. Moreover, private and publtivities are often intertwined. This
makes the tourism industry a vergmplex industry with a highly fragmented value
chain.

Approximately 340,000 companies operate in the mosodation and travel organisation
sectors, which provided jobs for nearly 2.8 millip@ople in 2006 This equates to 1.2%
of total employment in the EU-27. Together, these#@'s generated a turnover of around

 The 27 EU Member States combined

2 Based on most recent data at the time of analysis

% i.e. within the home country

* According to UNWTO (World Tourism Organization) definition (including 53 countries)
5 UNWTO, Tourism 2020 Vision, Tourism Highlights 2008
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€290 billion. With more than 90% of the companieaaerned employing fewer than 10
people, “micro-enterprises” form the backbone efitidustry.

The EU tourism industry has becomsextor of major importance for the European
economy as a whole. As tourism demand in the EU has gretaadily, tourism
enterprises have increasingly generated additiemaployment, turnover and added
value. Over the last decade, tjob creation rate in the EU tourism industry was
above the averag®bserved for the EU economy as a whole. The touirsiustry plays

a particularly important role in terms of employrmeh women, young people and the
less skilled. For these reasons, the tourism imgdinsts been identified as an industry with
an important role to play in attaining the EU'sIgdar growth and jobs, as set out in the
Lisbon Strategy.

However, in order to be able to optimise its patdnthe tourism industry must remain
competitive. This prerequisite has been translateatis study into a cleaambition for
the European tourism industry and its stakeholders:

“To strengthen the tourism industry to become a dynic and
sustainable growth sector that aims to provide @i customers with a
high quality travel experience at a balanced pricquality ratio.”

The “megatrends” and challenges ahead

The analysis undertaken for this study has singléda number of clear challenges lying
ahead for the EU tourism industry, which will needbe addressed if the industry is to
realise the high-level ambition set for it. Thebaltenges derive, on the one hand, from
the current structure of the tourism industry amel framework in which it operates and,

on the other hand, from expected changes in sowiitfyan impact on tourism demand:

the so-called ‘megatrends’. Eight such ‘megatrehdge been identified:

* Megatrend 1: Globalisation
Different societies, cultures and economies arereasingly interwoven.
Technological changes, further liberalisation md& of goods and services and
the increased mobility of individuals have broutiig whole world within reach.

* Megatrend 2: Demographic change
In 2020 roughly 20% of the European population tMlaged over 65. This older
population will often have considerable purchagiogver and have more free
time in which to travel. Alongside the ‘greying’ tfe population, the number of
one or two person-households will increase in Eeirop

* Megatrend 3: Access to information
Computer technology, internet, search engines, lemgbiones, GPS and digital
television profoundly change the way the world caminates, collects
information and distributes products and services.

* Megatrend 4: Experience economy
In an era where supply is abundant and wherenibisalways easy to distinguish
products and services based on quality, consuntergnereasingly looking for
other factors on which to base their choices. ‘Sifaracteristics such as design
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ECORYS A

and meaning, as well as the creative combinatioproflucts and services into
one ‘total experience’ are gaining importance.

* Megatrend 5: Customisation
The focus on ‘me’ as a person will increase. Coresnare seeking tailor-made
solutions, fitting their own personality. Societgncno longer be divided into
homogeneous target groups, but increasingly censiStmany different niche
groups.

* Megatrend 6: Sustainability
Concerns about climate change, environmental potiusocial welfare are being
translated into an increased demand for ecologicaticially and economically
responsible consumerism. This trend is being retefd by legislative initiatives
to stimulate consumers and companies to act inra sustainable way.

* Megatrend 7: Health and wellness
The increasingly sedentary lifestyles of many peapldeveloped countries have
led to an increased focus on health and well-beisga leisure activity. The
boundary between wellness and lifestyle on thelamal, and health care on the
other hand, is becoming increasingly blurred.

* Megatrend 8: Low cost business models
Increasingly, low cost business models are suagbsséntering the market,
reducing products and services to their most bemnponents. These low cost
business models are finding a place alongside maddional business models.

The trends above provide the context for - and l@awvampact to varying degrees on - the
core challenges for the tourism industry identifiigdthe study and which we now review
in turn.

CHALLENGE 1: Reinforce the EU tourism industry as a high qualiservice sector

Tourism enterprises operate in a demand-drivenego@nd consumers are becoming
ever more experienced and demanding. Importanhgttie for Europe as a tourism
destination are the large diversity of potentiairist destinations in a relatively small
geographical area, overall levels of attractivenassl high quality infrastructure.
However, these factors are not in themselves seffii¢o provide consumers with a ‘high
quality travel experience’. It is theombination of strong resources with high quality
servicesthat enables the EU tourism industry to offenitstors good value for money.
This requires a customer-focused approach, toungmastructure that could easily meet
international standards, good training in hospiaéind motivated and knowledgeable
staff.

However, it can be argued that many EU tourism rpnges arestill too “product
driven” rather than “consumer driven” . Moreover, the EU tourism industry has
difficulties in attracting the necessary skillsand is confronted with a high turnover in
personnel. This is due to a mismatch between tineadd for skills from the tourism
sector and current skills supply provided throudhnoation and training, as well as the
sector's reputation for sometimes unfavourable imgriconditions (irregular working
hours, low remuneration) - especially in the hgtedstaurants and catering sector. This
not only results in additional costs for the emplgybut also negatively affects the
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service quality the sector can provide. Finallye tburism infrastructure in more
mature tourism destinations in Europe is oftentngddy old (dating back from the 1960s
and 1970s) anoh need of refurbishmentto meet current consumer expectations.

CHALLENGE 2: Better position the EU as the n°1 tourism desttizan in the world

Tourism in Europe is dominated by intra-Europeavelers and outgoing tourism to

other regions in the world. Inbound tourism, fromnfEU countries to Europe, is not
currently addressed in a structured and systematjc Given that the internal European
travel market is largely mature and several noregean regions show promising figures
in terms of important source markets in the futtine, industry in collaboration with the

public sector could makmore focused efforts to attract additional non-EU isitors.

However, Europe as a whole lacks a clear image as a touristestination in
comparison to other regions of the world. In orttemaintain its position as the leading
tourism region in the world, Europe would benefinh better branding, to reflect its core
values and to adequately differentiate itself frother world destinations. Moreover,
improved branding could strengthen the cohesiorhiwitEurope, by focusing on
commonalities between different parts of Europevall as on their distinct national and
regional identities.

CHALLENGE 3: Make the tourism industry part of the knowledge@omy

In an era of globalisation and ‘informatisation’ sbciety, entrepreneurship and
innovation are critical business processedMoreover, in order to remain competitive in
this globalised context, sound knowledge aboutornsts, different market segments and
competitors becomes ever more important. Thesersmeants are not different for the
tourism industry. Globalisation has changed theketareality for the sector (new
opportunities due to emerging markets, new congstitentering the market) and
developments in ICT (such as web 2.0) have fund&atigrchanged the way in which the
tourism industry approaches customers and viceavdilge rise of online travel agents,
consumer community groups and online ‘bed banles’oaly a few of the many changes.
Despite these important developments, the tourisdudgtry has not yet made the
transition to the knowledge economy.

With a rather negative image of the industry asleygs and a high turnover rate among
personnel, it is frequentldifficult to build up a good knowledge basein tourism
companies. However, new developments in the ingustquire new skills, such as
increased knowledge of information and communicatitechnologies (ICT) or
knowledge about health and wellness. In order t&enthe tourism industry part of the
knowledge economy, additional efforts are needeihdoease and attach more value to
human capital within the industry.

In addition to the lack of good market knowledga akills, many entrepreneurs in the

tourism industry aréself-made’ (wo)men with no specific educational bekground in
tourism or management Although they have built up the necessary skifisrun a
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business, they often fail to capitalise on oppadtiesy as they are not always aware of
their own position in the tourism industry. Improgi the professionalism of these
enterprises is often cited as a critical priority fmproving the competitiveness of the
industry. However, it is a major challenge for palaluthorities and others to reach out to
these enterprises and improve their access to gygpalance and advice.

Finally, innovative solutionsto tackle major challenges such as identifying rigiehe)
markets, lowering seasonality, improving workinghditions, etc. argenerally lacking

in the sectorat present. Many companies still focus too muctpmduct and price to
compete. Too little attention appears to be focusedhe creation of added value for
customers. Moreover, “eco-innovation” — which igthion the research agenda in many
other industries — has hardly entered the tourishustry. Thdow absorptive capacity
for innovation among SMEs, as well as limited knowledge abouttreept of and need
for innovation in many SMEs, makes the promotiod adoption of innovative practices
a real challenge in a tourism industry dominated SMEs (and especially micro-
enterprises).

CHALLENGE 4: Develop EU tourism in a sustainable manner

The principles of sustainable development must ddeert as the basis for further
developing and strengthening tourism within the BUstainable development means that
ecological, economic and social welfare go hanldaind. Given the importance of human
capital and the strong dependency of tourism oaorahéind cultural resourceiirther
development of the industry in a sustainable way iskey to its continued
competitiveness This has also been recognised at the EU poliogi lend underlined in
the European Commission Communication (200Agenda for a sustainable and
competitive European tourism

The EU tourism industry is seen as a job creagpeeially for women, young people and
less skilled persons. However, a question remabwutathe quality of these jobs.

Applying the principles of sustainability, while kiag better use of the opportunities that
social dialogue offers, could help the industrydevelop further in a more sustainable
manner.

CHALLENGE 5: Increase the value generated from available resoes

There is considerablgagmentation within the EU tourism industry. This means that
many actors are involved in delivering a given ¢élaaxperience to a particular customer,
which complicates the task of providing customeithwa ‘total holiday experience’. A
major challenge lies in improvembllaboration between the different stakeholdersn
the tourism value chain in order to deliver a ceheftotal experience’.

Increased collaboration across the tourism valuaincttould also help individual

enterprises to reduce the impact of the strongosehgpattern of tourism activities on
their business. Currently, tourism demand is higtdyncentrated in the months of July
and August. This not only affects revenue stredmsalso leads to inefficient use of the
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existing infrastructure and staff. The inefficiennagement of human resource capacity
is reflected in the low labour productivity thatachcterises the tourism industry.
However, tourism-related industries are generaliglan strong pressure to improve
labour productivity, as they have to compete indamarkets (for labour and capital, for
example) with other economic sectors that are rpopductive and thus can offer better
remuneration.

More and better collaboration across the valuerct@mincrease the value obtained from
resources shouldot only be limited to private enterprises Public authorities are a non-

negligible partner for the tourism industry. Thegduently provide the infrastructure

necessary for tourists to reach their destinatarp@rts, railways, road infrastructure).

Through national, regional or local tourism boardee public sector promotes

destinations in an attempt to attract tourists ¢onganies operating in the tourism

industry. Through their ownership of museums, reatgserves and other attractions,
public authorities directly deliver services to sthindustry. Last, but not least,

governments create the regulatory framework in twhicurism companies operate,

clearly impacting the competitiveness of the indudtiowever, finding the right balance

between public and private initiatives in ordercieate the best synergies is a major
issue.

CHALLENGE 6: Ensure sufficient “oxygen” for tourism businesses

In any industry that wants to grow, entreprenegrshi critical. Entrepreneurs create
employment, turnover and added value. In ordernsuee that tourism enterprises can
grow and invest in innovation and training, it re@al that they find sufficient “oxygen”
to develop. This oxygen can comprise financial mediut also regulatory and other
framework conditions that can either hinder or suppntrepreneurship and innovation.

Tourism is a relatively volatile activity that cée severely impacted by specific shocks
such as terrorist attacks, natural disasters aradis. Moreover, tourism is subject to
rapidly changing trends: what is “hot” today, midda “out” tomorrow. This uncertainty
leaves its mark on the ease with which tourismrenises can access finance. However,
access to finance is criticaln order to innovate, to invest in quality, to atlapchanges

in consumer demand or to just survive in more cliffi times.

Finally, theregulatory framework in which European tourism enterprises operateis
complex Regulations and taxes not only exist at the natitevel, but also at the local,
regional and European level. Moreover, althoughrisou activities as such are not
heavily regulated directly, they are influencedhumyizontal regulations in many policy
areas. To comply with all regulations and taxes aleis a considerable investment in
(both financial and human) resources. Especialiytlie many micro-enterprises in the
sector, this is a heavy burden to cope with.
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Roadmap 2010-2020 for the tourism industry

In our view, to support the industry to tackle thig key challenges in an effective
manneractions are needed in five major fields

Support tourism demand

Stimulate innovation and entrepreneurship
Combine available resources more efficiently
Ensure that development of tourism is sustainable
Provide oxygen to the industry

O O O o0 o

In each of these action fieldsjggestions for specific actions are madén our opinion,

all these actions require ammediate initiation in order to make the EU tourism sector
more competitive in the longer run. Hence, all attfields and actions are equal in
importance and priority should not be given to aoBon over another. Nevertheless, we
are well aware that some of the actions will leatqtiick wins’, while other actions will
take much more effort and time to implement. Taldéthis executive summary contains
a clear overview of the expecteahe horizon for each of the actions to sort results.

= ACTION FIELD 1: Support tourism demand

e Action 1.1 - Create and promote brand ‘Europe! Many emerging markets can
be evaluated as interesting source markets forstnutowards Europe. The EU
needs a targeted marketing and branding prograrhateatiequately reflects its
core values and strengths (diversity, quality,dmstand culture) and that allows
it to differentiate itself from other destinatioimsthe world.

» Action 1.2 - Improve convenience of travellingThe overall tourist experience
is partly influenced by the quality of the serviecekated to travelling. In Europe,
special attention should go to improving the comeece of travelling: visa
restrictions, waiting times at airports, acceshibil of attractions,
interconnectivity of different modes of transpaxt.e

e Action 1.3 — More uniformisation of quality assessmnt. At the moment a
large number of different systems to assess thityjoha service or product are
used in the different Member States. For consunmeose uniformisation of the
different systems used to assess quality would om®rconfidence in the
European tourism product.

* Action 1.4 - Strive for worldwide liberalisation of trade and investment in
services Possible initiatives by European players to imwescountries such as
Russia, Egypt or China are often limited by provecimeasures within those
countries. Through its representation at diffeliatgrnational organisations, the
EU can strive for a more global liberalisation mide and investment in services.

= ACTION FIELD 2: Stimulate innovation and entrepreneurship

» Action 2.1 - Improve market intelligence and data =ailability : Adequate and
timely data and market intelligence about the End(global) tourism market are

ECORYS A FN97613 — FWC Sector Competitiveness — EU tourism-industry Vil



crucial for developing a successful business aratlept to changes in customer
behaviour.

Action 2.2 - Develop a Centre of Excellence at Elgévet Although different
institutions exist that provide information aboetndevelopments in the tourism
industry, a Centre of Excellence that brings togetlall knowledge and
coordinates and stimulates relevant researchckinig at European level.

Action 2.3 - Improve collaboration with education ad training institutes:
Closer collaboration between the industry and efitutaand training institutes
should result in an improved matching of skills gypnd demand.

Action 2.4 - Improve attractiveness of tourism indstry as employer A
campaign could be launched to improve the attranggs of the tourism industry
as an employer. Such a campaign should not takee pla isolation, but in
parallel with supportive measures such as for elamp increased dialogue
between industry and education institutes.

Action 2.5 - Create awareness about the importancef innovation: Most
SMEs strongly underestimate the role of innovatiorremaining competitive.
Actions are needed to increase the awareness #i@irhportance of innovation
and to demonstrate that innovation (in its broadeaning and not only restricted
to technological innovation) is accessible to all.

= ACTION FIELD 3: Combine available resources more efficiently

ECORYS A

Vil

Action 3.1 - Create awareness about the role of @@bal) value chains Actors
in the tourism value chain increasingly need tokauoigether to create the total
experience that customers are seeking. Howevery n@anism SMEs are not
aware of the structure of the value chain in whiaky operate, nor of their own
position in it.

Action 3.2 - Stimulate networking and collaborationacross the value chain
The creation of a ‘web’ of cooperation across taki@ chain can be an effective
way to reinforce each other’s product and drawdditéonal visitors. Networking
at both European and local level (within specifiestihations) should be
strengthened.

Action 3.3 - Create increased “tourism-focused” aaessibility of public
attractions and resources Tourism cannot fully develop in a sustainable way
both public and private actors do not work togetierimportant element in this
sense is the accessibility of public ‘spaces’ fourtsm. Better coordination
between partners could result in a more optimalofisesources.

Action 3.4 - Create a platform for the tourism industry at EU level In order
to strengthen the position of the EU tourism seet®ran important economic
actor, the industry needs to adopt a more unitesitipo (a single voice). As
such, a platform should be created covering thdevtoarrism industry.

Action 3.5. - Redefine the role of the TSG in linevith recommendations of
this study: At the EU level, the Tourism Sustainability Gropgovides a good
forum where different stakeholders at differentelavinteract. In light of this
roadmap, we suggest that the tasks and the orgjanislastructure of the TSG
might be reviewed.
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= ACTION FIELD 4: Ensure that development of tourism is sustainable

Action 4.1 - Stimulate further social and environmatal sustainability of the
tourism sector. Stimuli —regulatory, fiscal as well as financiashould push
(tourism) companies to further incorporate the @gles of sustainability in the
daily operations.

Action 4.2 — Smooth away inefficiencies in differanmodes of transport: At
present, inefficiencies in transport exist, leadingenvironmentally unfriendly
use (e.g. the outdated air traffic management systeEuropean air transport).
Furthermore, different modes of transport shoulcbb®e better interconnected.
Action 4.3 - Support “tourism for all” at EU level: DG Enterprise currently
coordinates the Calypso action which particularlynsa at elaborating a
mechanism enabling particular target groups (setitamens, young people and
families facing difficult social circumstances) o on holiday in another
Member State, on the basis of themed programmesaacmimmodation offers
recommended by public authorities (national, regiasr local), possibly in the
low season. The rationale behind this initiativeoi€nhance employment, reduce
seasonality in tourist demand and improve regiandllocal economies.

Action 4.4 - Actively support and participate in saial dialogue Whatever
platform, forum or initiative for discussion or @maction among stakeholders,
representatives of both employers and employeesidghme involved to the
maximum extent possible.

Action 4.5. — Increase awareness about (the impontae of) principles of
sustainability in tourism: Although sustainable development is high on the
policy agenda, the principles of sustainability am yet widely understood or
taken for granted in day to day activities.

= ACTION FIELD 5: Provide “oxygen” to the industry

ECORYS A

Action 5.1 — Stimulate/promote use of EU financiahstruments: At European
level, different funds exist which can be used imitthe EU tourism industry.
Stakeholders at all levels play a role in promotilngse instruments to improve
the competitiveness of the industry. When settimgpripes in the funding
programmes, it is important that tourism is suéfitly recognised as a strategic
sector and an engine for local and regional growth.

Action 5.2 — Monitor impacts of other policy areasat different geographical
levels Businesses in the tourism industry are ofteniBagmtly impacted by new
regulations in different policy areas. It is key fausinesses to have timely and
transparent information about all regulatory issaféscting their business.

Action 5.3 - Reduce administrative burden to a mimmum: Administrative
burden is costly and unproductive, negatively difigcthe competitiveness of
any business. Initiatives should be taken to furttezluce the administrative
burden.

Action 5.4 - Reduce discriminating differences inax systems and regulation
Within the EU, differences in the regulatory franmelv exist between Member

FN97613 — FWC Sector Competitiveness — EU tourism-industry IX



States, as well as between different sub-sectties ELiropean Commission needs
to create the right framework for a level playimgld within the tourism industry.

* Action 5.5 - Negotiate guarantee systems to improvaccess to finance
Access to finance remains an important issue fertdlirism industry in general
and the SMEs in particular. Public authorities doutgotiate a guarantee system
to improve access to finance.

Some of these actions target only one stakeholdéugtry (associations), Member States
or EU authorities). However, due to the high leselragmentation in the industrgnany

of the proposed actions demand a concerted collabaiion between different
stakeholdersin order to maximise their effectiveness.

This immediately leads us to the most importantdagon for making the roadmap
operational. As many actions demand involvemendlifierent stakeholders, there is a
danger that nobody takes up leadershi@nd that many of the suggested actions remain
on paper. To counter this, Table | contains ckaggestions on how responsibilities
could be distributed. We are convinced that when both industry andipudithorities
assume a more pro-active attitude and adopt amratexl approach to tackling the
challenges, the ambitions for the tourism induate/within reach.
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Table |

Making the roadmap 2010-2020 operational: allocation of responsibilities and time horizon

EU = EU authorities / MS = National, regional anddl authorities / IND = Industry associations
short = short term / medium = mid term / long =gdarm

FN97613 — FWC Sector Competitiveness — EU tourism-industry

ACTION INITIATOR OTHER TIME
ACTORS HORIZON
Action field 1: Support Tourism Demand
1.1. Create and promote brand ‘Europe’ EU MS + IND medium
1.2. Improve convenience of travelling MS EU medium
1.3. More uniformisation of quality assessment EU IND medium
1.4 Strive for worldwide liberalisation of tradedainvestment in services EU long
Action field 2: Stimulate innovation and entreprership
2.1. Improve market intelligence and data avaiigbil IND MS + EU short
2.2. Develop a Centre of Excellence at EU level EU MS + IND short
2.3. Improve collaboration with education and tirggninstitutes MS IND medium
2.4. Improve attractiveness of tourism industrgaployer IND MS short
2.5. Create awareness about the importance of @tiwov MS EU + IND short
Action field 3: Combine available resources moffeetly
3.1. Create awareness about the role of (globalpvehains IND MS short
3.2. Stimulate networking and collaboration acitbgsvalue chain EU + IND MS+IND medium
3.3. Create increased “tourism-focused” accessilofi public attractions and resources MS IND mediu
3.4. Create a platform for the tourism industri£bk level IND medium
3.5. Redefine role of the TSG in line with recomuh&tions of this study EU short
Action field 4: Ensure that development of tourisnsustainable
4.1. Stimulate further social and environmentatanability of the tourism sector EU MS + IND mediu
4.2. Smooth away inefficiencies in different modésransport EU MS long
4.3. Support “tourism for all” at EU level EU MS + IND short
4.4. Actively support and participate in socialldgue IND MS + EU short
4.5. Increase awareness about (the importanceiofiples of sustainability in tourism EU MS + IND short
Action field 5: Provide “oxygen” for the industry
5.1. Stimulate / promote use of EU financial instemnt EU IND + MS short
5.2. Monitor what happens in other policy areas andifferent geographical levels IND MS + EU short
5.3. Reduce administrative burden to a minimum EU+MS MS medium
5.4. Reduce discriminating differences in tax systand regulation MS EU long
5.5. Negotiate guarantee systems to improve atodsgmnce MS EU medium
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Do difficult times call for extraordinary measures?

Undeniably, the current economic crisis is havingaor impact on tourism demand. It
profoundly affects a number of segments (for examplisiness travel) and tourist flows.
Nevertheless, does this mean that the challengeddustry is facing, are fundamentally
different in times of crisis? The answer is cleafly”. However, a number of
challenges such as improving entrepreneurship and innovati@mtome even more
pronouncedin a difficult economic context than in more favable conditions.

This implies that in times of crisis the actionggested in the five fields continue to be
very relevant and are often even more urgentlyirequas the challenges have become
more acute. That is why two specific actions mighedparticular attention in the
short term. The first action relates tmarket intelligence. As the business reality is
changing rapidly, timely data and market intelligerare critical. Companies, industry
associations and governments at all levels shoindgrces to share and analyse relevant
market information on a periodic basis. The secantion relates toguaranteeing
sufficient access to financeAs the investment profile of financial instituti®is strongly
risk-averse in difficult economic times, specifieasures at government level might be
necessary to ensure sufficient financial supparteftterprises to (further) develop into
the entrepreneurial and innovative companies tleEt) tourism industry needs.
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PART 1: INTRODUCTION
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1.1

ECORYS A

Introduction

Background of the study

Over the last decade the EU tourism industry hasrbe asector of major importance

in the European economy A communication of the European CommisSistates that
the EU tourism industry generated in 2006 in itstmarrow definition more than 4% of
the EU GDP, with about two Million enterprises eoyhg around 4% of the total labour
force (approx. eight million jobs). Especially witegard to the employment of women,
young and less skilled persons, the tourism inglysys an important role. Moreover,
over the last decade the job creation rate in tdedtrism industry was above the EU
average. For these reasons, it has been iden@Bedn industry, which can play an
important role in the attainment of the Growth and Jobs Strategy goalsset in the
Lisbon Strategy.

The EU tourism industry is howevéacing a number of important challenges Even
though the total number of international arrivaisBurope is still growing, Europe has
been loosing market share lately. Tourism has becanglobal phenomenon implying
that Europe has to compete with other destinatwmsdwide. Moreover, globalisation,
internet and rapidly changing consumer behavioue lsagrowing impact on the tourism
industry, as well as a growing concern about thérenmental footprint of tourism
activities. In a report of the Tourism Sustainaypilcroup (20077) nine challenges have
been identified which need to be tackled in orderntake European tourism more
sustainable:

= Reducing the seasonality of demand

= Addressing the impact of tourism transport

= Improving the quality of tourism jobs

» Maintaining and enhancing community prosperity quodlity of life
= Minimising resource use and production of waste

= Conserving and giving value to natural and culthezitage

= Making holidays available to all

= Using tourism as a tool in global sustainable dgwelent

In this report the competitive position of the Hugan tourism industry is analysed in
order to improve its role as a potential sustamagplowth engine in the European
economy.

6 European Commission (2006), A renewed EU Tourism Policy: Towards a stronger partnership for European Tourism,
Communication from the Commission
" Tourism Sustainability Group (2007), Action for more sustainable European tourism, February 2007, 50 p.
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1.2 Aim of the study

Figure 1.1

The main goal of this study is &ssess the competitiveness of the EU tourism indost
and identify existing barriers that might hampee tompetitivenessf the sector in
Europe. The study will focus on the current stdteampetitiveness of the EU tourism
industry. Specific attention goes twgulatory and other framework conditions
affecting competitiveness The competitiveness assessment (vertical dimensio
competitiveness) and the assessment of the imphategulatory and framework
conditions on the competitiveness (horizontal disi@m of competitiveness) allow us to
formulate the challenges for the EU tourism industy to remain competitive. From
there we can suggegbssible actions for the industry and policy makergo enhance
the competitivenessof the sector in the short and medium long teree (Bigure 1.1).
The focus of this study lies specifically on théb-m@ctors Accommodation and Tour
Operators and Travel Agents (TO&TAS).

Assessing the competitiveness of the EU tourism industry

Sector implications

HORIZONTAL DIMENSION

VERTICAL DIMENSION

Policy
implications

Industr&
policy dialogue

.1

1.3 Methodological approach

ECORYS A
¥

The approach and methodology used for the execofidhis study, is based on the one
set out in the Competitiveness Frame as definegdtion 5.1 of the original framework
proposal. It starts with a clear description of thdustry and the development of the
analytical framework relevant for this study (Ta¥k Theliterature review and data
collection (Tasks 1 and 2) provide the necessary inpastess theompetitive position
of the industry (Task 3) and analyse the relefmework conditions influencing the
competitiveness of the industry (Task 4). Both ¢$asé&re summarized in a
‘competitiveness grid’ that highlights the impliats of the framework conditions on the

FN97613 — FWC Sector Competitiveness — EU tourism-industry 3



Figure 1.2

performance and competitiveness of the tourism stigiu The assessment of the
competitive position and the framework conditionsthe competitiveness grid leads to
the identification of the strengths and weaknesses ohé¢ industry, as well as the
opportunities and threats faced by the industry. They are the basis forftheulation

of the medium and long teratrategic outlook (Task 5) and potential industry and policy
actions. A general overview of the approach andewtnht tasks is presented in the
following diagram (Figure 1.2).

Methodological approach

Generic sector
description

y
—

Pre-analysis Empty competitiveness grid
(task 1 + 2 v
Development of
analytical framework

U\
l Focused competitiveness grid
Data collection & Data
literature review Data Data Data
(tasks 1 + 2)
-
l Completed competitiveness grid
Assessment of Analysis of framework W
competitive position conditions (task 4) > S o T
(task 3) J 5

Competitiveness grid assessed

Strategic outlook (SwOT)
(task 5)

1.3.1 Measuring competitiveness: the vertical dimensibthe competitiveness grid

ECORYS A

Competitiveness can be defined at the company ,letre industry level and
national/regional level. The analysis in this stddguses on theompetitiveness at the
industry level. At the industry level, ‘competitiveness’ meansg #bility of a nation’s
enterprises to achieve sustained success versgigrfa@ompetitorén a market setting. In
this study we willassess thé&U tourism industry’s performance in maintaining and
improving its position in the global markef. More specifically, we will assess the
competitiveness of the Accommodation sub-sector thied Tour Operators & Travel
Agents sub-sector.

The competitive performance of the tourism indust be considered as composed of a
series of layers of which the interactions deteamihe dynamics of competitiveness
within this sector (see Figure 1.3).

8 “Economic reforms and competitiveness: key messages from the European Competitiveness Report 2006”, COM(2006)697.
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Figure 1.3
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Competitiveness layers

Employment
Productivity
Profitability

Outcomes '

Processes

ﬁ

Inputs

Intre-industry relations
Organisatior
Business processes

Industrial structure
Size of enterprises
Level of specialisation
Segmentation

Labour

Capita

Intermediate goods & services
Knowledge & technology

Strategies of individual

Competitiveness layers

Outcomesare the most measurable and visible layer. Outcdaes to be measured in
terms of turnover, employment, capital, producyivéind profitability. These variables
can be compared over time, in relation to othetasecand relative to non-EU players.
Productivity levels and the development of produasti over time (growth) are
particularly important summarising indicators o ttompetitiveness of a sector and, for
example, stagnation in productivity growth is often important signal of underlying
problems and challenges. However, although dynaofiggoductivity reveal important
aspects of competitiveness, this ‘revealed’ contipetiess cannot be understood without
a further understanding of the other layers.

Processesare the second layer of competitiveness. They dwcldevelopments in
production processes — both in terms of organisatiod technologies — and include
intra-industry relations. Some aspects, such astioptput relations, can be measured
and quantified. More often, however, the organiseti aspects of industry are of more
qualitative nature.

Structuresare the third layer of competitiveness: industrycture, size of enterprises,
level of specialisation and segmentation are ghldrtant factors that influence a sector’'s
performance. Economies of scale and scope diffeelayor, but tend to increase against
the backdrop of globalisation. Mergers and acqoisit may have altered the landscape
of a sector. Specialisation has been recogniseecamomic science as a ‘driver’ for
productivity and growth and is particularly pertmein the context of European
integration. The process of specialisation is friihfluenced by new business formation
and closure.

Inputs form the fourth layer of competitiveness: thesetheeproduction factors that are
critical for the sector, including labour, capitahtermediate goods & services and
knowledge & technology. The unit costs of thesedpaotion factors and their

developments are another source of competitiveness.

FN97613 — FWC Sector Competitiveness — EU tourism-industry 5



1.3.2

Figure 1.4
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The precise relationship and functioning betweetcaues, processes, structures and
inputs is, however, strongly dependent on the fdtrer, namel\Gtrategies and business
models Strategies can for example consist of cost-bagategies (with a strong focus
on input prices and processes), innovative strasedfocusing on knowledge and
technology as inputs, and forms of organisatiorranding strategies (with value added
being determined more by marketing and reputatiolding than cost prices).

In Chapters 4 and 5 an in-depth analysis of eaclthe$ecompetitiveness layers
provides insight into the strengths and weaknesgdise accommodation and TO&TA
sub-sectors.

Analysing the framework conditions: the horizontaimension of the
competitiveness grid

The horizontal dimension of the competitivenessd gghcompasses the framework
conditions, which are mostly exogenous to the ifrgugs shown in Figure 1.4.
Framework conditions can be partly influenced justrial policy (or developments in
other policy areas), but may often be outside tsach of policy instruments. We
distinguish the following framework conditions:

- Regulatory conditions notably in areas of labour market regulation, dealge,
competition policy, standards, energy & environm&ume of these conditions can
be influenced by industrial policy directly, othensly indirectly or not at all.

- Other framework conditions such as labour force and skills, EU market access
knowledge based development, physical aspects afrdstructure, energy and
environment, access to finance, geographic cohegtm Some of these other
framework conditions lie within the scope of indigdt policy, others fall in other
policy areas or are completely outside.

- Exogenous conditionsthese are conditions that by definition are outsidepolicy
environment. They may include international pdditicand social upheavals, or
changes in economic and technological conditiorst tiake place beyond the
(geographical) reach of EU policy influence.

The framework conditions

Framewnrk conditinns
Labour market requlations
Competition of EU internal
market
Competition policy
Industry specific
standards (technical)
Consumer standards
(health & safety)
Labour force & skills
EU Market access (Trade
& FDI)
Knowledge base
development
Physical aspects &
infrastructire
Access to finance
Geographic cohesion
Technological change
Sacio political
developments
Enerqy & environment
Other factars

Exc-
genous
conditions

Regulatory conditions Other framework conditions

Industrial / Other policy
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Figure 1.5

An assessment of the framework conditipngvides an insight into opportunities and
threats that the sector is confronted with. In other woittiese can be considered as the
‘external sources’ or ‘external drivers’ of compiegness.

Chapters 7 and 8 identify the key framework condgithat affect the competitiveness of
the accommodation and TO&TA sub-sectors and lirk ftamework conditions to the

competitiveness layers in the competitiveness grid.

Confrontation of vertical and horizontal dimensions: the competitiveness grid

Indicators
Employment
Profitability
Intra-industry relations
Business processes
Industrial structure
Size of enterprises
Level of specialisatior
Segmentatior

Labour

Capita
Intermediate goods &
services

Knowledge &
technology

Socin political
developments

Other factors

Labaur forea & skils
EU Market aceess (Trade

Access to financa
Geographic cohesion
Energy & enviranment

Frameunrk
ronditinns
Labour market requlations
Competition of EU internal
Technological change

Exc-

nous
conditions

1.3.3 Stakeholder involvement
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¥

During the study substantial effort has been mameeririch quantitative data with

gualitative data on the various aspects of theigouindustry’s key characteristics and
competitiveness issues. Several stakeholders fnertourism industry as well as industry
experts have been involved at different stagekarstudy.

Stakeholder interviews
A total of 19 organisations/companieshave been interviewed (either face-to-face or

phone interview) in the context of this study. Talhl1 gives an overview of the different
interviews carried out. We refer to Annex Il ftvetminutes of each of these interviéws

° No minutes of the interview with ABTO included.
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Table 1.1

Overview of stakeholder interviews

Organisation Interviewee

ABTO (Association of Belgian Tour Operators)

Mr. Claude Perignon, President

Accor

Mr. Daniel Paris, Public Affairs Officer

AEA (Association of European Airlines)

Ms. Susan Lockey, General Manager Market
Research
Mr. Giorgi Komakhidze, Manager Strategy and

Statistics

BTO (Belgian Travel Organisation)

Mr. Bernard Tuyttens, Secretary General

ECTAA (European Travel Agents’ and Tour
Operators’ Associations)

Mr. Michel de Blust, Secretary General

EFCO&HPA Campsites and holiday parks

Mr. Den Bannister, Assistant to the Secretary General

EFFAT (European Federation of Trade Unions in the
Food, Agriculture and Tourism sector)

Ms. Kerstin Howald, Sectoral Secretary for the

Tourism sector

ETAG (European Travel & Tourism Action Group)

Mr. Gareth James, Secretary

ETC (European Travel Commission)

Mr. Rob Franklin, Executive Director

ETOA (European Tour Operators Association)

Mr. Tom Jenkins, Director

Exceltur

Mr. José Luis Zoreda, Executive Vice-President

Mr. Oscar Perelli del Amo, Research Director

Federation of Farm and Village Tourism (Eurogites)

Mr. Klaus Ehrlich, President

Federturismo

Mr. Antonio Barreca, Head of the EU office

HOTREC (Confederation of the National Hotel and

Restaurant Associations in the EC and EEA)

Ms. Marguerite Sequaris, Chief Executive

IAAPA (Europe International Association of

Amusement Parks and Attractions)

Mr. Andreas Veilstrup Andersen, Executive Director

IACA (International Air Carrier Association)

Ms. Sylviane Lust, Director General
Mr. Koen Vermeir, Director Aeropolitical & Industry
Affairs

IRU (International Road Transport Union)

Mr. Yves Mannaerts, Vice-president

TUIAG

Mr. Wolf-Dieter Zumpfort, Director Bureau Berlin

UNWTO (World Tourism Organisation)

Mr. John Kester, Chief Market Trends,
Competitiveness and Trade in Tourism Services
Ms. Sandra Carvao, Deputy Chief Market Trends,

Competitiveness and Trade in Tourism Services

Academic focus group

In order to validate the analysis and industry aoticy measures, an academic focus
group has been organised in June 2009 to discasdatia analysis, strategic outlook and
possible recommended actions. This academic foomspgconsisted othe following
experts

- Bilsen, Valentijn — senior expert competitivenéS&A Consult
- Briene, Michel — senior expert tourism, Ecorys NL
- Govers, Robert — professor at the Catholic Uniwgrseuven (Belgium)
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1.4
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Keller, Peter — professor at the University of Lanise (Switzerland)
Van der Beken, Wim — director and tourism exp&EA Consult
lan Woodward — professor at the University of Bedbire (UK)

Tourism Sustainability Group (TSG) and Tourism Adgg Committee (TAC)

In the course of this study we have met four timvék the Tourism Sustainability Group
working group on “business” (TSG working group) @mdce with the whole TSG. The
first contacts with the TSG working group have beeade in the margin of a work
session of this group on the 23rd of February, @ivee presented the aim and the work
plan of this study and received feedback on th@@sed methodology. On May 14ve
had a second meeting, where we presented thesedutie interim report and discussed
our assessment of the framework conditions. On 2A¥fewe presented and received
feedback on the draft SWOT analysis (Strengths-\Wesdes-Opportunities-Threats
analysis) and strategic outlook for the tourisrustdy.

On June 3% we met the Tourism Advisory Committee (TAC). Weegented the key
findings from the competitiveness analysis as veslithe draft SWOT and strategic
outlook for feedback.

Structure of the report
The report contains our analysis of Tasks 1 td i5.dtructured as follows:

= In thefirst part of the report a general introduction is giventte study. In chapter 1
we discuss the background and the aim of the shasdwell as the methodological
approach to carry out the study. Chapter 2 prestwatkey characteristics of the
European tourism industry. Particular attention sg¢e the impact of the current
financial crisis on the EU tourism industry.

= The second partfocuses on the assessment of the competitiveigmosif the EU
tourism industry. Chapter 3 starts with a cleairggltion of the focus of this study:
the sub-sector of accommodation and the sub-seftdour operators and travel
agents. Chapters 4 and 5 analyse the different etitmgness layers in each of these
two sub-sectors. Chapter 6 discusses a humbervalagenents in connected sub-
sectors that have an important impact on the catiyeetess of the two mentioned
sub-sectors.

= In thethird part of the study we analyse the regulatory and framkwonditions
that are relevant for the competitiveness of the tBUrism industry. Chapter 7
includes the analysis of framework conditions tlee most relevant for the
accommodation industry. Chapter 8 assesses thevirark conditions affecting the
competitiveness of the TO&TA industry.

= In the fourth part we translate the conclusions from the previousptia in a
strategic outlook. Chapter 9 contains the strategitook and SWOT analysis.
Chapter 10 identifies the major challenges for B tourism industry to remain
competitive and formulates a roadmap 2010-2020 witbsible actions for industry
and policy makers to meet these challenges.
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2 Key characteristics of the EU tourism industry

This chapter describes some key characteristi€unipean tourism, its state of play and
development vis-a-vis global competition. Figures presented foboth demand and
supply side of tourism.Special attention goes to the current economi@asdn and its
impact on the EU tourism industry. To calculataifies on the supply side of tourism (i.e.
the tourism industry), the Eurostat definition béttourism industry has been applied,
meaning that data on accommodation, tour operatodstravel agents, restaurants and
cafés have been combined.

2.1 Europe as a tourism destination

Europe is without discussidhe world’s most important tourism market, not only in

its traditional role as leading destination in terai tourist arrivals, but also as a tourism
generating regiofl According to the forecasts of the World Tourismg@hisatioft,
Europe will remain the world’s most important ta@trlestination and tourism generating
region.

2.1.1 International tourist arrivals
Europe in the world
With 381 million inbound tourist arrivals in 200the EU-27 consolidated its position as
the most important tourism destination in the woilthe EU-27 accounts in 2007 for

42% of the international tourist arrivals in the world. Between 2000 and 2007 the
total number of international arrivals in the EU+2% increased by 55 million.

| eidner, R. (2004), The European Tourism Industry — a multi-sector with dynamic markets, report prepared for DG ENTR of
the European Commission
™ UNWTO, Tourism 2020 Vision, Tourism Highlights 2008
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Table 2.1
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International tourist arrivals in different regions in the world (in Mio and in %), 2000-2007

Growth 00-07
(in millions)
2000 2005 2006 (and change
in market
share)

International Tourist Arrivals (in million and as %

Euronel? 3935 440.3 462.2 484.4 +90.9
urope (57.6%) (54.8%) (54.6%) (53.6%) (-4.0%)
of which:

U278 326.3" 347.8 369.7 381.0 +54.7

(47.8%) (43.3%) (43.6%) (42.2%) (-5.6%)

67.2 92.5 92.5 103.4 +36.2
Rest of Europe (9.8%) (11.5%) (11.0%) (11.4%) (+1.6%)
Asia and the 109.3 154.6 167.0 184.3 +75.0
Pacific (16.0%) (19.2%) (19.7%) (20.4%) (+4.4%)
. 128.2 133.4 135.8 1425 +14.3
Americas (18.8%) (16.6%) (16.0%) (15.8%) (-3.0%)
Africa 27.9 37.3 41.4 44.4 +16.5
(4.1%) (4.6%) (4.9%) (4.9%) (+0.8%)

Viddle East 24.4 37.8 40.9 476 +23.2
(3.6%) (4.7%) (4.8%) (5.3%) (+1.7%)

World 683 803 847 903 +220

" data for Luxembourg missing

Source: adapted from UNWTO, World Tourism BaromeBat. 2007, June 2008, Jan. 2009

Since 2000 the EU-27 and the Americas hbbst market share compared to other
regions in the world. In 2000 the EU-27’s shareternational tourist arrivals was still at
48%, compared to 42% in 2007. With an increasearket share of 4.4% between 2000
and 2007 Asia and the Pacific account for the Erggowth. In 2007, this region
accounted for one fifth of the total number of mtgional tourist arrivals in the world,
making it the second most important tourist desitima

Regional differences within the EU-27

As shown in Table 2.2, Southern Europe and Wesferopée” account for respectively
138 million and 146 million international arrivails 2007. In absolute numbers the total
numbers of international tourist arrivals have @ased in every region in Europe. The
largest increase was seen in Southern Europe (+Hidl®n arrivals) followed by
Western Europe (+15.3 million arrivals).

12 UNWTO includes 53 countries when talking about Europe. Besides the countries of EU-27, UNWTO also includes Iceland,
Norway, Liechtenstein, Monaco, Switzerland, Armenia, Azerbaijan, Belarus, Russia, Georgia, Kazakhstan, Kyrgyzstan,
Moldova, Tajikistan, Turkmenistan, Ukraine, Uzbekistan, Albania, Andorra, Bosnia & Herzegovina, Croatia, Macedonia,
Israel, San Marino, Serbia & Montenegro and Turkey.

3 Although the EU-27 is only in place since 2007, we have used this group of 27 countries for data collection since 2000. This
allows us to make a better comparison over time.

1 southern Europe = Cyprus, Greece, ltaly, Malta, Portugal, Slovenia, Spain; Western Europe = Austria, Belgium, France,
Germany, Luxembourg, Netherlands; Northern Europe = Denmark, Finland, Ireland, Sweden, U.K.; Central/Eastern Europe =
Bulgaria, Czech Rep., Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia.
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Table 2.3
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International tourist arrivals in EU countries by geographical clusters (in Mio and in %), 2000-2007

Growth 00-07 (in

International tourist arrivals (in millions and as a %) o
millions) (and
2000 2005 2006 2007 ghangeln
market share)
Northern Europe 38,8 46,3 51.5 52.7 +13.9
P (11.9%) (13.3%) (13.9%) (13.8%) (+1.9%)
130.7" 134.2' 141.3 146.0 +15.3
Western Europe (40.1%) (38.6%) (38.2%) (38.3%) (-1.8%)
Central/Eastern Europe 376 44.3 45.1 44.5 *+6.9
P (11.5%) (12.7%) (12.2%) (11.7%) (+0.2%)
Southern Europe 119.2 123.0 131.8 137.8 +18.6
P (36.5%) (35.4%) (35.6%) (36.2%) (-0.3%)

: data for Luxembourg missing
Source: adapted from UNWTO, World Tourism BaromeBat. 2007, June 2008, Jan. 2009

Together,Southern and Western Europe, stand for almost thre fourth of the total
number of arrivals in the EU-27 in 2007. Betweef®@nd 2007 important shifts in the
tourism landscape in Europe have to be noticed.leMhie market share of Western
Europe has dropped by 1.8%, the market share, iafipexf Northern Europe, has grown
from 11.9% in 2000 to 13.8% in 2007.

Tourist arrivals for different countries

France accounts for 81.9 million international tstuarrivals in 2007 and remains the
prime tourist destination in Europe when it comzé$nternational tourist arrivals. Spain
and Italy appear as tourist destinations numbecsamnd three (see Table 2.3). The UK
and Germany complete the top five of most importamtopean tourist destinations, in
terms of number of international tourist arrivals. 2007, the above mentiondive
countries accounted for 63% of total internationalarrivals in the EU-27.

International tourist arrivals in EU countries (in Mio), 2000-2007

International tourist arrivals (in millions) Gnr:ijl\lli\ggs(;n
Destination 2005 2006 2000-2007
1. France 77.2 75.9 78.9 81.9 +4.7
2. Spain 47.9 55.9 58.2 59.2 +11.3
3. Italy 41.2 36.5 41.1 43.7 +2.5
4. UK 23.2 28.0 30.7 30.7 +7.5
5. Germany 19.0 21.3 235 24.4 +5.4
6. Austria 18.0 20.0 20.3 20.8 +2.8
7. Greece 131 14.8 16.0 175 +4.4
8. Poland 17.4 15.2 15.7 15.0 -2.4
9. Portugal 121 10.6 11.3 12.3 +0.2
10. | Netherlands 10.0 10.0 10.7 11.0 +1.0

Source: UNWTO, World Tourism Barometer, Oct. 200ihe 2008, Jan. 2009
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Figure 2.1
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All countries mentioned in the table above, exdegiand, show an increase in the total
number of international arrivals between 2000 a@@72 Spain has the highest absolute
growth (from 48 to 59 million arrivals). Most otheountries of the EU also show an
increasing number of tourist arrivals between 2800 2007. In Bulgaria, the number of
international arrivals increased by over 80% in peeiod 2000-2007. Denmark and the
Czech Republic follow, with a rise of more than 30%

Long term forecast of international tourist arrigal

UNWTO’s Tourism 2020 Visichforecasts that international arrivals worldwide are
expected to reach nearly 1.6 billion by 282@ccording to this forecast, the number of
international arrivals will nearly double in two decades (2000-2020jThe two main
drivers for this ongoing increase are:

- On the one hand, the growth of personal disposableme, a longer and healthier
life and a reduced working time;

« On the other hand, the improved transport infrastine as shown by the evolution of
the air traffic and the spread of cars.

Estimated evolution in international tourist arrivals (in Mio), 1950-2020

- Actual = | - FOrECAEES o=
1,600 e
1.8bn|
1,400
T bn |
1200 2 Middle East =
| Afrlca
1.000 i aci af
E Asia and the Pacific go3mn| |
& W Americas
BOX0
Europe 546 mn
GO0
Aca
200
o
1950 1050 1are 1080 1990 1998 2000 ROOF MOAO 7020

Source: UNWTO, Tourism Highlights 2008

As shown in Figure 2.1the European regiort® will remain the most important
destination for international tourism. In 2020, Europe will maintain the highest share
of international arrivals, even if it will declinikom 60% in 1995 to 46% in 2020. In
absolute numbers, this corresponds to an increkadmost 400 million arrivals, up to
717 million international tourist arrivals.

15 As the UNWTO’s Tourism 2020 Vision is a long term forecast that has been done in 2007, it does not reflect the actual
financial and economic crisis. At present the UNWTO is updating the mentioned Tourism 2020 Vision. The study will forecast
international tourism growth through the year 2030 and identify key actual and future trends and their impact on tourism
development. UNWTO Future Vision: Tourism Towards 2030 will be officially presented at the UNWTO General Assembly
(Republic of Kazakhstan, first week of October 2009).

*® In this paragraph Europe is defined according to the UNWTO definition (see footnote 6). Specific data on the EU-27 are not
available in this forecast.
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2.1.2 Main source markets

Figure 2.2
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Domestic travel

Tourist arrivals in the EU-27are largely domestic.In 2007, almost 65% of the arrivals
in one of the 27 Member States are generated ligergs (see Figure 2.2). Especially
Germany (81%), Romania (78%) and Sweden (78%) lesaly on domestic tourism.
Also in Finland, Poland and the UK, the percentafjelomestic arrivals is above the
European average.

Relative share of different source markets in tourist arrivals in the EU (in %), 2007

Arrivals in EU, 2007

25%

@ Domestic
W Other EU
ONon-EU

Asiarpacific
31.92%

Other Europe
17 67% South America

65% / 784%

Source: IDEA Consult, based on Eurostat and UNWa@ d

In 2009, the focus of tourisseems to be shifting in a more domestic directioh We
refer to paragraph 2.3.3 for further discussion.

International arrivals

Concentrating on international arrivals, ab@0% of international arrivals in 2007 are
generated by EU-residents(intra-Europeaniand 30% is inbound tourism (non-EU
residents visiting the EU-27).

. Major flows of international arrival& within the EU are from Germany to Austria,
from Germany, the Netherlands and the UK to Frafrcen Germany to Italy and
from Germany, France and the UK to Spain. Thisflast was the most substantial
flow in 2007, with over 10.6 million arrivals.

- From thenon-EU arrivals, 39% originates from North America, while 32% is
generated by tourists from the Asia-Pacific regidon-EU Europe, South America
and Africa respectively constitute 18%, 8% and 3d&%on-EU arrivals. The largest
flows are those from the USA to the UK, France,igpaermany and Italy.

" Flash Eurobarometer: survey on the attitudes of Europeans towards tourism — analytical report, 2009
"8 j.e. flows of more than 4 million tourists in 2007
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Looking at the numbers of nights spent in the E@Q007, there is a substantial difference
compared to the figures of arrivals. The shareights spent by residents is about 59%
(compared to a 65% share in arrivals), 35% by offidfresidents (compared to 25%
share in arrivals) and 6% by tourists from othegiogrs (compared to 10% share in
arrivals). This means thaon-domestic EU-residents spend more nights per aval
compared to domestic tourists and non-EU touristsln the number of nights spent by
non-EU residents, the lion’s share is taken byistaifrom North America (48%) and
tourists from Asia and the Pacific (36%). Furtherejat is important to remark that both
domestic and international tourists haweesy different expenditure pattern.

International benchmarking

Although international studies on tourism consiyeaward the title of n°® 1 tourism
destination to Europe, this is only based on datairdernational tourist arrivals.
However, the analysis in the previous paragrapleariyl showsthat data on
international arrivals only capture part of the total amount of tourist flows.
Domestic arrivals make up more than half of therigtuflows in the EU. It can be
expected that also in other countries in the wéekpecially in major countries such as
the US, Canada or Australia) domestic arrivals titute a non-negligible part of total
tourist flows. To make a balanced assessment afntir&et share of different regions in
tourism and thus of their competitive position, staelomestic tourist flows should be
taken into account. Unfortunately, at presémternationally comparable data on
domestic travelling are lacking.

2.1.3 Seasonality of international tourist demand

International tourist demand in Europe is charéxerby ahigh degree of seasonality.
Figure 2.3 clearly shows that the total numbemtérnational tourist arrivals in Europe
faces a peak in July and August. In these two n®rithurist arrivals attain a peak of
more than 60 million. In the months of January,rbalby, November and December, the
number of tourist arrivals is less than half thisnier.

Figure 2.3 Monthly international tourist arrivals in Europe (in Mio), 2007

Intemational Tourist Armvals, monthly evdution
Eurcpe (million)

Jan Feb Mar Apr May Jun M4 Aug Sep Ot Nov Dec

Source: World Towdsm Organizaion (UNWTO @

Source: UNWTO Barometer, June 2008 — Volume 6 gl&su
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Figure 2.4

2.1.4
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This strong seasonal pattern of international gtudemandseems to be a specific
problem for Europe. The Americas and especially the Asia-Pacific regghow much

less seasonality (see Figure 2.4). In this lastoreghe number of tourist arrivals is
relatively constant over the year

Monthly international tourist arrivals in the Americas and Asia/Pacific (in Mio), 2007

Intemational Tourist Artivals, monthly evdution Intematicnal Tourist Arrivals, monthly evdution

Americas (million) Asia and the Pacific {million)
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Source: World Tourism Organization (UNWTO) © Source: World Tourism Organizaion (UNWTO) @

Source: UNWTO Barometer, June 2008 — Volume 6 glgsu

We do remark that the data only refer to intermetidourist arrivals and do not include
domestic travel. As we discussed in the previouagraph, this is an important tourism
flow in the EU. We assume that this is also theedasthe Americas and Asia-Pacific

region. However, lack of data makes that we canaséss whether domestic travel shows
a similar seasonal pattern.

Europe as a competitive tourism destination

Since 2007, the World Economic Forum annually pmesdts Travel & Tourism
Competitiveness Repdft in which it calculates a Travel & Tourism Compigéness
Index (TTCI) for different countries worldwide. THEICl aims to measure the factors
and policies that make a country attractive to tgvea travel and tourism industry

(T&T). It is based on three broad categories ofaldes that facilitate or drive travel and
tourism competitiveness:

1. T&T regulatory framework (policy rules and reguteits, environmental
sustainability, prioritization of T&T, safety & seuty, health & hygiene);

2. T&T business environment and infrastructure (gro&ndir transport infrastructure,
tourism infrastructure, ICT infrastructure, pricengpetitiveness);

3. T&T human, cultural and natural resources (humapitak affinity for T&T, natural
resources, cultural resources).

 UNWTO (2009), World Tourism Barometer.
2 World Economic Forum, The Travel & Tourism Competitiveness Report 2009
http://www.weforum.org/en/initiatives/gcp/Traveland TourismReport/index.htm
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In 2009, 11 out of the top 20 countries in the TTCltanking are EU-27 countries.
Austria and Germany were, in the last three yetirs, number two and three in the
ranking, after Switzerland that has been occupyegfirst place since the WEF started
compiling the TTCI. The other EU countries compigtthe top 20 are:

France (4)
Spain (&)
Sweden ()

UK (L1th)
Netherlands (13
Denmark (1)
Finland (1%)
Portugal (17)
Ireland (18).

Apart from the 11 EU Member States mentioned ab8vapre European countries rank
in the top 20: Switzerland {), Iceland (18) and Norway (19)?". Compared to 2007,
the EU has clearly improved its competitive positio in 2009 vis-a-vis other countries
and regions. In 2007, only 4 EU Member States rarkehe top 10 compared to 6 in
2009.

Especially France, Spain, Sweden and Ireland hapeoved their attractiveness for
tourism businesses. Also several new Member Sta@ghough not ranking in the
top 20 (yet) — have considerably improved theirijpms Czech Republic, Slovenia,
Poland and Romania.

Other EU countries have been less successful imteining their competitive

position, such as Luxemburg and the Slovak Repul@ompared to 2007 they
dropped in the TTCI ranking.

Even though Italy is one of the major tourism destions in Europe, the country ranks
only 28" in the TTCI 2009 ranking. According to the WEFpesially the regulatory
framework restricts the country’s competitiveness.

2 The North-American countries Canada (5) and the United States (8"), and the Asian-Pacific countries Australia (9"),
Singapore (10™), Hong Kong (12™) and New Zealand (20") complete the top 20.
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EU Tourism Policy®

Focus on sustainable tourism

Tourism plays an important role in the developne#nhost European regions. The seg

contributes to the local development through treation (and retention) of jobs in the
industrial and rural areas, but also contributes toban regeneration.

National and EU institutions strongly support tleneoept of ‘sustainable tourism’, ag

means to economically develop tourist destinatiorisle respecting local culture

promoting social integration and preserving theiratheritage.

Due to this potentially positive influence (alreapisoven in many tourist sites) on t
economic, social and environmental fields, the tgraent of the tourist industry at E
level is considered as a tool to implement the nwbjectives set up by the Lisbg
Strategy. Since the early 80s, but especially dutire 90s, European institutions, aw.
of the enormous potential of the European tourisoias, have progressively integrat
sustainable tourism into Community policies andosast

Currently, the level of awareness and commitmergEwbpean level is reflected in th
Lisbon Treaty (with the title XXI and its article’&B specifically devoted to tourism) b
also in actions taken by the Union, whether in suppf the recommendations (¢
promotion of sustainable tourism, or via other p&an policies that have a dire

tor

)}

ne

n
are

ne
ut
n
ct

influence on the sector. Indeed, tourism is a trarsal sector which is affected by many

EU policies and which can also benefit from mosthef EU financial instruments. The
policies are mainly: regional policy (rural devetopnt and structural funds
environment protection (renewable energy), trartspagriculture (rural tourism)
taxation, health and consumer protection and aultur

Furthermore, the EU institutions have been workingreate a political framework fg
European tourism through the last four communicatitaunched by the Europe
Commission. These non-binding acts aim to explesis tommitment to the future of th
European tourism industry, the principles of sumthility, stronger partnership and t
implementation of an Agenda for a competitive angta@inable European touris
industry.

The results of this political message are trandlait a considerable number of concr
actions, as for example, the constitution, end @42 of the Tourism Sustainabili
Group (TSG) which gathers together stakeholderseapérts from industry associatior
destinations and civil society, as well as from Nbem States’ administrations ai
international organisations, the organisation ohfecence cycles, of the Annu
European Tourism Forum or of the European Tourisay, Dhe support to networks

sustainable tourism destinations, the promotiobesft practices of accessible and so
tourism, the elaboration of the Tourism Satellitecdunt (to improve the understandi
of the European Tourism) and a certain numbersdgarch studies.

5e
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y
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2 http://ec.europa.eu/enterprise/tourism/index_en.htm and others
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Nevertheless, with some exceptions, the EU-27 sdente very competitive when it
comes to creating the context factors to becommactitte and develop a travel and
tourism industry. The European tourism industrizosvever facing important challenges,
as we will further discuss in this report.

2.2 Structure and economic importance of EU tourisnugtiy

Whereas the previous paragraph described touriem & demand side perspective, in
this paragraph we descrilbee main characteristics of the supply side of tousm in
the EU-27: the tourism companiesTo this end, we make use of the Eurostat defmitio
of tourism. According to this definition, the tosm industry consists of accommodation,
TO&TA and Restaurants & Cafés (ReCa). The analigsisased on the data available
from Eurostat and relates mostly to the year 2006.

Structure of EU tourism industry
Number of enterprises

In 2006,some 1.8 million enterpriseswvere active in the EU tourism industry. Almost
90% of all tourism companies were located in the EX15. This means that the tourism
industry is to a very large extent concentratetthénold Member States.

With almost 300,000 enterprises, Spain hosts tlgeéh number of tourism companies in
the EU-27. Five countries — Spain, Italy, Francerrzany and the UK — together host
65% of all EU tourism businesses. In the new Menfates Poland and the Czech
Republic account for half of the tourism entersise

Looking at the number of enterprises per 10,00QaliitAnts, the largest density of
tourism enterprises is found in Cyprus. Other coestwith a large concentration of
tourism enterprises are Greece, Malta and Portugal.

Share of different sub-sectors

More than four fifth of the total number of compasiare active in the sub-sector of
restaurants and cafésThe accommodationsub-sector accounts for 15% of all tourism
companies, whereathe tour operators and travel agentsrepresent 4% of the
enterprises.

There is a significant difference between the abd she new Member States in the
relative importance of the different sub-sectordhievéas in the old Member States tour
operators and travel agents represent 4% of théstewcompanies, in the new Member
States those companies account for about 9% tdwism companies. As we will further
discuss in chapter 1, the tour operators and tragehts business has gone through a
phase of consolidation in the old Member Statesreds in the new Member States this
consolidation wave is only just beginning.
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Size distribution

The tourism sector is characterized bydaal structure. The basic idea behind this
structure is that tourism demand is global, wheteagsm supply of goods and services
is local. On the one hand, there arkmited number of large companies that organise
tourism to various destinations.On the other hand, large group of small companies,
mainly micro-enterprises, deliver tourism servicesat the destinations. The large
companies are mainly in charge of organisatiomrimation and transport whereas the
small companies are directed to welcoming touribtsspitality and leisufé Micro-
enterprises are by far the largest group of comgsanivith more than 90% of all
enterprises in the tourism sector employing leas ttD persons.

Wide diversity of businesses and industry clusters

The EU tourism industry is characterized by a wideety of enterprises and different
types of clusters in different destinations. Nolyamo very large multinationals operate
next to very small companies in the same sub-semtafestination. Due to the very
different types of tourists (business tourist, elderly, families with littléikdren ...) as
well as thewide variety in destinations (city, coastal area, mountains ...), many
different companies offer their products and s&wito tourists.

In the accommodation industry the structure difféepending for example on the
specific location within a destination. Large hatBhins have a significant presence
in larger cities. In more rural areas many micréegorises operate that are only open
in the high season.

Differences in travel habits between different MembStates might explain
differences in market structure. In the UK for arste, tour operators have a more
important position in the tourism industry thanoither Member States. Not only do
British tourists favour long-haul destinations menan other European tourists, but
also the geographical location of the UK (islanddkes consumers turn to tour
operators quicker than in France for example.

When talking about the tourism industry, one shdh&teforenever forget that behind
the official statistics on the industry, a very hedrogeneous group of companies
operates.

Economic importance of the EU tourism industry
Total employment

According to Eurostat, the tourism industmyployed 9.7 million peoplen 2006. This is
equal to 5.2% of the total employmentin the EU. Similar to the concentration of
tourism enterprises in the EU-15, tourism employmgmlso largely concentrated in the
old Member States (88%). The five major destinati¢8pain, Italy, France, Germany
and the UK) account for 70% of total EU tourism émment. With over 2 million

2 OECD (2008), Tourism in OECD Countries 2008: Trends and Policies
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employees, the UK tourism industry is the largespleyer representing 21% of the total
EU tourism employmefit

Looking at the relative importance of the tourismdustry in the local economy, tourism
contributes considerably more to the total employmet in new Member States than

it does in the old Member StatesWhereas tourism employment represents on average
only 2.6% of total employment in the EU-15, it repents 7.5% of total employment in
the new Member States.

Share of different sub-sectors

Whereas some 81% of all tourism enterprises areesict the ReCa sub-sector, they only
represent 72% of total tourism employment. The ayersize of companies operating in
this sub-sector is clearly smaller than the aversage of tourism companies in general.
Opposite, the average size of a tour operatorawetragent is clearly above this average.

Looking at the tourism structure, in the differddember States the high share of
accommodation in Malta’s and Cyprus’ tourism emptewt is to be noticed. Whereas in

terms of number of companies the accommodatiombasirepresents only around 10%
of the total number of tourism enterprises in thosentries, they do represent more than
40% of the workforce. This indicates that in thecaomodation business of both

countries a relatively high number of larger accaxdation businesses are operating.

Size distribution

EU tourism companies employ on average 5.5 emptoydgs again underlines that the
tourism industry is mainly dominated by micro-ept&ses. Nevertheless, differences
across Member States do exist. On the one handytdrage size of a company operating
in the tourism industry is only 4.4 employees ia tltew Member States and even around
3 employees in countries like Greece and Czech BRiep®n the other hand, in the UK
the average size of a tourism company is almostttimes the average EU-size.

Despite the fact thasmall enterprises dominate the tourism industry, lege and
medium sized companies do account for a considerablpercentage of the total
tourism employment. Whereas this group of enterprises hardly repres#¥t of the total
number of tourism enterprises in most Member Stétey account for 15% to even 50%
of total tourism employment.

Turnover

According to Eurostat, the EU tourism industry igada total turnover of €586 billion

in 2006. Thiss equal to 5% of total EU-27 GDP More than 95% of this total turnover
was realised in the EU-15. With a turnover of €biion, the UK tourism industry
represents one fourth of the total tourism turnondtU-27. The UK, France, Italy, Spain

2 Given the fact that UK tourism companies only represent 8% of the total number of tourism enterprises, this is a remarkably
high percentage. It is clear that UK tourism companies on average operate on a significantly larger scale than other tourism
enterprises.

FN97613 — FWC Sector Competitiveness — EU tourism-industry 21



2.3

ECORYS A

and Germany together represent 75% of the totaistouturnover (with 65% of the total
number of tourism enterprises).

Although the ReCa sub-sector represents more tl# 8f the total number of
enterprises in the EU tourism industry, they ongnerate half of the turnover. Tour
operators and travel agents only represent 4% @fnilimber of enterprises, but do
account for 26% of the total turnover.

Productivity

The European tourism sectorgsnerally characterized by a low labour productiviy.
When compared to services and manufacturing, wagestad labour productivify in
the tourism industry is significantly lower in mdgiember States. The main reason for
this low labour productivity is theéabour intensive ReCa sub-sector.The labour
productivity is significantly higher in both accorodation and especially in the tour
operators and travel agents sub-sector. If the idaReector is considered as one sector,
its labour productivity is half the average labguoductivity in the service sector. As
wage levels depend largely on the labour produgtivi a sector, the HoReCa sector pays
wages significantly below the average of the serilustry. The relatively low labour
productivity indicates some potential for improving qualification and organisational
measures put it should not be interpreted as the best atdicfor productivity®.

Because of a lack of specific data on the proditgtiof the EU tourism industry as a
whole, we have to use the service sector as acatuttito compare the productivity in the
EU tourism industry vis-a-vis other regions. Thiedar productivity per person employed
in the service sector is highest in Japan and théed States. European labour
productivity is significantly lower. Moreover, ihé¢ period 1995-2005, the productivity in
the EU grew with about 5 percent, while in the dditStates for example growth in
services’ labour productivity was equal to aboupa@cent.

Furthermore, the ratio of value added to gross dtim¢roduct (GDP) in the tourism
sectors of industrialised nations is in a downwsglal. Other industries and economic
sectors are more productiveand therefore tend to grow fasteThe EU tourism related
industries are not only under global competitivessures, they also have to compete for
factor markets (e.g. for labour and capital), witther sectors that tend to be more
productive.

Impact of the financial crisis on the EU tourismduistry

The intensity of tourism activities is strongly kied to the overall performance of the
total economy. In this paragraph we discuss theaghpf the current economic and
financial crisis on the European tourism indussyaavhol&’. The start of this crisis can
be pointed around September or October 2008.

% Wage adjusted Labour Productivity = Labour Productivity/Average wage per employee
% The European tourism industry — a multi sector with dynamic markets, 2004
z Paragraphs 3.6 and 4.6 specifically focus on the effect of the crisis on the two main sub-sectors
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The current crisis versus previous crises

Tourism as an activity is closely linked to the @leeconomic activity in a country or a
region. In the past, the tourism industry has be#ected by other economic crises.
However, this crisis shows some specific characteristiahat make it different from
other crises in the pa&t

Opposite to previous economic crises, the curreet is of amore global nature
affecting both emerging and mature destinationse Tpid slowdown since mid-
2008 reflects the impact of rising oil prices aé tbeginning of last year and the
deterioration of the economic situation as well @s consumer and business
confidence during the second semester.

The impact is alsexpected to last longerExperts expect a fast downturn and only a
slow recovery for the future. When looking at thgpact of the terrorism attacks of
9/11, the tourism industry needed approximatelgdry to recover.

Impact on international tourist arrivals

In 2008, the growth in international tourist artsseéhas significantly slowed down
worldwide under the influence of the current financial asdr®mic crisis. After a 5%
increase in the first half of 2008, growth in imtational tourist arrivals became negative
in the second half of 2008 (-1%). The final resudis an estimated 2% growth for the full
year — down from 7% in 2007, which was the fourtaryof consecutive strong growth in
world tourism (see Figure 2.5).

Worldwide, international tourist arrivals declinleg 8% between January and April 2009.
Prospects by UNWTO for international tourism novpae a decline by -6% to -4%
during the year 2069

% Interview UNWTO
2 UNWTO (2009), World Tourism Barometer. Volume 7, no. 2, June 2009
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World: inbound tourism (international tourist arrivals) (in Mio), 1995-2008
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Source: UNWTO World Tourism Barometer— June 2009, Volume 7, issue 2
Slowdown of international tourist arrivals in théJE27

The international tourist arrivals in the EU-27 aally increased by 4.8% between 2005
and 2007, and still increased in the first hal608. However, in the last six months of
2008 international tourist arrivals showed a negatjrowth in both the EU-27 and Asia,
while the other regions of the world still showezkpive growth. Looking at the full year
2008, international tourist arrivals have been gngwworldwide (+2.3% compared to
2007), while the EU-27 suffered from stagnationamivals. The stagnation is mainly
caused by the negative performances of both Nortlaed Western Europe and the
stagnation of international tourist arrivals in 8w Europ&€. Table 2.4 shows the
evolution in tourist arrivals in EU-27 destinatiobetween different quarters in 2008
YTD. While in most countries thtal number of arrivals has grown in the first two
quarters of 2008, the figures for the third and fouth quarters are significantly
falling back.

% UNWTO (2009), World Tourism Barometer. Volume 7, no. 1, Jan. 2009
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Change of international tourist arrivals per Member State per quarter (in %), 2008 compared to same quarter
2007

ernational to a als per quarte 008
Country Q1 Q2 Q3 Q4
Austria +10.25% +0.82% +2.66% +2.86%
Belgium +5.65% +4.54% +1.79%
Bulgaria +10.50% +4.14% +2.39% +6.27%
Cyprus -0.06% -6.78% -8.44%
Czech Republic +11.13% +3.43% +1.42%
Germany +3.13% +4.00% +0.81%
Denmark -0.15% +1.13% -5.69% -5.65%
Estonia +6.81% +3.68% +1.51% -1.47%
Spain +5.51% -2.60% -1.42%
Finland +5.34% +5.33% -0.17% -1.00%
France +3.64% -0.21% -2.51%
Greece +0.59% -5.23% -4.77%
Hungary +7.09% +3.04% +0.91% -0.59%
Ireland
Italy +2.94% -5.52% -4.00% -6.00%
Lithuania +11.31% +6.25% +5.50% -5.66%
Luxemburg -0.96% -7.47%
Latvia +9.76% +3.12% +4.09%
Malta +14.07% +4.06% -6.98% -9.65%
Netherlands -3.59% -2.77% -6.25% -6.91%
Poland +6.89% +8.71% +3.42% -0.86%
Portugal +11.26% +2.83% +2.42% -5.11%
Rumania +6.53% +1.15% +3.86% -2.70%
Sweden +0.95% +7.87% -2.25% -2.00%
Slovenia +6.61% +4.81% +2.01% +1.64%
Slovakia +12.57% +16.48% +5.49% -0.33%
United Kingdom +4.55% -0.52% -6.66%

Source: Eurostat, 2009

Between January and April 2009, international &tuairrivals continued to decline (by
10%) with Central and Eastern destinations beirgntiost affected, based on available
information. Slovakia was hit hard with a decling 28% for the first four months of
2009. For the whole of the year 2009, UNWTO expeaategative growth in international
tourism for Europe of -8% to -5%. Besides Europe, Middle East is also severely hit
with an expected decline of 18%

It seems however that consumers were more confidepril and May 2009 than in the
beginning of the year. Combining this observatidthwhe fact that the main summer
holiday is more protected by the consumers thaeraécondary trips, one might become
more optimistic in terms of arrival figures oveethext months. The length of stay will
however be shorter and spending lower.

FN97613 — FWC Sector Competitiveness — EU tourism-industry 25



Figure 2.6
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Slowdown in different source markets for tourisrEimopé*

The financial and economic crisis is also causirglift in the main source markets for
tourism to Europe. Although data availability for 2009 is still verymited, most
indicators point to a broadening and deepeningraotivn in the first two months of the
year, with little expectation of an improvementiltite summer.

Intra-European tourism

The general trend so far seems to leeine from almost all leading intra-European
markets. Italy, as well as the Netherlands and Cyprus, eweare showing positive
growth to some destinations. The UK, Germany arghée on the contrary are well
down on 2008.

In each quarter of 2008 however, the share of Hileats that has made at least one
holiday trip of at least one overnight stay durihg reference quarter, has grown for
domestic trips as well as for outbound trips. Igufe 2.6 the percentages are given for
any holiday trip of at least one overnight staye Bhare of the population having made a
holiday trip of at least 4 overnight stays remamther stable.

Share of EU residents (aged 15 or over) having made at least one holiday trip during the reference quarter (in

%), 2008 compared to same quarter 2007

Aoy holiday trip
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Source: Eurostat, data in focus 24/2009

In total, EU residents made 6.8% more trips in 20@@pared to 2007 with the strongest
growth for short breaks and domestic trips. Thesgddalf of the year was slightly less
positive with an overall growth of 5.4% and a deelin short holiday trips abroad of -
0.6%.

Germany remains the largest European outbound market. Thesehowever not been
any substantial growth in recent years, which eatpained stable in 2008. Based on the
limited data available for 2009, we note a geneegative trend.

3 European tourism 2009 — Trends & Prospects: Quarterly Report
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In 2008, theUK is characterised by declines to some of the nagstinations and only
few increases in international arrivals from the. 86 far, no country for which data was
available has reported an increase in internatiamalals from the UK in the first five
months of 2009. The declines recorded are mainhpated to the weak pound rather
than the current economic uncertainties. Some @fntlajor tour operators even report
good advance bookings for holidays and consumesegsrindicate that British people
may well still decide to travel abroad for theinsuer holidays.

In France, outbound tourism fell by some 3% in 2008. With atb®1% of the French not
planning any holiday in 2009 according to a recemsumer survey, the outlook for 2009
is not much better. The great majority of the Eegp countries report declines in the
first two months of 2009. The same accounts fofédhewing three months of 2009, with
almost all destinations for which data is availabteporting mostly double digit
decline&.

In 2008, Italian outbound tourism generally stagnated. For 2009nessurprising
increases are recorded for arrivals and nightsobliialy to Cyprus, Ireland and Malta.
Most of the other destinations report declines.

As one of Europe’s strongest growth markets in 2QB8 Netherlands are facing an
uncertain year of 2009 with some increases but asere declines. Total summer
bookings for package holidays and long-haul destina are falling. However, according
to consumer surveys, a considerable number of sumowkings are to be expected.

Non-EU markets

In general, the cost of a long-haul flight is arportant reason for the fall back of long-
haul travel. The strong Euro does not appear tp. fidie long-haul source markets that
appear to be growing to Europe this year are Br@ad possibly some other Latin
American sources), as well as some of the smal@ammarkets.

Although Russiais one of the most dynamic emerging source market&urope, the
severity of the economic crisis in Russia makesaaleration in travel growth out of
Russia inevitable. Most destinations for which datavailable report declines in visits
from Russia.

Travel from theUS to Europe has fallen back by more than 6% in 2@a8. most
destinations, the arrivals fell back. Visits frohetUS to Europe have contracted 13% in
the first quarter of 2004 Although the US economy is showing some slighsitpee
signs, it is still expected to shrink through thied quarter of 2009.

The Canadian economy seems to have suffered less from the ewonwisis and thus
remained a relatively strong market for Europeamison in 2008. For 2009, most of the
destinations report declines but of course, théooktis still very uncertain as data is
scarce.

% Tourism Economics, The financial crisis and implications for European tourism, report prepared for the European Travel
Commission, July 2009
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As short-haul trips are being favoured over longtheaps in the current economic crisis,
the outlook for 2009 for outbound tourism frddhina does not seem too positive, with
almost all countries having reported data up to,meaording declines.

India, being a promising emerging market from which of#w European destinations
have recorded arrivals yet, shows mixed resultsuswith a predicted market slowdown
for the year 2009. This slowdown has been comfitiso far, reporting almost all double
digit declines for every European destination ftwick data is available.

Impact on domestic travelling

Contrary to international tourist arrivals, theekstt Eurobarometer Survey suggests that
domestic travelling might increase in 2009 as a rak of the economic crisis.
Although we have to wait for data on the exact loglpatterns before making any final
conclusion, in February 2009 (i.e. at the timehaf survey), significantly more travellers
had plans to travel within the home country (48%jnpared to 2008 (43%). Fewer
travelers had plans to travel to other EU countine8009 compared to 2008 (see Table
2.5).

Shifts in location of main holiday, 2009 compared to 2008 (% of respondents*)

Location of main holiday 2008 2009
Resident country 43% 48%
EU-27 31% 24%
Non-EU destination 26% 28%

*: the results refer to the group of respondengs itentified a 2009 destination

Source: Eurobarometer Survey

The Eurobarometer Survey also indicates that irDafmestic vacations appear to be
generally preferred by the less affluent segmenisf the EU population:

Those not working (45% of respondents compared tBlh average of 41%)
Those with the lowest level of education (53%)
Those aged over 54 (46%).

The least likely respondents to spend their vanatiomestically are those taking a
holiday with a cultural emphasis (36%)

Impact of the financial crisis on SMEs: SME Paneglsy results

In March 2009, the European Commission carried sostirvey among SMESs in the
tourism sector. In total, 2,750 businesses in the accommodati@¥§4 gastronomy
(22%), travel agencies & tour operators (20%) aaddport (15%) sub-sectors replied to
the survey. Questions related to demand and cortgnripends, on recent evolutions in
their business and on the future outlook. Althodbé results of the survey are not

FN97613 — FWC Sector Competitiveness — EU tourism-industry 28



representative for the whole EU tourism sectas the most recent data source available
to capture the impact of the economic crisis. I fitllowing paragraphs we summarize

the main findings for the whole group of respondel¥e refer to chapters 4 and 5 for a
focused analysis of the responses from the accomtioodand TO&TA companies.

Demand/ consumption trends and changes

Over one third of the respondents in the SME pamitated that they saw an increase in
demand for their services, but almost the same purfdices a decrease in demand.
Figure 2.7 shows thatemand from resident countries (i.e. from their owncountry)
increasedfor 42% of the companies, wheredsmand from other countries mainly
decreased.This confirms the trend that many people chooseafdholiday in their
resident country as opposed to a destination fuethay.

Figure 2.7 Changes in demand from specific (groups of) countries (% of respondents)

Resident country

EU 15 countries

New EU Member States

\
North America
‘ B Increase
Latin America W Decrease
Russia ‘ @ Don't know
\
Japan
\ \
China
\ \
India
T T

T T T
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Source: SME Panel Survey 2009

Over 75% of the SMEs in the tourism sector havécadichanges in the consumption
pattern of clients. One third of the respondents indicate that cli¢ratge becomenore
price consciousandspent less moneyn the past six months. Almost a quarter indicates
that clients have becommore quality conscious.Only a minority of respondents (2 to
5%) indicates that clients have become less pposaous or spent more money.

70% of the survey respondents noticeirapact of the current economic situation on
their businessand another 19% indicate a possible impact.

Among the respondents that indicated to see a oigzact, an increase in overall costs
appears to be quoted most frequently (60%), whiléo Zaces an additional financial
burden or reduced access to finance due to theauorerisis (Figure 2.8).
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Figure 2.9
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Type of impacts on business due to current economic situation (% of respondents*)
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*: the results refer to the group of respondents #mswered “yes” to the question “Does your bissirface any impacts
due to the current economic situation?”
Source: SME Panel Survey 2009

Among those respondents who see possible effecteeoBconomic situation on their
business, increased overall costs and higher latmsis are most frequently cited.

Over 70% of the SMEs have alreadydertaken major actions to face the economic
crisis. Cutting costs, reducing the labour force and postpung investments are

mentioned most frequently (Figure 2.9).

Actions undertaken to address the economic crisis (% of respondents*)

70%
60%
50% -
40% -
30% -
20% -
. . l:
0% | | | | Bl .
%] %) O = o 1%} " =
2 S o £ 953 S 8 8 2
o . S a S oL g 5 9 S
o 5 = IS e = 9 > ®)
joR o ) O
5 =] R 2= @ ~ x 9
c &g £¢ 8% B @
'_
] £

*: the results refer to the group of respondends #mswered “yes” to the question “Have you alreaatyertaken major
actions in order to be able to address impactseoturrent economic situation?”

Source: SME Panel Survey 2009
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Figure 2.10
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The SME panel was also asked wkapport actions at European level they would
consider to be most important. The ones mentionedt rfrequently are measures to
strengthen demand(by 47% of respondents) amtkeasures to encourage investments
and innovation (by 41% of respondents).

Future outlook (2009)

For 2009, still 45% of the SMEs in the sunexpect a rather negative impact of the
current economic situation. Another 28% even expects substantial negative ¢tapa
Only 9% thinks that the economic situation will baw positive effect and 7% expects no
impact at all. The nature of the impact expectetiast often alecrease in demandby
70% of respondents), followed lgyiests spending less mondpy 55% of respondents).

Over half of the respondents foredhe need to undertake major (additional) actions
to address the impactof the economic crisis and more than a quarterkthithis is
possibly the case. Cutting costs, reducing thedaliorce and postponing investments
appear to be the actions that will be used mostsgure 2.10).

Measures to be undertaken in near future to address economic crisis (% of respondents*)
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*: the results refer to the group of respondengs dmswered “yes” to the question “In the nearri(in 2009), will you
have to undertake major actions in order to be @béeldress impacts of the current economic saoati

Source: SME Panel Survey 2009
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The business outlook for 2009 is negative for ald@®6 of the SMEs that participated
in the survey. On the other hand, almost one thirgésees a positive evolution in
business. Only 7% fear a very negative outlook2fi9.

Expected impact of the financial and economic srmsi the EU tourism industry

Based on the different interviews and the exislitggature on this topic, we evaluate in
this paragraph the potential impact of the econaamid financial crisis on the tourism
industry as a whole. We start with an overviewhs general forecasts on the economic
recovery, as the intensity of tourism activity feagly linked to the performance of the
total economy.
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Figure 2.11
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Forecasts in GDP

Forecasts in GDP can be used as an indicator forfuture growth potential from
different regions in the world in terms of interioa@l tourist arrivals. Figure 2.11 shows
that GDP growth in the EU will, according to theéemational Monetary Fund (IM®)

not exceed 2% in the near future with a strong ebesa in 2009. This development is
comparable to the evolution in other advanced emie® such as the US, Canada and
Japan. Both Central and Eastern Europe, and engeagid developing economies will
also face an important slow down of their economidsge IMF predicts that thevorld
economy will recover to a lower level than before ithin the next three years”.

GDP evolution, constant prices (annual % change), 2006-2013
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The IMF does expect that tlaverage growth rate of GDP will remain significanty
higher in emerging and developing economieafter recovering from the financial and
economic crisis. Especially in emerging economieshsas Brazil, Russia, India and
China, prosperity will increase at a faster pad¢es Theans that more anabre people in
those countries will be able to afford to travelTherefore, it generally remains expected
that those countries will become important sourcarkeis for international tourist
arrivals in the future, probably also in Europe.

Expected impact of the crisis on the EU tourisnusid/
Making forecasts in unstable economic situationgeiy difficult, but based on the face-

to-face interviews with different stakeholders bétEU tourism industry some general
expectations can be distinguished on the futurl®okifor the sector.

33 IMF, World Economic Outlook Database 2008

3 According to forecasts of Tourism Economics, an Oxford economic company, GDP growth for 2008 is 0.8% and decreases to
-2.1% for 2009. Average GDP growth rate over the three years before 2008, was 2.5%. In 2010, growth rate is expected to
turn slightly positive again by 0.8%. These projections confirm the future outlook from IMF.
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Overall, the different stakeholders asther confident about the long term future
outlook for the sector. Survival on short and mid long term will becomenewer
essential. Asaccess to finances in general a point of attention for the tourism
industry as a whole, this becomes vital in timediméncial and economic crisis.
Access to finance is for instance crucial for inmoen in the industry. In turn,
innovation is essential to improve the quality of Europe &susist destination. Lack
of innovation might in that sense influence thaaativeness of the EU tourism
industry.

At this very moment, tourism enterprises are fa¢hegconsequences of the financial
and economic crisis. The crisis will acceleratecpsses and initiatives, which have
been slumbering for many years. When things gaghtey only the ‘fittest’ do well.
Different elements such as sustainability, prof@ssiism, branding or diversification
strategies definitely receive more attention nowaddnan before the crisis. Many
expect that the current crisis witticrease professionalism in the industry.

Even if going on holiday has become an acquirebtrithe crisis has brought the
balance between price and quality more centraln the picture again. Important
shifts are to be expected towards cheaper accontrandahorter holidays, domestic
holidays instead of holidays abroad, cheaper mofiésansport, less holidays, etc.
What we can expect is a growth in demand for dastins closer by. For European
citizens this might be other European countrieeséhshifts are being confirmed in
the latest Flash Eurobarometer, as well as in adirestudy on the short-term
expectations of inhabitants' travel plans.

The financial and economic crisis is alsbanging the consumer behaviour.
Because of the crisis, certain groups will decidé to take any holidays this year.
The sector is facing a trend towards last minutekbms leading to some uncertainty
at the level of demand for tour operators for ex@amp

The crisis makesollaboration across the value chain even more imp@nt. In
particular for more remote regions, it is of utmwsportance that airline companies
(low cost carriers) keep the region connected ¢oréfst of the world. However, this
implies that occupancy rates need to be maintaaeoh acceptable level (otherwise
the low cost carriers eliminate the connection)ntJpromotion efforts between the
airline companies, tourism destination offices smgism companies could be set up
to remain attracting the necessary groups of ttauris

UNWTO expects that the years 2009-2010 will renthfficult for the tourism industry.
Travel demand is elastic:it tends to exceed the growth of the overall econin good
times, and to contract more severely when the engrfalters. This might mean that the
tourism industry shall probably resilience soomtamntother industries, once the economic
situation is improving. However, extensive reseaatiout the impact of the financial
crisis in the early eighties in the Netherlandsvetb a delay of two years before the
impact of that crisis became visible to the tourisihustry. Only the future will tell us
with certainty how long and to what extent the entrcrisis has affected the tourism
industry.
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PART 2: IN-DEPTH ANALYSIS
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3 Towards a workable definition of the tourism
Industry

The tourism industry is compared to other econamsitvities a verycomplex industry.
Moreover, the tourism industry has many importarkdges to related industries such as
for example the catering or construction induskyclear and workable definition of
the EU tourism industry is therefomestrumental for a successful executiorof this
study. In this paragraph we specify how we haveedmsuch a workable definition,
which has been decided upon in consultation with Tthurism Unit of DG ENTR and
presented to the TSG Business Working Group fatldaek.

3.1.1 Tourism value chain

The tourism value chain consists of a ratb@mplex relation between many different
actors (see Figure 3.1). The economic activities which eonsidered as part of the
tourism industry vary considerably. Tourism is anivdty involving awide variety of
stakeholders, but also policy measures at varioug\Vels.It is a broad industry as it
contains attractions and transport, travel orgasisead local tourist offices. Moreover,
very different target groups (e.g. business travell leisure tourists, etc.) are being
served.

The tourism industry is characterised byemgraphically dispersed value chain:

= On the one hand, suppliers of tourism productssamdices — often SMEs — are
mainly located in the tourist destination itself.

*= On the other hand, the demand side consists ofryaheaterogeneous group of
consumers. Changes that influence the demand doisto products and services
are for example a trend towards more but shorthddys, raise of new forms of
tourism and structural demographic changes.

* In between we find the intermediaries who bundégkpand promote the tourism
product and make it available to tourists. Therimediaries are usually located in
the tourists’ country of origin. These companiethwrhich the tourist deals can
be either national or, as it is often the casehandld Member States, part of a
larger multinational company.
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Figure 3.1 Structure of the tourism industry
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Source: IDEA Consult

As it will be further elaborated in this report, myaof the sub-sectors in the European
tourism industry ardnfluenced by major changeslike for example consolidation,
horizontal and vertical integration, diversificatioand an increasing level of
professionalism. Over the last decade, the streabfithe tourism value chain has also
changed significantly with the rise of internet ait&l applications. The entry of new
players such as online travel agents (OTASs) isqustof the many examples. This makes
that the business reality is often more complex thdicated in the figure.

3.1.2 Core of this study

Ideally, each of the sub-sectors mentioned in @it should be included in the analysis
of the tourism industry. However in order to caoit a quantitative analysis, we strongly
depend on the availability of statistical data, athare mainly available within the NACE
classificatior®. Some sub-sectors of the tourism industry arengéteasily traceable in
the NACE classification:

= Their identification requires disaggregating angasating existing data on
industrial sectors. It is for example impossiblaistinguish in the NACE Rev. 1
classification between transport of goods and parsof people, let alone
transport of people for tourism purposes.

% We refer to Annex IV for a detailed discussion on the availability of statistical data
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Different sub-sectors do exist for another purpbsa tourism. Tourists however
make gratefully use of these services. This isefaample the case for cultural
venues, restaurants and bars.

For these reasons and in close consultation wihctient we have chosen to follow a
dual approach to carry out this study:

When making thegeneral description of the tourism industry (economic
importance of EU tourism industry, location of kadustry clusters, growth
markets, etc.) and describing the general trendglaselopments, theector as a
whole will be considered.

For in-depth analyses on productivity, profitability, regulatory and ah
framework conditions, and for the strategic outloale focus on two tourism
industry sub-sectors: the accommodation industry ad the tour operators
and travel agents industry(TO&TA)*. Developments in other sub-sectors such
as tourism transport, attractions and restaurantafé&s will only be discussed as
far as they are relevant for the competitivenesdyais of the two sub-sectors we
focus on.

Not only are these two sub-sectors well represemtdte official statistics, two more
arguments support the specific selection of thesesegments as the ‘core’ of this study:

Accommodation and travel organisers, intermediaded destination tourism
organizers are at the heart of the tourism induatrg would not exist without

tourists. This is less the case for each of therathb-sectors.

Economically speaking, these sub-sectors make upmgortant part of the

tourism industry in terms of number of enterprisesiployment, etc. The data
can also be univocally seen as tourism activities.

®tis impossible to make in the NACE Rev. 1 classification a distinction between Travel Organizers and Intermediaries and
Destination Tourism Organizations. They all are classified under NACE 63.3 (see elsewhere). However, Destination Tourism
Organizations only account for a small part of NACE 63.3.
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Figure 3.2
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A workable definition of the tourism industry

CORE OF THE STUDY:
Accommodation

Tour operators and travel agents

OTHER RELEVANT SUB-SECTORS:
Tourism Transport
Attractions

Restaurants and cafes

The analysis at the sub-sector level allows usetibeb cope with the large diversity of
enterprises that operate under the ‘tourism’ untdbrahd helps to come to a more
focused analysi®f the competitiveness of the tourism industry.

Linkages with other sectors

Despite the fact that the focus of this study isanalysing the competitiveness of the EU
tourism industry — and more specifically the contpeiness of the EU accommodation
and TO&TA industries, we should keep in mind tt@irism is embedded in a large
network of linkages with many other economic sectors. The importantehese
linkages with other sectors is also highlighteth@Tourism Satellite Accounts(TSA).

The tourism industry is closely linked to the prese of adequate services and
infrastructures to support the sector. This inctudlar instance transport services and
infrastructures, telecommunication and financiaviees. Adequate consideration also
needs to be given to construction, advertising addcation. Tourism is a complex
industry,generating significant economic activity with otherindustries, through two
kinds of linkage$:

= Backward linkages: Backward linkages relate to the importance ofismras a
consumer of inputs from other industries, includangvide range of agricultural
and manufacturing goods, and a variety of servi@g. construction and
telecommunications)

= Forward linkages: Forward linkages relate to the importance of toaras a
supplier (or input) to other industries. The tonrighdustry that sells goods and
services to tourists may have forward linkages biling their products to
businesses in other industries.
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At the same time the degree to which tourism wdgtlas a key driver of economic growth
in a country or region will depend largely on theeat of soealled tourism leakages.
These are defined as the amounts subtracted fronst@xpenditures and can take the
form of profits and revenues paid abroad to intiéonal tour operators and the cost of
imported goods and services.

Despite the fact that the main goal of this stuglyoi assess the competitiveness of the
European tourism industry and the identificatiorpofential barriers that might hamper
it, events or characteristics from these other assctan have an impact on the
competitiveness of the tourism industry itself. Al light of the current economic
downturn, the multiple linkages with other sectty@ve an impact on the tourism
industry.
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Accommodation

Introduction

In this chapter we specificallfpocus on the accommodation sub-sectoGiven that a
tourist spends by definition at least one nighaiother locatioH, accommodation is an
essential part for any type of holiday. In the daling paragraphs we describe the
structure of the accommodation sector within the E&Jeconomic performance as well
as the competitive position of the sector. To émd the most recent data available for the
EU-27 will be used. Most data in the next chaptemsfrom Eurostat and refer to 2006
and 2001, unless mentioned differently. We do ré&rtfzeit Eurostat only collects data on
thecommercial part of the accommodation sub-sector (cf. Annex IVdanore detailed
discussion on data limitations).

Structure of the commercial accommodation sector
Number of enterprises

According to Eurostat the accommodation sectorurope in 2006 consists approx.
260,000 enterprisesA vast majority of these enterprises (87%) arated in the EU-15.
New Member States account for only 13% of the totahber of enterprises in the EU.
More than half of the enterprises is concentrateahly three countries: France, Italy and
Germany. The number of enterprises in countries 8kain and the UK is significantly
lower, although they are major destinations in Baravhen it comes to the number of
international tourist arrivals (see Figure 4.1)tHhe new Member States, Poland and the
Czech Republic should be paid attention to. Thecoenmodation sector represents
respectively 4.4 % and 3.1% of the total EU accoufation sector. Both countries
account together for more than half of the accomatiod industry in the new Member
States.

57 At the 1991 WTO Ottawa Conference on Travel and Tourism Statistics, tourism was defined as: ‘the activities of persons
traveling to and staying in places outside their usual environment for not more than one consecutive year for leisure,
business and other purposes.’
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Figure 4.1 Accommodation: number of enterprises per Member State (in absolute numbers and % of EU-27), 2006
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| @ Number of enterprises | 46342 | 43.037 | 41925 | 21000 | 19.608 | 5.369 | 4.651| 11400 | 7957 | 6878 | 4.295 | 3258 | 300 | 2997 | 2721 | 2285 | 242 | 1600 | 1524 | 952 | 777 | 722 | 605 | 554 | 57 | 364 | 273
Source: SBS database, Eurostat
Development over time
Between 2001 and 2006, the number of EU accomnmuatiterprises increased by 6%,
from 242,000 to 260,000 enterprises.
Figure 4.2 Accommodation: number of enterprises per Member State (in absolute numbers), 2006 compared to 2001
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® 2001 [46.069|40.722/38.605| 17.270 | 19.652 | 14.555| 15,656 | 11871 | 7.210 {3.929 | 3.247 | 3.841|3.046 | 1010 | 2.198 | 4910 | 861 | 1487 | 1541 | 271 76 |2.146 | 278 130 243 391 281 8.968
2006 |46.342/43.037141925|2100019.608)|15.369| 14.651 | 11400 | 7.957 | 6.878 | 4.295| 3.258 | 3.190 | 2.997| 2.721| 2.285| 2.142 | 1600 | 1524 | 952 wr 722 605 554 517 364 273 9.516
Source: SBS database, Eurostat
The average number of accommodations per countseased from 8,968 to 9,516
accommodations. In relative terms, the increase hglsest in Latvia and Lithuania,
whereas in absolute terms the increase in numbecocbmmodations was highest in
Spain and Germany. The Netherlands and Austria shewargest decrease.
4.2.2 Size distribution

ECORYS A

The accommodation sub-sectoraisost exclusively populated by SMES. Especially
micro-enterprises (employing 1 to 9 employees) are strongly represkernThis group of
enterprises represents in all Member States, exoepthe UK, the Netherlands and
Denmark —at least 75% of the total number of enterprisesn the industry. In certain
countries like the Czech Republic, Poland and Grethe share of micro-enterprises in
the total number of enterprises even exceeds 99%ll kcountries, the share of medium

% We refer to http://ec.europa.eu/enterprise/enterprise_policy/sme_definition/index_en.htm for the EU definition of SME
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Figure 4.3

Figure 4.4

ECORYS A

(employing more than 50 people) and large compdeieploying more than 250 people)
is below 10%. Ireland, as an exception, provesgytheeral rule. In countries like France,
Italy and Greece, these medium and large compangealmost non-existing.

Accommodation: size distribution of enterprises per Member State (in %), 2006
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Even though the share ahedium and large enterprisesin the total number of
accommodation enterprises is low, those compaagesunt for an important part of
employmentin the different Member States. As shown in Figdré, large enterprises
account for more than 30% of the total employmerdduntries like the UK and Finland.
Apart from these large companies, medium-sized amigs also generate an important
part of the total employment in the industry. EWleough the share of these companies in
the total number of enterprises is lower than 10%&ach of the Member States, their
share in the total employment ranges from 10 toentiban 50%. Especially in countries
like Ireland, Lithuania, Bulgaria and Denmark, tigioup of medium sized enterprises
accounts for a considerable amount of jobs. Miézees enterprises account for only 10
to 40% of the total employment within the industry.

Accommodation: size distribution of employment per Member State (in %), 2006
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4.2.3

Box 4.1
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Large diversity of enterprises

The accommodation sub-sector is populated lwery diverse group of enterprises;
each following very different business strategied satisfying the needs of a very divers
group of consumers.

= |n the hotel segmentwe find large multinational hotel chains alongsiggy small
local establishments. Larger hotel chains like dtiland Marriott are developed to
meet the needs of business travellers. Other ckaitts as Club Med rather focus on
leisure tourism. Alongside these international nhavery small independent hotels
exist, ranging from little boutique hotels in c#ito family hotels in non-urban areas.
These establishments are mainly local playersrinfjeone of the key elements in
tourism demand: the personalisation of the toupsaduct.

= Besides hotels and similar establishmentthe accommodation industry consists of
establishments such as, rural gites, campsitesh ymstels and apartments for rent
and other private accommodation facilities. UNWTGtireated that in 2005
worldwide only 36% of total tourist trips made usé hotels and similar
establishment& In number of guest-nights this group of accomniodaaccounts
for 70%. Over the years the relative importance tbése other types of
accommodation seems to have increased signifiéantlspecially in Europe,
customers make more use of these types of accontimodas they look more for
‘value-for-money’ and more diversified travel exipeices. However, the exact
importance of these other types of accommodatierng difficult to estimate as they
are not always included in the official statistizstourism (see for example Box 4.1).

Rural tourism in Europe

Rural tourism in Europe: a sleeping giant?

It is difficult to provide exact figures — or evealiable estimates — on rural tourism.|A
large part of the bed capacity is simply not inelddn official statistics on tourism. The
reason for that is that a vast majority of rurala@omodation falls below the threshold |of
capacity that is used to include tourism service®fficial statistics. Even so, global
estimates regarding the bed capacity in small,anior complementary accommodattbn
in rural areas offer some interesting results fa¥ whole of Europe (EU-27+others):
more than 500.000 accommodation units, around @500 bed places and
“Agrotourism” representing about 15-20% of thisalotData, gathered by Eurogites,
indicates that the average annual growth over &s¢ p0-15 years in demand and supply
has been around 10-15%: a much higher value thafEdoopean tourism in general,
where the rate has only been around 4-5% p.a.

Source: Perspectives of rural tourism in Europepéites

% UNWTO (2008), Climate change and tourism — responding to global challenges.

“OInterview UNWTO, Eurogites

“ The European Federation of Farm and Village Tourism — EuroGites - has established 40 bed places as a tentative upper limit
for accommodation to be considered Rural Tourism. The mean capacity in Europe would then be around 12-15 beds per
unit.
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There are large differences in the penetration rate of diffeent types of
accommodation across Member States. In the hotginesat, figures from MKG
Hospitality’? show that the market position of integrated hokelins ranges from 10% of
the total market in countries like Slovenia, Italy Greece up to more than 55% in a
country like the Netherlands. On average integrata#el chains are responsible for 25%
of the total hotel market in the EU. Similar difeces can be found when focusing on
rural tourism: whereas out of all bed capacity urdpe, 80% is self-catering and 20% are
rooms in private houses, this proportion is justdpposite in a country like Romatfia

Figure 4.5 Accommodation: market share of integrated hotel chains in hotel segment by Member State (in %), 2009
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Legend: dark blue = market share of integrated! lobigins in hotel segment in different countries.
Source : Database MKG Hospitality

4.2.4 Market concentration

The accommodation industry is not only charactdrisg a large diversity in companies,
it is alsovery fragmented in terms of ownership. UNWTO estimates that the top 10 of
the largest players in the industry have less 88rof the total bed stock in Eurdfie

2 MKG Hospitality, European Hospitality Report, www.mkg-hospitality.com
“3 Interview Eurogites
“ Interview UNWTO
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4.3

43.1

Figure 4.6
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During the second half of the 1990s the averagadpof bed places per establishment
rose from 45.3 in 1995 to 48.0 bed places in 2D0This indicates aroverall
concentration processin the accommodation sector in the period mentdoiwe do
remark that, as the official statistics in certaiountries only record accommodation
facilities with a certain minimum number of bedqea or a certain quality standard, the
structural change might have been more significant.

In the segment of hotel chains, the degree of comteation is high: the five major
hotel groups dominate more than 70 % of the chairket in Europe. The development
of hotel chains is not only a consequence of tlobajlsation process, the private sector
also looks at meeting the consumer's wishes onlatda and service quality.

Although the level of concentration in the accomatamh sub-sector does not reach the
same degree as in the TO&TA sub-segment (see chiaptsome tour operators and
airlines have taken financial stakes in hotel chamorder to reduce the level of risk of
seasonal price increases and scarcities. Strakegies of vertical integration suggest
that the market might be more concentrated tharptine statistical evidence of market
shares would lead one to suppdse

Employment in the accommodation sector
Number of employees

According to Eurostat,nearly 2.3 million people were employed in the
accommodation sectorin Europe in 2006. A majority of this employmemO$o) is
concentrated in 5 countries: Germany, the UK, Jt&pain and France. In the new
Member States, approx. 250,000 people are emplioyda accommodation sector (11%
of EU-27 employment).

Accommodation: employment per Member State (in absolute numbers and % of EU-27), 2006
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Source: SBS Database, Eurostat

Accommodationaccounts for a 1% of total employment in the EU-27This share is
significantly higher in the old Member States than the new Member States
(respectively 1.09% and 0.53%). Exceptions are #Madind Cyprus, where the
accommaodation sector accounts for respectively B&u4&o of total employment.
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Figure 4.7

Figure 4.8

Accommodation: share of employment in total employment per Member State (in %), 2006
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Source: SBS Database, Eurostat

Development over time

Between 2001 and 2006, the employment in the acamfation industry grew from 2
million to 2.3 million (+13%). The largest increaigeabsolute numbers was realised in
Germany (+68,781) and the UK (+40,732). In the sgmeod of time countries like
Austria, Belgium, Finland and Malta showed a desee&n the number of persons
employed in the sector.

Accommodation: employment per Member State (in absolute numbers), 2006 compared to 2001
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Note: EU = average employment per EU country

Source: SBS database, Eurostat

4.3.2 Employment characteristics

ECORYS A

In the next paragraph we discuss some relevantactaaistics of employment in the
accommodation industry. Our analysis is mainly dase data from the Labour Force
Survey (LFSJ® and refers to the year 2007.

“ The Labour Force Survey (LFS) is yearly released on the basis of data provided by national labour force organisations. The
principal legal act to safeguard the national input and coherence is the Council Regulation (EC) No. 577/98. The data and
indicators of the LFS released by Eurostat do not cover each sector in the same detail. On one hand, indicators are available
at the level of three NACE-digits within the sector of “hotels and restaurants”. On the other hand, indicators for the sector of
“transport and communication” (to which the TO&TA industry belongs) is only available at a 2-digit level. For this reason we
can proceed to more detailed analyses on employment characteristics in this chapter, but not in the next chapter covering the
sub-sector “tour operators and travel agents”. At present (July 2009) the most recent year with LFS data available in
Eurostat, is 2007. As the provision of data by the different countries is not equally fast, complete and accurate, there are
differences in availability of the different indicators between countries.
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Box 4.2 Skills needs in the HoReCa

New competencies in the HoReCa sector
According to Oxford Researththe most important new competencies in the HoReCa
sector appear to emerge in the following areas:
Extended service skills and new thematic knowledgas: While the age and lifestyle
of the customers change, so do the demands podeed idotels and restaurants sector.
Examples are stronger focus on health, languadjs akid intercultural competences.
Multi-skilling: An emerging trend is visible to extend existingpéogees work tasks.
Multi-skilling might be seen as a solution to meet needs of flexibility required by the
nature of the sector. This trend can of course megative effects, such as the risk| of
overusing employees and the lack of specialisation.
New management skillgVithin the sector new management skills are reguiExamples
are the shift from resource management to contramtagement, the need for more
financial skills and the growing need for middlemagers as the size of the companies
tends to grow.
Skills related to the area of ICT and digitalisatiolhe increased necessity and use of
ICT and digitalisation require knowledge, skillddazompetencies.

[

Source: Oxford Research

Part-time and seasonal work

Due to the seasonal nature of tourism in Europe gseagraph 2.1.3), the employment in
the accommodation sector is highly cyclical. Empteyt in the sector often has a part-
time or temporary character to cope with this sealty.

In almost all Member States for which data are latée, theshare of part-time
employment is significantly larger in the accommodion sector than in the total
economy. The degree to which part-time work is ushflers however between the
different Member States. Whereas on average irEthepprox. one fifth are part-time
jobs in 2007, this share ranges from almost 60%énNetherlands to less than 7% in the
Czech Republic (Figure 4.9). A recent study fromfaBk Researcli on the HoReCa
sector indicates that threew Member States tend to employ less on a part-tenbasis
than the old Member States.

% Oxford Research (2009), Comprehensive sectoral analysis of emerging competencies and economic activities in the
European Union, report prepared for DG EMPL of the European Commission, April 2009
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Figure 4.9

compared to part-time employment in total economy (in %), 2007
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Also apart from part-time employmetemporary employment allows the industry to
cope with the highly seasonal character of the strgu Whereas less than 15% of
employment in the total EU economy was temporary2007, the percentage of
temporary jobs amounts up to 30% in the accommoatector. Similarly, the degree to
which temporary employment is used differs betwten different Member States. In
Hungary only 8% of the employment in the accommiodasector is temporary; in
countries like Poland and Greece it accounts toentban 40%. Oxford Reseafth
reported that in the third quarter of 2006 someriilBon workers were employed in the
accommodation sector, compared to less than Zomilfi the first quarter of 2006.

Figure 4.10

compared to temporary employment in total economy (in %), 2007
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Figure 4.11
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Skills profile of employment

The averagéevel of educationin the EU accommodation industrysgnificantly lower
than in the rest of the economyApprox. one fourth of all employees in the totdl E
economy did not attain more than a lower seconédycation degree in 2007. In the
accommodation sector this percentage amounts to Bi&snatively,employees with a
tertiary education degree are strongly underrepresaeted in the accommodation
industry. Less than 14% of employees in this sebtore a tertiary education degree,
compared to an average of 27% in the total EU emgnd he accommodation sub-sector
is dominated by small (family) businesses, pardgl&ning the lower level of education
in the sub-sector. Towards the future, theed for additional trained people is
growing. We identify this need for more human capital asagor challenge for the
future development of the sector (Cf. Chapter 9).

Accommodation: level of education per Member State (in %), compared to level of education in total economy
(in %), 2007
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4.4

44.1

Figure 4.12
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Share of young and female employees

The tourism industry is often cited as an industirgviding good job opportunities for
groups of people that traditionally have a ‘weaker’position in the labour market.

More specific reference is made to young peoplefamdles.

People under the age of 3%epresent 34% of the workforce of the total EU
economy. In the accommodation sector this percentagounts to 43%. Especially
in the Scandinavian countries, Germany and the éMiethds, the accommodation
industry employs more young people. In Spain, R@attuGreece and Italy the share
of young people in the accommodation industrygsigicantly lower.

Female employeesare highly represented in the accommodation se€®males
represent 44% of the total workforce in the EU @rop. In the accommodation
sector this percentage rises to 60%. The overreptason of women in the
accommodation industry is a general charactergtioss Europe and particularly in
Eastern Europe.

Economic performance of the accommodation sector

In the next paragraph we discuss different econgrerdormance indicators: turnover,
occupancy rates, profitability and productivity.eTanalysis is largely based on data from
the Eurostat Structural Business Statistics datalf@BS). The data refer to 2006 and

2001, unless indicated otherwise.

Turnover

In 2006, the accommodation sector realiagdrnover of approx. €135 billion.Theold
Member States accounted for nearly 95%of it. The UK accommodation sector alone
accounts for 18% of the total turnover. This isemarkably high percentage, given the

fact that the UK accounts for only 6% of enterpsise

Accommodation: turnover per Member State (in Mio € and in % of EU-27), 2006

25.000
22.500
20.000
17.500
15.000
12.500
10.000

7.500

5.000

2.500

0

UK

FR

T

DE ES

BE

PT

DK

PL

Fi

cz

RO

HU | cv si BG | MT | LU SK EE v

LT

O Percent

tage of EU27

® Turnover

7,78%
24.025

8,62%
22454

U72% | 13,30%| RA47%| 4,74%

19881

17970 | $850 | 6397

346%
4676

223%
300

2,8%
25884

2,00%
2703

165%
2233

155%
2091

14%
1538

10%
1481

092%
1246

0,89%
197

057%
772

055% | 0,54% | 0,35% | 0,34% | 026% | 019% | 06% | 0,13% | 0,2%
738 | 732 | 468 | 462 | 352 | 263 | 25 | B0 56

0,09%
23

Source: SBS Database, Eurostat

FN97613 — FWC Sector Competitiveness — EU tourism-industry 51




Figure 4.13

Figure 4.14

In 2006, the accommodation sector accountsapmrox. 1.16% of GDP in the EU-27.
Exceptions are again Malta and Cyprus, where tlteramodation sector accounts for
respectively 6.9% and 5.0% of GDP.

Accommodation: share of turnover in GDP per Member State (in %), 2006
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Source: SBS Database, Eurostat
Development over time

The total turnover of the accommodation sectohéEU-27 increased from €107 billion
in 2001 to €135 billion in 2006. For some countrikere is a decline in terms of its
contribution to GDP (Cyprus, Luxembourg, Malta), ilhothers, particularly in new
Member States, show growth (Latvia, Bulgaria, Lithia and Slovenia).

Accommodation: share of turnover in GDP per Member State (in %), 2006 compared to 2001
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Source: SBS Database, Eurostat

4.4.2 Accommodation occupancy rates

ECORYS A

Figure 4.15 shows the average net occupancy ratededplaces in collective
accommodation establishments in 280and 2006. The countries with the highest
average occupancy rates in 2006 are Cyprus, S@aeece and Malta, all showing an
average occupancy rate of more than 50%. Luxembélinggary and Bulgaria report the
smallest average occupancy rates. For those cesnifiere data is available for both
years, there are only minor differences in ave@meipancy rate.

4" Because of the lack of information for the year 2001, we used the more complete data of 2002.
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Figure 4.15 Accommodation: average net occupancy rates of bedplaces (in %), 2006 compared to 2002
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4.4.3 Profitability

The average profitability ratfdin the EU accommodation industry was in 2006 18.7%
Compared to other sectors, the following can belcoled:

= The profitability ratio of the HoReCa sector as laol* is 14.6%. As HoReCa also
contains the accommodation sector, this implies tha difference in profitability
between restaurants & cafés and accommodatioreis lavger.

The profitability ratio of the services industry aswhole is equal to 20.1%. The

accommodation profitability ratio is thus on averdgwer than the services
profitability in the EU-27.

Figure 4.16 Accommodation: profitability ratio per Member State (gross operating surplus/turnover, in %), compared to
HoReCa sector and services sector, 2006
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2 o | 592 . 2.9 2529 m 65 0.5 70| 219 .7 2105 247w . 05020251 5] o 2 2169 .09 | | m 0w | 2000
Source: SBS Database, Eurostat
Development over time

In the EU-27, theaverage profitability of the accommodation sector hs decreased

between 2001 and 2006 from 22% to 19%. Poland aathShow the largest decrease in

profitability, while Latvia shows the largest inase (from 8% to 21%).

“8 The profitability ratio is defined as the gross operating surplus over the total turnover.

“®j.e. Hotels, Restaurants and Cafés.
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Figure 4.17

Accommodation: profitability ratio per Member State (gross operating surplus/turnover, in %), 2006 compared to
2001
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Source: SBS database, Eurostat

4.4.4 Labour productivity

Figure 4.18
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The gross value added per person employed in theadgdmmodation industry was in

2006 on average €28,600. With €43,300, gross valleded per person employed is
highest in Belgium. In Lithuania and Romania, greaskie added per person employed is
below €10,000.

Labour productivity in the accommodation industsysignificantly higher than the
HoReCa labour productivity (€19,600), but far below the average labour
productivity of services (€ 43,100)Apart from Latvia, this pattern is consistent &sro
all Member States.

Accommodation: labour productivity per Member State (in Ths €), compared to HoReCa, services and

manufacturing industries, 2006
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Source: SBS database, Eurostat
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Figure 4.19
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Development over time

Labour productivity in the EU-27 increased from £ in 2001 to €29,000 in 2006

(+3%). Austria showed the largest increase in albsdkerms, from €27,000 to €34,000
(+26%). Only in Luxembourg, the Netherlands and &wethere is a decrease in labour
productivity.

Accommodation: labour productivity per Member State (in Ths €), 2006 compared to 2001
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Source: SBS database, Eurostat

Competitiveness analysis of Accommodation sector

Relevant strategies and business models

Horizontal and vertical integration

Horizontal and vertical integration of businessiati¢s is often seen in the segment of
hotels.

The Accor group for example ierizontally integrated and serves various niches in
the market through the different hotel brands snpibrtfolio: Sofitel on the high-end
side, Novotel offering medium quality service atarespondingly lower price, etc.
In opposition, the strategy of Intercontinental élaroup is to focus specifically on
the mid-scale to luxury segment with brands as @eowlaza and Holiday Inn.
Starwood also keeps the focus on mid-scale andrgopde hotels with its brands Le
Méridien and Sheraton. Some chains even stick & (amin) brand, which is the
case for the British ‘Western Union’ and the SpharidH Hoteles’

Vertical integration is a strategy sometimes seen with the large lobigihs. Since
the 1990’s, tour operators in particular have eatdhe accommodation market by
taking financial stakes in hotel chains to expamgirtcontrol over the value chain.
Although some tour operators have returned to aerfagset light' model since then
(holding no longer financial stakes in other traeetivities, see also 5.5.1), they
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continue having a large influence on hotels’ openatthrough contractual

agreements.

Nevertheless, we remark that within the accommodasiub-sector th@rocesses of

integration are less intense when compared to thedr operators and travel agents
sub-sectorfor example.

Market strategy of Accor

The strategy of Europe’s market leader Accor: typial for all bigger chains?

With more than 2,000 hotels in Europe (and mora tha00 worldwide), Accor is one of

Europe’s leading hotel chains. In 2006, a turnafes,172 millions euro was realised

Europe. Accor built up its brand portfolio througthomany years of acquisition.

Nowadays, this portfolio consists of a wide randgebmnds, from basic pass-throu
hotels such as Etap and Formulel, over medium-cglask as Mercure or Novotel,
upper-class hotels such as Sofitel.

Since Accor was founded in the 60’s, hotel managetras always been Accor’s core-

business. However, there have been acquisitiorather industries too. For examp
Accor owns businesses in the industry of lunchemuctiers and catering, some host

casino’s and conference centres. Aiming at retgrinonthe core-business of “normal”
hotels, the company downgraded its share of mae 80% to 6% in the resort-chain

in

gh
[o

e,
pls,

Club Med in 2006. Likewise, from the side of theaitts with resort parks as a core-

business (Sol Melia and Iberostar in Spain, Bourgisure in the UK) there is not tgo

much interest in city-hotels or business-hotels.

At present, Accor is not aiming for further horizahintegration (e.g. Holidaybreaks)
vertical integration (e.g. TUI). It is however impant for Accor to develop strateg

or
ic

partnerships with companies in the linked (tourjssectors. The strongest partnership is

established with Air France and involves sharedessabistribution, marketing and

communication initiatives. Joint loyalty programnaee set up with other airlines and r
companies. Further strategic partnerships arepselith companies from a wide range

industries: food (Danone), car rental (Europcangricing (VISA), Telecom (Bouygues),

ail

and fuel (Total). This strategy is not only appli®dAccor, but also used by Starwoagds

for example, which has partnerships with 32 aidiaed American Express.

Source: adapted from Accor annual reports andviger

Clustering and networking

Clustering and networkindgpecome important and even vital for creating a tota
tourist experience.lt is a mean to differentiate the activities oferterprise, through th

e

provision of value-added activities and collabamatacross the value chain. As customers

expect more quality, accommodation managers retilesgneed to build linkages with
other players in the value chain.
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Outsourcing

The concept of franchising hotelsis already half a century old. But it has receieed
further boost in the past few years, as the biggastrnational hotel chains, under
pressure from shareholders to return capital, pavenany of their properties up for sale.
Hotel chains are now mainly franchisers and marsggather than owners. They charge a
fee to the hotels’ owners, and in return they pevthe brand name and a steady stream
of bookings from their online reservations systeifisis model is called the ‘virtual-
hotel’ modet’.

Outsourcing in the accommodation industry

Outsourcing as you sleep

Among the keenest adopters of this virtual-hoteldedp also called “asset-light”, i
InterContinental, a British-based company whichaddlition to its hotel chain, owns the
Holiday Inn and Crowne Plaza brands. InterContislewas formed from a demerger |in
2003, just as the business emerged from the dotmash Even then, it owned only
around 200 of the 3,500 hotels that bore its braBds during the recent boom it sold
most of the remainder, while expanding worldwidegotlgh new franchising and
management contracts with hotel developers. It oams only 16 of the 4,186 hotels |in
its system. But InterContinental certainly is nbe tonly accommodation company
making use of the franchising model. In the Accoop more than 25% of the hotels are
run by franchising, the same way Mac Donald’s ritmsestaurants: the franchisee/owner
of an Accor-hotel pays for the wide range of knaswh management methods, services,
marketing,... provided by Accor. He also has to stibscto strict brand standards. |In
turn, he receives parts of the profit realisedignHotel unit. The goal of Accor is to shift
more and more from ownership to franchising. Aweamihotel chains such as Hilton |or
Marriott are also known for using it, whereas Stawa/ sold 38 hotels in 2006 to make a
shift to franchising. The aim of this strategy i®stly to create new capital to further
develop the brands, and to become less dependaemt fiuctuations in real estate
markets.

[

Sources: adapted from The Economist Februafy2R09 and Accor website

Countertrend: small scale accommodations

As a countertrend to concentration through intégmaand the creation of large scale
accommodations, many other people look for smédled personalised) accommodations
in quieter areas. These may be boutique hotels] gites or Bed & Breakfasts, all

serving smaller niche markets. Many of these adtttra accommodations — especially in
more rural areas — once started as a strategys® ircome and the entrepreneurs often
have no specific educational background in busimessagement or tourism. As hotels
are being taken over by a next generation of erdreurs, it is expected that

% The Economist, February 21 2009.
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professionalism will increase. This next generatsooften better trained and educated for
running this type of busineSs

Labour supply, costs and conditions
Labour costs in total cost of business

In 2006, labour costs make up approx. 37% of the tmisiness costs (i.e. costs of goods
& services and personnel costs) in the EU accomtimdandustry. Compared to the
total economy, where labour costs make up appr®¥% &f the total business costs, the
share of labour cost is particularly highin the accommodation industry. The share of
labour costs is however lower in the accommodaitmustry than it is in the service
sector (excl. financial services), where costs\@rage make up 41% of total costs.

The proportion of labour costs in total businessteds highest in Germany, Latvia and
the UK (more than 40%), whereas in Sweden or Fthlabour costs only make up less
than 25% of total business costs. The tourism imgus general and the accommodation
sub-sector in particular is very labour intensise that the expensive labour force in the
EU compared to other regions in the world mightehawnegative impact on the sectors’
competitive position.

Accommodation: share of labour cost in total cost of business per Member State (in %), 2006
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Source: Eurostat
Labour conditions

Labour conditions in the accommodation sub-secter reot always perceived as
favourable. And indeed, a number of elements make workinghm accommodation
industry — as in other industries that face manghefsame problems (e.g. nursery) — less
attractive to many people:

5 Interview ETAG, Exceltur
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= Long working hours: the number of working hours per week in the
accommodation industry is 2.2 hours above the geedd other sectors in the
EU. The number of average working hours shows ar d¥®rth—South increase,
with less working hours in Northern countries andrenin the Southern
countries.

= Temporary working contracts: As indicated in paragraph 4.3.2 the
accommodation sector is characterised by a higresifaemporary work. These
types of contracts are by many people perceivegragiding more financial
insecurity and a less stable income over time.

= Relatively low remuneration: The accommodation sector and the tourism
industry in general is said to give relatively loemuneration. An employee with
the right skills to work in the tourism industry ghit earn significantly more in
other sectors of the economy.

Several of the problems discussed above are higtdglinked with the strong seasonal
pattern of tourism in Europe. This seasonality has a lamggact on employment and the

competitiveness (see paragraph 7.2.1 in Chapter 1).

High personnel turnover

As a result, personnel turnover in the accommodadextor is extremely high. Except for
Slovenia, the percentage of employees with sewiofitess than two years in the tourism
industry is much higher compared to the total eaon@rigure 4.21). This high turnover
makes it very difficult for companies to build up agood knowledge baseMoreover,
due to the high turnover, companies are reluctairvest in training of personnel.

Accommodation: share of employees with seniority less than 2 years per Member State (in %), compared to

total economy, 2007
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Source: Eurostat

Social dialogue

At management level, companies in the accommodatidastry start to become more
aware of the role of employees in providing a tetgderience. Employees are the face of
the company and providing high quality servicesobees an important element to
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differentiate as competition in the industry riséisis therefore expected that social
dialogue will remain very important for the furthdevelopment of the industry in
Europe. However, a trend in the industry is thapleyers do not manage the hotel
anymore (see paragraph 4.5.1 on outsourcing). Tdretemanagement cannot directly
influence the working conditions and as such, warlk&ve no rights to participate in the
European Council Works for example.

Innovation and productivity enhancement

In view of the constantly changing requirementsisitors, suppliers of tourism products
and services must update them regularly.

Need for innovation

Over time tourism products come to the end of tlifeircycle. Destinations can go ‘out of
fashion’. To avoid this, entrepreneurs need to @ephew markets and target groups,
develop new products, and invest in new instaltetiand equipment, while improving
production structures and constantly seeking tovate”. It is felt that innovation often
receives too little attentionin the tourism industry in general, in the accordatmn
sub-sector and especially with SMEsDue to the structure of the accommodation
industry, clear growth strategies and financiakress to allow for innovation are often
lacking. Where innovation happens, it is often v@nall in terms of scope and scale.

Internet opportunities

The rise of internet clearigreated new opportunitiesfor the accommodation sector. By
using the internet, customers all over the world lba reached in a direct, cost efficient
and time effective way. For smaller hotels the nmé¢ often means a firsignificant
distribution channel. Data show that over the past few years an incrgasiare of total
turnover for accommodation services is generated Wwiternet. Moreover, the
accommodation industry — in 2004 still far behirtder industries in using the internet to
generate turnover — has closed the gap: in 200&t¢bemmodation services generated
3% of their turnover via the internet, while thaue@lent share for the business economy
was 9%. In 2005, the share passed to 8% for accolaimoo services, closer to the
average for the business economy recorded at 1@im2006 the accommodation
industry almost completely closed the gap withrést of the business econothyFigure
4.22 shows that in all Member States, internetssale part of received orders in
accommodation, and in most countries, this pergents higher than in the total
economy.

*2 Interviews UNWTO, ETAG, Exceltur
%3 European Business — facts and figures
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Accommodation: share of enterprises (> 10 employees) from whom internet sales were at least a certain

percentage of orders (in %), compared to total economy, 2007

Percentage of accommodation enterprises (>10 empl.) for whom internet sales were at least a certain pe  rcentage of orders, 2007
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Internationalisation

Internationalisation of the accommodation sectalrigen by the fact that customers want
to lower uncertainty. When travelling, they look fmands and products they know. This
means that accommodation companies practicéollbw the consumer’ strategy,
whereby, for example, hotel chains from the US retite EU market (Marriott, Hilton,
Best Western, etc.) and vice versa. The offer ssaadardised product of which the
customer knows what he gets. This strategy is seenost international hotel chains.
This type of product is howevenly sought by a specific type of travellersMany other
travellers avoid these standardised products; fhefer ‘couleur locale’ and look for
differentiated, country specific products. In th&gment, internationally active
companies are almost non-existent.

Impact of the financial crisis on the accommodasentor

Complementing our assessment of the impact ofitt@n¢ial and economic crisis on the
tourism industry as a whole (see paragraph 2.3hismparagraph we specifically focus
on the impact of the crisis on the accommodatiglustry. Since the second half of 2008
the industry’s performance suffers because of awvislp demand. The economic
slowdown has especially influenced the accommodasiegment focusing on business
travel.
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Whereas in the period from January to April 2008, number of nights spent in the EU-
27 still went up by 1.6% compared to the same geino2007, a decline of -0.5% was
reported for the period May-August. In the lastrfmonths of the year, the total number
of nights spent even contracted by 3.2%. Especidtints spent by non-residents went
down significantly. Overallin 2008 and in contrast to 2007, tinember of nights spent

in the EU decreased by 0.5%.This is mainly due to the nights spent by non-
residents, which has decreased by -1.5% but was partly cosgied by the slight
increase of 0.3% in nights spent by residents.

Between 2008 and 2007, the negative change in nuofbeights spent was the most
severe in Greece, the Netherlands, Luxembourg,Gymtus as the only new Member
State with a fall back of more than 4%. The higlesteases are mainly observed in the
new Member States such as Latvia, Slovakia andchBola the EU-15, Austria accounts
for the highest growth. Most other countries ararabterized by stagnation or a (strong)
decline. Thefirst two months of 2009 show a decrease by 9.1% imotel nights in
contrast to the same period of 2008. A fall hasws#served in all 27 European countries
except for Italy, Ireland and Luxembourg for whidéita is not available. The number of
nights spent by non-residents has decreased mongaced to the number of nights spent
by residents (respectively -11.4% and -7.2%). Foaw Member States - Latvia,
Lithuania, Romania and Slovakia - faced the mostisedeclines (-20% or more).

54 Eurostat, Statistics in Focus 13/2009
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Table 4.1 Accommodation: change in number of nights spent in hotels and similar establishments in European countries
(in %), 2008 compared to 2007

200872007 change (in %)

Member
State Total I\!on_ Residents
residents
EU-27 -0.5% -1.5% 0.3%
BE 1.5% 0.7% 3.3%
BG 1.6% -1.9% 10.3%
CZ 1.4% -0.5% 52%
DK -2.2% -1.8% -2.6%
DE 2.0% 1.8% 2.0%
EE 0. 1% 2.2% -4 T%
1IE -1.5% -2 2% 0.0%
EL -5.0% -5 3% -4 2%
ES -1.2% 0.2% -3.1%
FR -1.0% -2.0% -0.4%
IT -3.6% -5.2% -2.3%
cY -4 3% -4 1% -7 1%
LW 3 5% 7.5% -3 9%
LT 0.4% 2.3% -2.3%
Lu* -6.2% -5.6% -0.4%
HULQ -0.8% -2.5% 1.0%
MT -2 1% -2 2% -0.3%
MNL -4 5% -8 4% -1.0%
AT 4.0% 4.5% 2.9%
PL 3.8% -5.6% 8.8%
PT -1. 1% -1.3% -0.8%
RO 0. 4% 7. 0% 2.0%
si1 1.0% -1.3% 5 7%
SK 5.9% 0.2% 12.9%
Fl 1.8% 2.7% 1.5%
SE 2.0% 0.6% 2.4%
UK 1.6% -1.2% 3. 3%
HR -1.9% -2. 1% -0.2%
CH 2.7% 2.8% 2.5%
1S 1.5% 2.5% -1.7%
LI 4.6% 4.0% 35.6%
NO -1. 7% -3.6% -1.0%

* LU: Estimation based on 9 months data

Source: Eurostat, Statistics in Focus 13/2009

4.6.2 Hotel performance

As a consequence of the decline in the numbergiftsispent, the hotel performance in
Europealso deteriorated.In May 2009, based on data from STR Global, oceopaate
declined in all Member States. Only six countriesravable to restrict the decline to a
single digit oneOccupancy declinas the most severe for Slovakia.
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Figure 4.23 Accommodation: change in hotel occupancy per Member State (in %), May 2009 YTD compared to May 2008
YTD

Hotel Occupancy, May 2009 YTD
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Source: Tourism Economics

Eastern and Southern Europe showed the greatesa&d. Both regions reported around
15% decrease in occupancy rate in May 2009 as aeaipa May 2007 (cf. Figure 4.24).
Not only did the occupancy rate declimevenue per available room (RevPAR) also
decreasedacross Europe. In Eastern Europe the decreasevanue was the most
pronounced with the largest decline seen in thewshg new Member States: Slovakia,
Latvia and Lithuania.(-30% in revPAR compared t60&0

Looking at the different accommodation typespecially the 5 star luxury hotels have
been hit hard. In October 2008, occupancy rates in this segmemitwlown by 14%
worldwide. RevPAR went down by 17%, compared to X6fthe 4 star segment.

Figure 4.24 Accommodation: change in hotel performance per European region (in %), May 2009 compared to May 2008

Hotel Performance, May 2009
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*® Tourism Economics, The Financial Crisis and Implications for European Tourism, report prepared for the European Travel
Commission, Dec. 2008
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At the other end of the accommodation spectrum,tmmoesmbers of EFCO&HPA
(camping and caravanning industry) report an irsgem the number of bookings.
Budget accommodation seems to be positively affedtby the economic downturn.

4.6.3 Financing problems

Access to finance is an overall issue for the swarindustry, but especially in times of
crisis it becomes a major challenge. A direct cqosece of the financial crisis is the
major difficulty to raise capital in the current market. The financial situation makes it
very difficult for companies to obtain loans. A eat survey of 261 European hotel
executives done by DLA Pip8pointed out that lack of liquidity was the mosipiontant
reason for pessimism over the 12-month outlookHerhospitality industry in Europe. In
this same survey, almost 80% of respondents se&lespread risk of bankruptcy for
European hotel chains, 39% expect 1 to 5 hotelnsh@ file for bankruptcy during the
next 12 months, 17% of respondents even foresekofdl chains or more filing for
bankruptcy within the next year.

Not only loans to finance day-to-day operationsdiféicult to get; Also loans to finance
new projects are difficult to find. In that contexAndrew Cosslett — CEO of
InterContinental Hotels Group — recently pointed that unless you have one of the big
brands on the front of the application form, bamake unwilling to provide you with
money for new projecté Also the International Hotel & Restaurant Asstioia
(IH&RA) reports that the construction of new prdgeevill be delayed as banks become
restricted to give loans. The hotel financing bastemn of KPMG® in Hungary in
December 2008 confirms the above mentioned isslies. banks surveyed in the
barometer pointed out that hotels are down on thegstment priority list. When they
will finance hotel projects, the most importantteria to evaluate the dossier positively,
are 1) reliability and references of the develo@¢rocation of the project and 3) brand
name of the operator/management. Moreover fittecing conditions will be harder
than before: risk premiums are expected to be considerablydnigind significantly
higher equity participation will be required.

4.6.4 SMEs: impact and short-term prospects in lightheffinancial crisis: results SME
panel survey

The SME Panel survey from the ECin the tourism sector (see also 2.3.3) has 1,166
responses from businesses in the accommodatiorsesttbr. Over two third of these
businesses comes from Old Member States. Hungé&#y, (Czech Republic (7%) and
Romania (6%) are represented best among the NewbkleBtates. In general, there is
no difference between responses from Old and Newlbée States. Although the results
of the survey are not representative for the Elbmrnodation sector, it is the most
recent data source available to capture the ingfatbie economic crisis.

* DLA Piper, 2009 Europe Hospitality Outlook survey, March 2009,
http://www.dlapiper.com/Global/Media/detail.aspx?ne  ws=2904
%" See http://www.cnn.com/2008/BUSINESS/10/16/Cosslett.Interview/index.html
% See http://www.kpmg.hu/dbfetch/52616e646f6d495619edcfa95fd448ae855db340111d5a99/hotel_financing_barometer.pdf
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Figure 4.25
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Demand / consumption trends and changes

The survey shows that 38% of respondents facedraalee in demand over 2008. A little
less indicate that they saw an increase in denféagdre 4.25 shows that most companies
indicated thademand from resident countries increasedThis confirms the trend that
many people choose for a holiday in their residenintry as opposed to a destination
further away. Demand from other EU Member Statesemmsed as well according to 20 to
30% of respondents. For the other countries moternmses say that demand decreased
compared to those who said it increased. Thisgeaally the case for Latin America and
Japan.

Accommodation: changes in demand from different (groups of) countries (% of respondents)
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\
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Source: SME Panel Survey 2009

Apart from decreasing demand, 75% of SMEs in tle@enodation sub-sector noticed
changes in consumption patternsof their clients. Two-thirds of respondents sagtth
clients becamenore price consciousandspent less moneyn the past six months. Over
20% indicate that clients became more quality cosc On the contrary, 3 to 4% notice
that clients became less price conscious or sperg money.

Of the SMEs in the accommodation sub-sector, 70%caan impact of the current
economic situation on their businesand another 20% say there is a possible impact.
The majority of respondenfaces increased overall costsyhile more than 20% notice
reduced access to finance (Figure 4.26). Amongetiviso answered ‘other’, a large
majority mentions a decrease in demand, but algaménishing purchasing power of
clients.
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Figure 4.26

Figure 4.27
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Accommodation: type of impacts on business due to current economic situation (% of respondents*)
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Almost 80% of the SMEs has undertakewjor actions to address impacts of the
economic crisis. Cutting cost@ndreducing the labour forceare mentioned most often
(Figure 4.27). ‘Other’ actions to address the impzcthe crisis are the introduction of
‘special offers’ (eg. low prices) and an increasadtivities of marketing and promotion.

Accommodation: actions undertaken to address the economic crisis (% of respondents*)
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actions in order to be able to address impactseoturrent economic situation?”

Source: SME Panel Survey 2009

The SME panel was also asked wkapport actions at European levelthey would
consider most important. The ones mentioned mostiugntly aremeasures to
strengthen demand and measures to encourage invesinis and innovation(Figure
4.28). Among the group which answered ‘other’, meas to reduce VAT and a more
even distribution of taxes among countries andoseetre cited the most.
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Figure 4.28 Accommodation: support actions at European level (% of respondents)

60%

50% -

40% +

30% -

20% -

10% -

S —
- —
-
.

= _

0% -

-~ . =
g o Q3 c g2z % s o] H
£ c 2c o T [} 0 £
< T o = o o wn L O g c
S © £ ] o < o S 2 o X
2 e S £ 2 o c O kel I -
s O o 23 o 9 S = 299 =
= O 08: > @ E=ERT) E'DC s
7] < E o o [SE] o .E a
w RS (%) £ = S cw
£ S a c = 5
= ¥ © o
o 5

Source: SME Panel Survey 2009
Future outlook (2009)

For 2009, 47% of SMEs in the accommodation subsseftireseesather negative
impacts of the current economic situation. Another 30%regrpect substantial negative
impacts. Only 7% think that the economic situatwifi have positive effects and 6%
expect no impact at all.

The nature of the expected impact is most ofteecasdise in demand, followed by guests
spending less money (Figure 4.29).

Figure 4.29 Accommodation: expected impact of economic crisis on business (% of respondents*)
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Source: SME Panel Survey 2009

Over half of the respondengxpect the need to undertake major actionto be able to
address impacts of the economic crisis and mome dhguarter thinks this is possibly the
case. Both groups of respondents mentiotting costs most frequently (Figure 4.30),
followed by reducing the labour force and postpgninvestments.
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Figure 4.30 Accommodation: measures to be undertaken in near future to address economic crisis (% of respondents*)
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The business outlook for 2009 is negative for o4€r percent of SMEs in the

accommaodation sub-sector, but on the other handstlB0 percent thinks it is positive.
Only 9 percent says their outlook is very negative.
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Tour operators and travel agents

Introduction

This chapter focuses on the tour operators anelt@yents (TO&TA) sub-sector. This
sector includes wide variety of enterpriseswhich could be classified as follows:

1. Tour Operators - ranging from the large internalotour operators to the small
independent niche operators (mainly B2C)

2. Travel Management Companies (TMC) - which mainlgu® on business travel as
intermediaries and which serve primarily corpo@istomers (B2B)

4. Travel agents - covering mainly the leisure mad®tntermediaries. Travel agents
can operate as “brick & mortar” enterprises or aslihe” agents or both (mainly
B2C)

5. Destination Management Companies (DMC) - which @uanly operating in the
inbound segment (mainly B28)

6. MICE organizers, i.e. Meeting, Incentives, Confeerand Events organizers -
mainly in the corporate segment (B2B)

In this chapter the structure and economic perfageaf the TO&TA industry will be
analysed in depth, as well as different aspectaanting the competitiveness of these
TO&TAs. For this analysis data stemming from Eusbsh general — and the SBS
database in particular — are being used, exceph witkcated differently. Most data refer
to the year 2006, as this is the last year for tviliata are available for all Member States.

Structure of tour operators and travel agents ingus

Number of enterprises

The EU tour operators and travel agents industnysists ofapproximately 78,000
enterprises. Unlike the accommodation industry, geographicahcemtration of the
TO&TA industry in the EU-15 in terms of number ofiterprises is less outspoken.
Whereas only 13% of all accommodation companiesl@sated in one of the new
Member States (NMS), in the TO&TA industry this amts to 27%. Both Poland and
Czech Republic host more tour operators and tiayehts companies than does France.

% In the study the concepts of outbound (outgoing), inbound (incoming) and intra-European (inkeeping) tourism are defined
from a European point of view, unless mentioned otherwise. Outbound tourism = EU tourists travelling outside of the EU;
Inbound tourism = non-EU tourists travelling to the EU; intra-European tourism = EU tourists travelling within the EU.
Domestic tourism refers to EU tourists travelling within their own country.
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Figure 5.1

Figure 5.2
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Tour operators and travel agents: number of enterprises per Member State (in absolute numbers and in % of
EU-27), 2006
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Source: SBS Database, Eurostat

Looking at the number of tour operators and traagénts per capita, several new
Member States show relatively high numbers of gniggs per 10,000 inhabitants. With
more than 16 enterprises per 10,000 inhabitants tirnes the EU-27 average, Malta has
by far the highest density of TO&TA enterprisesp@s and Czech Republic follow with
densities of around 6 enterprises per 10,000 induatisi. Concerning Malta and Cyprus, it
should be noted that a number of enterprises aparainly as DMC. Their core business
is to arrange packages or manage the logistiastbaund visitors from other EU or third
countries. They are active in the B2B market, nathan in the B2C market.

Tour operators and travel agents: number of enterprises per 10,000 inhabitants per Member State, 2006
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Source: SBS Database, Eurostat

Contrary to the accommodation industry where themer of enterprises per 10,000
inhabitants in the old Member States is higher tihaihe new Member States, this is not
the case in the tour operators and travel ageuissiry. For the latter theumber of
enterprises per inhabitant in the new Member Statefies markedly above the EU-27
average.Considering that the largest markets for tour afpes are still located in the old
Member States, this suggests a considerpi#asure for more concentrationin this
sector in the new Member States (see also paragrapt).
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Figure 5.3
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Development over time

Between 2001 and 2006, the average number of eis&espper country increased from
2,500 to 2,900 (+16 percent) in the EU-27. Thedatgncrease in absolute terms is
shown in Spain and ltaly, with respectively 2,60 &,800 more tour operators and
travel agents companies. In relative terms, Litiuand Latvia show the largest increase,
but they come from a small base. On the other han8lovenia and the Czech Republic
the decrease in number of tour operators and tragehts companies was largest (a
respective decline of 450 and 290 companies).

Tour operators and travel agents: number of enterprises (in absolute numbers) per Member State, 2006

compared to 2001

8.000
6.000
4.000

2.000

= rerorih IJ

T DE ES | UK | CZ PL FR | GR SE NL | RO | HU PT | AT | BG | BE FI LT | MT | DK | CY Sl (A% SK EE IE L EU

0

®2001 |9.592(9.106 |6.414 |6.595|6.412 | 4.951/4.479|3.088|2.340(2.370| 1111 [1633 | 942 |1324 | 845 | 1152 | 811 | 259 | 702 | 554 | 679 | 914 | 215 | 402 | 220 | 269 | 11 2.500
@ 2006 |11.397/9.617|9.092/6.826|6.122 |5.664 |5.088|3.415|2.937|2.460({2.248| 1783 | 1586 | 1552 | 1246|1230 |1144 | 968 | 669 | 607 | 508 | 464 | 453 | 452 | 328 | 278 | 930 2.928

Source: SBS Database, Eurostat

Even though the TO&TA industry is characterised eoprocess of consolidation, the
number of enterprises still grew in the EU-27 betw@001 and 2006. According to both
OECD® and ECTAA® however,especially the number of independent travel agents
has been decliningn many countries. The reason for the declindaésrtew competition
they are facing from actors such as airlines antbramodation suppliers, who are
reducing or eliminating commission payments as waslltargeting customers directly
instead of working with an intermediary organisatsuch as travel agents.

5.2.2 Size distributiof®

ECORYS A

Even more than in the accommodation industry, the pperators and travel agents
industry isdominated by micro-sized enterprisesFor all the Member States where data
are available, the percentage of micro-enterprisegeds 80%. In most Member States
this proportion even exceeds 90%. Only in Slovalti@, Netherlands and the UK the
number of micro-sized enterprises is smaller th&%.8In none of the Member States
medium and large enterprises represent more thamwf3#te tour operators and travel
agents.

% Interview ECTAA
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Figure 5.5
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Tour operators and travel agents: size distribution of enterprises per Member State (in %), 2006
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In terms of employment the importance of medium andarge enterprises is much
higher — as it was also the case in the accommodatiomsind Although marginal in
terms of number of enterprises, they do accountl® to almost 70% of the total
employment in the industry. Especially in the Nerthand Western European countries,
employment in medium to large enterprises tendactount for more than 40% of the
total employment. Particularly the share of lacgenpanies is high in those countries.
Whereas medium-sized companies generate approx. f®%5% of the total
employment, the large companies generate 25% to 80¢ of employment. This is in
clear contrast with the situation in the new MemBttes and in Italy where the relative
importance of medium and large enterprises in texfremployment is rather limited. In
those countries more than 80% of the total employne the industry is generated in
micro- and small enterprises.

Tour operators and travel agents: size distribution of employment per Member State (in %), 2006
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Source: SBS Database, Eurostat
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In the tour operators and travel agents industryenpeople are employed in both micro-
sized and large companies, whereas in the accontimondadustry the employment tends
to be more concentrated in small and medium-sizemipanies. Thisdichotomous
structure of employment in the tour operators and tavel agents industry can be
explained by the co-existing of both (very) largertoperators and (very) small travel
agents within one industry.

Large diversity of enterprises

As mentioned in the introduction of this chaptbe TO&TA industry consists of zery
diverse group of enterprises, playing different roés in the tourism value chain.

A first group of enterprises are the tour operatdley organise and provide package
holidays. They make contracts with hoteliers, @&d and ground transport
companies, and print brochures advertising thedhgs that they have assembled.
They often operate on a large (international) sdafi¢hin the group of tour operators,
we distinguish companies that mainly focus on Hiwgopean and outbound tourism
(e.g. Thomas Cook, TUI Travel) and companies thatu$ on inbound tourism (e.g.
Europe Incoming, Gulliver's Travel Associatés)Within the industry, large
integrated groups offering a wide range of prod(etg. TUI Travel, see Box 5.1) are
found alongside tour operators that focus on a gpscific niche market (e.g. travel
tours to Antarctica, jungle tours). The niche playeperate mostly on a much smaller
scale. Most tour operators focus on leisure tourigmereas the TMCs focus on
business travel (e.g. AMEX, BCD Travel, Carlson \&fald).

A second group of enterprises are the travel agdiitgy provide customers with
travel advice and sell and administer the bookfog® number of tour operators and
other suppliers such as airlines, hoteliers, catatecompanies, railways, cruise lines,
etc. Also here the size can vary greatly, fromdtaagents having several hundred
outlets to the single outlet travel agents. Thasgel travel agencies are often part of
an international integrated group that also orgamnigpackaged tours, owns
accommodation, etc. The 127 travel outlets ‘Jefanter’ in Belgium for example
are part of TUI Belgium, the largest tourism grdapBelgium. In recent years, a
number of independent travel agents have joinedefoiin consortia or networks.
These networks combine the capacity of their membarthe purchase side as well
as in providing services to the members of the aditen (HR management, taxation
consultancy, etc).

A quite recent group of enterprises active in tidubstry are the online travel agents
(OTAs). Even though most package holidays are stildl through travel agents, a
significant and growing percentage is sold diredtlythe consumer through the
internet. So far these OTAs are mostly rather 8diin scale and on a regular basis
new players enter the market. But as this segmiettieomarket is growing, larger

players are emerging. Well-known OTAs are for insta Expedia, Travelocity or

Lastminute.com. In some Member States these neyeqdeéhave conquered a non-

¢ See footnote 59 on the definition of the concepts inbound, outbound and intra-European tourism
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negligible market position (e.g. in the UK and tetherlands). Due to their lower
cost structure, they seem to be able to operatgsilde the major travel groups.

= Another segment of the industry is focusing on MIGHEeeting, Incentives
Conferences, Events). This typical B2B businessbleas growing considerably over
the recent years. MICE organisers are often speedilin that specific segment,
although most of the large TMCs have developed thein MICE department as
well.

= Finally, DMCsfocus on inbound tourism. They cater servicesfiih tour operators
focusing on leisure tourism and TMCs. These sesvican be transportation, hotel
accommodation, activities, excursions, confereraraues, themed events, etc. DMCs
differ from tour operators in that DMCs do usuallyt deal directly with end-clients,
but trade through agents (mostly tour operatorsjar§e DMC active in Europe is
Allied Europe, with branches in four different EUember States. Many other DMCs
are niche players, focusing on one specific detitina

Differences in the market structurein the TO&TA industry between Member States
can often beexplained by different travel habits and traditions in those countries.
German tourists for instance are prepared to paserfar a package holiday than, for
example British tourists, but at the same time tHeyexpect higher comfort standards.
Tourists in Southern countries travel more indepatigl, while Scandinavian tourists
largely travel via organized packages. Those diffees are translated not only into the
product range being offered by tour operators aznaet agents, but also into the market
structure of the sector itself. In opposition tortilo countries, tour operators in countries
like Spain, France and Italy tend not to be amdmglarger players. Although more or
less equal in number of inhabitants, tour operatotee UK do sell more than 40 million
travel packages, while in France the local tourrajpes’ production does not exceed 8
million package¥.

Wide product offering in the TUI Travel plc group

TUI Travel plc targeting different segments

TUI Travel plc is the result of the merger betwelea tourism division of TUI AG and
First Choice Holidays PLC. Through more than 200dpcts and brands, the group
provides its customers with a wide choice of défdeiated ways to travel in order to meet
their changing needs. TUI Travel plc is therefdrectured in four sectors: mainstream,
specialist & emerging markets, activity and onlidestination services. Each sector
contains different brands. Mainstream for examglthe biggest sector of the group and
meets the demand of people seeking package opagkfige sun and beach holidays.
Jetairfly and Thomson are probably the most knovesids in this sub-sector. Further,
TUI Travel plc operates in specialist & emergingrkeds, meaning North America &
Europe and emerging market including China and iRu$s this subs-ector the group
comprises over 40 specialist companies, primaryingeldirect to the customer
Aventuria and Mostravel are brands in this secdar.well, the activity lifestyle trave
companies and brands such as World Challenge amagk(@xpeditions operate in the

—

%2 Interview ECTAA
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market segments of Adventrure, ski, sport etc. Ifinghe online destination services
supply online and offline hotel accommodation aedtohation services worldwide. TUlI
Espaniia and Hotelopia are examples of brandssmpérticular sector.

Source: adapted from TUI website

Market concentration

In contrast with the accommodation industry, the&T@ industry is increasingly
concentrated.With the consolidation process that has been gominp the industry since
the mid 1990s, abouf0% of the market is currently taken by the five lagest
companiesin Europe. All those companies have their corgossats in either Germany
or the UK. Even a very traditional market as the UK is namwnihated by the two major
travel groups, Thomas Cook (after acquiring My Bla@roup plc) and TUI Travel (after
acquiring First Choice Holidays).

Concentration of the UK tour operator market

Thomas Cook UK & Ireland — concentration & integration

5

Tour operators nowadays are operating on a greagde and at more than one level i
the market. Thomas Cook plc, of which Thomas Coék dnd Ireland is part, can he
described in more detail as an example of the gurat#on and integration process that
going on in the tour operator sub-sector.

&

In 2007, Thomas Cook UK & Ireland was UK'’s largeéstvel company, employing
almost 10,000 employees. Moreover it was one olahgest vertically integrated trave
groups in the UK and Ireland. To end up being laditt Thomas Cook UK & Ireland
acquired Sunworld and Flying Colours travel groLgiter it merged its business with the
UK travel interests of Carlson Companies Inc., Wil Mays Travel shops and the
Caledonian Airways airline.

Today, Thomas Cook UK & Ireland is the second Isrdeisure travel group in the UK
with around 19,000 employees. It is part of Thor@ask plc, formed by the merger of
Thomas Cook AG and My Travel Group plc in June 2007

Thomas Cook UK & Ireland operates a fleet of 4%sraiits, has a network of more than
800 high street stores, its own television chaanel many well known travel brands such
as Airtours, Thomas Cook, Sunset, Sunworld Holidztgs

Source: adapted from Thomas Cook website
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This consolidation process has lead &iranger market position of fewer playersover
time. The Belgian subsidiary of TUI Travel, for exale, counted approx. 200,000
customers in 1985 compared to approx. 1.8 milliast@mers in 2008 Many of the
major groups have grown by acquiring other playerthe market. At the moment, 20%
of the enterprises represent approximately 80%taf turnover.

This increasing degree of concentration is not asthgerved in the segment of tour
operators focusing on intra-European / outboundigoy but also in the group of tour
operators focusing on inbound tourism and in tHesactor of travel agents. Due to the
increased market concentration,namber of large takeovers have been critically
reviewed by the EU antitrust authorities (see for exampbe B.3).

Box 5.3 Consolidation in the UK travel market

First Choice Holidays and TUI, which owns Thomson ldlidays, have been given
conditional clearance by the European Commission tmerge.

The merged company will have to sell TUI's Iristsimess: Budget Travel. The Europegan
Commission ruled that the combination with Firso@e's Falcon/JWT business would
give the group too much of the Irish market. Thergempany, TUI Travel, will be listed
in London and have 27 million customers and £12brannual sales. The cleararice
followed the Commission's decision last month ttoval Thomas Cook to buy the
package holiday company MyTravel.

Source: BBC News, 4/6/200f

Whereas thenarket concentration is especially high in NorthernEurope and in the
old Member States, this is much less the case in Southern Europe and the new
Member States.At present, a consolidation wave is taking platd¢hie new Member
States at a national level: TOs and TAs in one ttgunerge or are taken over by another
player from the same country. So far the largerljmational) groups adopt a ‘wait and
see’ attitude and will most probably enter thoseakeis, once a first wave of national
mergers and acquisitions has taken place.

Theonline travel businessis still a very young business and new OTAs cdhestsily
enter the market. This results in a large humbenwdller enterprises. Only a few larger
players exist at the moment (e.g. Expedia). Butoalgh it is still a veryfragmented
market, successful companies are being taken over by rlasges (e.g. Tripadvisor
recently taken over by Expedia), also resultingam increasing degree of market
concentration.

% Interview ABTO
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5.3

5.3.1

Figure 5.6
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Employment within tour operators and travel agamdsistry

Number of employees

In 2006, som&85,000 personsvere employed in the EU tour operators and tragehts
industry, representing.2% of the total employment in the EU-27.Compared to the
accommodation industry, this is a considerably Bmnalercentage. More than 85% of
this employment is concentrated in the EU-15, wherenly 73% of the enterprises are
located there. Therefore, the average size of griges active as tour operator or travel
agent is larger in the old Member States than e nibw Member States. A similar
distinction can be made when comparing the avenageber of employees per
enterprise. Tour operators and travel agents irEthhel5 employ on average 7.3 persons,
compared to only 3.2 employees in the new MembetieSt

Tour operators and travel agents: employment per Member State (in absolute numbers and in % of EU-27),
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Source: SBS Database, Eurostat

= Once more th&JK is responsible for a large share of the total esmpkent in the
EU-27. TO&TAs in the UK employ around 115,000 plegpepresenting almost
one fourth of the total employment in this sectoEurope. The UK together with
Germany, Spain, Italy and France account for aldauat third of the total
employment in the TO&TA industry in the EU.

=  With 2.3% of the total TO&TA employment in the EU;2heCzech Republic
has a higher share in the EU TO&TA employment th@ninstance Austria,
Portugal or Belgium. But with an average size & @émployees per enterprise
active in the industry, the average Czech TO&TAegmise is very small - even
smaller than the average TO&TA enterprise sizéénrtew Member States.
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Figure 5.7

Figure 5.8
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Tour operators and travel agents: share of employment in total employment per Member State (in %), 2006
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Source: SBS Database, Eurostat

In terms of contribution to the total employmentiwe different Member States, the tour
operator and travel agent industry has the higtleste in Malta and Cyprus (respectively
1.1% and 0.8% of total employment). In all othernmvber States the contribution to the
total employment in a country ranges from less hafo (Romania) to 0.4% (the UK).

Tour operators and travel agents: average employment per enterprise per Member State (in absolute numbers),
2006
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Source: SBS Database, Eurostat
Development over time

Whereas in 2006, some 485,000 persons were employ tour operator and travel
agents industry in Europe, this number was sigaifily higher in 2001. Theotal
number of employees has droppeffom 535,000 persons in 2001 to 485,000 in 2006.
Looking at the different Member States individuallgur attention is attracted to
Germany. In 2001, about 120,000 employees were ingrik the TO&TA industry. In
2006, this number has dropped to around 63,000 ®me$, a decrease of about 47%.
Contrary to the old Member States, the tat@&TA employment is still growing in
some of the new Member StatesThe largest increase in persons employed is seen i
Lithuania, where the employment in the industry Hasbled within the period under
revision. Countries like Bulgaria and Latvia aldmw large increases in the number of
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persons employed (respectively +84%.and +93%).04igh the market for tour operators
and travel agents is rather small in absolute nusnipethese countries, the industry is in
full development.

Figure 5.9 Tour operators and travel agents: employment per Member State, 2006 compared to 2001
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Source: SBS Database, Eurostat

5.4 Economic performance of tour operators and tragehts

5.4.1 Turnover

Based on the Eurostat data for 2006 the EU tourabges and travel agents industry
realised a total turnover approx. €153 billior?*. Even though this industry counts less
than one third of the total number of enterprigesrating in the accommodation industry,
the turnover in the TO&TA industry is 13% higherrid clear that both sub-sectors are
operating according to very different businesscétmes.

» As can be seen from Figure 5.10 tUK represents a huge share in the total
turnover of the TO&TA industry in Europe. With €8d#lion, the UK accounts
for more than one third of the total EU turnover.

* The industry in countries likermany and Spainaccounts for less than half the
amount of the UK.

» Even though theew Member Stateshost 27% of the total number of enterprises
in this industry, they account for not more than d@Pthe total turnover of the EU
TO&TA industry. As highlighted in paragraph 5.2,imany new Member States
this industry is still almost exclusively populateég micro-sized companies,
while the industry has gone through a wave of cleton in the old Member
States.

% This figure on total turnover is based on Eurostat data. In the view of ECTAA however the consolidated turnover of all
segments of this industry reaches approx. €300 billion.
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Figure 5.10

Figure 5.11

ECORYS A

Tour operators and travel agents: turnover per Member State (in Mio €), 2006
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The total turnover of approx. €153 billion in th©&TA industry representd.3% of
GDP in the EU-27.Similar to the accommodation sub-sector, the redatnportance of
the tour operators and travel agents industryeartl higher in the old Member States
than in the new Member States. Among the new Mer8haes, the share of the industry
in GDP only exceeds the EU-27 average in Malta, @zech Republic and Latvia.
Nevertheless, Figure 5.11 also shows that theivelahportance of the sub-sector in the
total GDP is also remarkably low in some old MemBtates such as Italy or Frafce

Tour operators and travel agents: share of turnover in GDP per Member State (in %), 2006
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Source: SBS Database, Eurostat
Development over time

Between 2001 and 2006, the turnover of the touratpes and travel agents industry as a
share of GDP has fallen in the EU-27 from 5% to 3%is decline is observed in every

single country, except the Netherlands where thaouer has grown remarkably: +64%

in absolute terms or +2% in share of GDP. On theroside of the spectrum, the largest
decrease is seen in Lithuania where absolute ternfoyures decreased by 66% in five

years.

A possible explanation can be found in the consumer habits in those countries when it comes to travelling. Especially in
France, consumers still mostly travel independently and make thus little use of packaged travel arrangements sold via travel
agents and tour operators. This is in contrast with countries like for instance Belgium, Sweden or the UK. In those countries
many more customers organise their holidays via travel agents and tour operators.
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Figure 5.12 Tour operators and travel agents: share of turnover in GDP per Member State (in %), 2006 compared to 2001
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5.4.2 Profitability

The profitability ratio relates the gross operatswplus to the turnover of an industry.
This ratio was in 2006 on average 4.9% for the terators and travel agents industry
in the EU. The profitability ratio of the tour opg¢ors and travel agents industry is not
only low compared to the ratio of both services.120) and manufacturing (9.4%), but is
as wellfar below the profitability ratio in the accommodation sub-sector(18.7%).
Only in two European countries, Germany and Romdheprofitability in the TO&TA
industry exceeds that of manufacturing. As showfigure 5.13 the profitability of the
sub-sector under revision was in 2006 even negatilzexembourg and Austria.

Figure 5.13 Tour operators and travel agents: profitability ratio per Member State (gross operating surplus/turnover, in %),
compared to transport, storage & communication industry, services and manufacturing industry, 2006
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Within a diverse group of TO&TAs, especially thautcoperators are dealing with a
relatively high share of fixed costs in the totaktstructure. Examples are here costs
connected to head office staff or costs relatedegerved seat or bed capacity. It is
therefore rather difficult to manipulate the costusture in order to improve the
profitability within the sub-sector. Astrategy to obtain acceptable levels of
profitability is by serving larger volumes. This need for large volumes has been an
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Figure 5.14

important driver for the concentration wave in thdustry since the 1990’ Another
strategy to obtain higher levels of profitability isnproving quality of services and
products. This could lead to higher prices for a produd #rus to higher total sales. But
since customers are told everywhere that tourismicges are available at ever lower
prices (low cost companies, last minute deals), gheciple of paying for quality is
strongly decreasing in tourism, unless there ikaro/alue added to the service. Concept
innovations focusing on real value added to custernae therefore needed when
following this strategy to improve profitability.

Development over time

Between 2001 and 2006 the profitability ratio remeal stable in the EU-27 at 5%.
Nevertheless, large differences can be seen whmparing the individual Member
States. Both Austria and Luxemburg showed a pespirofitability ratio in 2001. By
2006 however, this ratio has dropped seriously @edame even negative. The
profitability ratio in Austria declined by 141%, v profitability in Luxembourg
decreased by 114%. Opposite to these two coun8igsden showed a large increase in
profitability between 2001 and 2006. Also in Estgrthe Czech Republic and Denmark,
profitability ratios rose considerably between 2@dd 2006.

Tour operators and travel agents: profitability ratio per Member State (gross operating surplus/turnover, in %),
2006 compared to 2001
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5.4.3 Labour productivity

ECORYS A

In 2006 theaverage labour productivity in the EU tour operators and travel agents
industry amounts to €39,800. Thisgignificantly more than the €28,600 gross value
added per person employedthe accommodation industry. The labour productivity is
reported to be the highest in Germany (€62,500)hik country, the labour productivity
in the sub-sector under revision is even exceetfiagaverage labour productivity in the
German services industry. Countries like Latvidhlania and Romania show all a gross
value added per person employed below €10,000.

% Interview ABTO

FN97613 — FWC Sector Competitiveness — EU tourism-industry 83



Figure 5.15

ECORYS A

Despite the much higher labour productivity comdate that in the accommodation

industry, labour productivity in the EU TO&TA indug is still lower than the average
labour productivity in both manufacturing and services industries.

Tour operators and travel agents: labour productivity per Member State (in Ths €), compared to transport,

storage & communication industry, services and manufacturing industry, 2006
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Development over time

Between 2001 and 2006 the labour productivity witthe industry decreased slightly
from €40,200 to €39,800. As shown in Figure 5.1&drmburg noted a serious decrease

in labour productivity. Generally, the new Membéeat8s show lower labour productivity
levels than the old Member States. The labour mtidty has however increased

significantly over the last five years in these nBl@mber States. Increases in labour
productivity can be mainly obtained through a pescef automation. In the old Member

States this process of automation has probablyeekits limits, while there is still room
for improvement in the new Member States. Even wthen success of online travel

agents might prove that the limits of automatios r@ot obtained yet, the tourism industry

will always remain depending largely on persondriaction. This might especially be
true for the travel agent business, the most olkp@people business’ in the TO&TA

industry.
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Figure 5.16
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Tour operators and travel agents: labour productivity per Member State (in Ths €), 2006 compared to 2001
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Competitiveness analysis of the tour operators tadel agents
industry

Whereas the previous paragraphs focused on theowmas’ layer of the TO&TA

industry’s competitiveness (see Figure 1.3 in Gérafp), this paragraph focuses on the
underlying competitiveness layers. We discuss élevant processes, structure and input
factors, as well as the different strategies argin@ss models that we see in the industry.

Relevant strategies and business models
Horizontal and vertical integration

The segment of tour operators and travel agentsihdsrgone important changes over
time. Until the mid 1990s this market was charastel by a large number of players,
mainly nationally based and individually owned eptses.From the mid 1990s orthe
market became dominated Hgwer yet bigger players.These dominant corporate
groups are active in all key European horizontatiyegrated markets and often also
vertically integrated throughout the value chain.

Especially theprocess of vertical integration followed by West- European players
turned out to be a successful strategy in the 189@wlarge the profit margins realised
on the activities undertaken. Until 2001, many toperators invested Expanding their
portfolio to different non-core activities, for example retail (travel agent), hotel, airline
and DMC.After 9/11 however, tour operators were facing importantdessn their non-
core activities, leading to thdivestment of (parts of this) non-core activities.For
example, tour operators that disposed of a flightatel capacity to cover the high season
peak before 2001, reduced their maximum capacityO% or 80% of the maximum
capacity needed after 2001. Fluctuations in densednow countered with additional
capacity from elsewhere.
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Changing roles of tour operators and travel agents

Tour operators have traditionally played the rolemholesale companies by bundling
airline seats, hotel rooms and coach transferitiasilinto travel packages. The consumer
can purchase these packages with the local trayeitaBesides selling the holidays
packages composed by tour operators, a travel agenélso buy products directly from
the suppliers (airline companies, accommodatian) and sell them to customers. Travel
agents act as intermediaries between the consumaneohand and the supply side on the
other hand (tour operators, airline companies).eAs an intermediary, travel agents do
not dispose of material stocks themselves. This ontrast with the tour operators that
do need to invest in seat capacity on air planes, ¢apacity in hotels, etc., before
bookings are made.

Because of the increased competition andwiidespread adoption of ICT, the clear
distinction between a tour operator and a travehags disappearing. Tour operators are
increasingly selling their packages directly totougers, trying to reduce the final costs
for the consumer by cutting out the intermediarfditionally, the suppliers themselves
such as airline and accommodation companies afigseheir products directly to
customers, bypassing travel agents and even tauaiops.

New businessebave also emerged. Since the liberalisation dfrairsport, consolidators

are now acting as wholesalers intermediaries betveédines and retail agents. More
recently wholesalers in the accommodation segntkatso called “bed-banks”, are also
distributing via retail agents or directly to thestomers, mostly online (cf. the hotel.com
sites).

Strong pressure on profit margins

The marketplace for tour operators and travel agenbecomingorogressively more
competitive. Consumers do not only become more price-conscithes, number of
channels through which customers can be reachedytoaen rapidly. This results in
prices going down, making it difficult, particulgrfor smaller companies, to maintain
their market share. As a consequence, the entespnis all sub-sectors are forced to
reduce prices and thus costs, but maintain theilitgustandards at the same time. In the
sub-sector of tour operators and travel agentshtisked to low profit margins.

But companies in this sub-sector dealing with considerable risks.This is especially
the case for tour operators. The price for a hgligickage is calculated more than a year
before the packages are offered for sale. The ¢ottl of such a package can however be
subject to considerable fluctuations - especialkghange rates and aviation fuel.
Moreover, it remains very difficult to estimate tdemand for different destinations in
advance, as the attractiveness of a destinatiangsly influenced by external factors not
controlled by the tourism industry (cf. ChapterR&membering the small profit margins,
for many companies operating as a tour operattnavel agent such adverse fluctuations
might make the difference between profit and detitithe business.
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Tour operators are trying to cope with these smadfit margins by ‘buying forward'.
This remains however risky and accurate forecastgin vital: unnecessary costs are
incurred if too much is “hedged”. As will be disses in the next paragraph a strong
market position can significantly reduce the rigkal costs by negotiating better deals
with individual suppliers.

Risk sharing in the tourism value chain

In many ways the TO&TA business can be describecelaively flexible, especially
when compared to the accommodation sector. Touratgre and travel agents are for
example not committed to one destination or onelh@his flexibility together with the
presence of fewer but bigger players in the macket easily lead to a relatively strong
bargaining position vis-a-vis the more “static” aognodation sector. The role as
intermediary between the tourist and his destinatbliges tour operators however to
reserve capacities well in advance. This implidatirely high risks: once a contract is
negotiated, it is the tour operators’ responsiptlit fill this reserved capacity.

A possibly strategy to reduce the price risks is thtegration of bed portfolios or
transportation capacities in the activities of tayrerators. But this strategy is only
preferable in periods of increasing demand, wheneasther periods the higher fixed
costs connected to this strategy weight upon timepetitiveness of enterprises involved.
This has been the reason for larger tour operatmh as Thomas Cook to adopt a new
strategy by reducing their involvement in accomntimsieand transport.

The strong market position allows the (large) tour opeators to achieve better
contractual conditions, helping them to reduce theiown risks. They include long-
term reservations of bed and transport capacitietjding the possibility of withdrawal
with up to a few days’ notice. Only larger hotehiis can resist this bargaining pressure.

Strong focus on intra-European and outbound tourism

As already mentioned, the tour operator segmeriurope is dominated by a limited
number of larger players such as TUI Travel andnid® CookMost of these larger
players are almost exclusively active in intra-Eurpean and outbound tourisn?’.
Very little attention is paid to inbound tourisnoifn third countries to the European
Union.

Labour costs and conditions

Labour cost in total cost of business
The share of labour costs in the total cost of imees issignificantly smaller in the
TO&TA industry than in the accommodation sector. On average, personnel costs in

the TO&TA industry make up only 8% of total busise®sts. Compared to the average
share of personnel costs in services (41%), thisnsrkably low.

" In this paragraph the concepts of outbound (outgoing), inbound (incoming) and intra-European tourism (inkeeping) are
defined from a European point of view, See also footnote 59
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* In the TO&TA industry, thecost structure of tour operatorsin particular is
largely determined by the cost of purchasing capari air transport and
accommaodation, thus explaining the low share oéqmmel costs in total business
costs.

» Thecost structure of a travel agenton the other hand, is completely different.
As explained earlier, they act on behalf of touerapors or other suppliers of
tourism services and have no inventories. For tragents the most important
operating costs are normally staff costs and rénpremises. Therefore, one
would expect that the share of personnel cost®tal business costs is much
higher in this segment. Unfortunately, the datandballow us to separate both
groups of enterprises from each other.

Figure 5.17 Tour operators and travel agents: share of labour cost in total cost of business per Member State (in %), 2006
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Source: Eurostat
Labour conditions

The TO&TA industry is characterised by relativebyv wages. However, the very low
average profit margins leave little room for higleages, leading to a high turnover of
employeesFinding and keeping good and qualified employees iherefore a major
challengein the sectdf. On one hand, the sector is evolving towards & Isigrvice
economy (see next paragraph), but on the other tienchargins to invest in labour and
knowledge are very limited. This is seen as astattural problem.

8 Interview ECTAA
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5.5.3 Innovation and productivity enhancement
ICT and organisational innovation

Two of the most important innovations influencirg tstructure of the tourism industry
over the last 15 years are without doubt the rfdeva cost carriers and internet. With an
increasedaccess to internet,consumers suddenly were able to book, for instance,
transport or accommodation online, almost at thmesarice as a tour operator. These
innovations had aimportant impact on the structure of the industry. New concepts
such as ‘dynamic packaging’ (consumers can putthegeheir own holiday) have been
introduced by tour operators and travel agentsrasetion to this evolutidh So far this
concept is especially used in more mature marketdNorthern and Western Europe.

Therole of a travel agent needs to adapb this new reality. The focus of their activities
needs to shift gradually towards bringing more adekdue: not only selling tickets but as
well being ‘travel consultants’. This will resutt ia major reorganisation of the se€tor
According to ECTAA travel agents will need to wamkore intensively in accordance
with the ‘AAA-model’: Advice before the trip, Assence during trip and After sale
service. Many travel agents, however, have not niaiddransition yet, which will be the
challenge of the coming years.

Over time, themportance of networking has increasedFor different travel agents it is

in many ways interesting to work together with otpkayers within the same sub-sector.
Examples are the collective purchase of productd simaring certain services like

management tools, education, advice, visa serviMeseover, travel agencies may join
cooperative agreements with other partners in theigm value chain such as tour
operators. It is expected that these aspectsmeilease in importance over time.

New product developments

Although tour operators constantly bring ‘new’ puots on the market (new destinations,
hotels, etc.), it is felt that theTO&TA industry in Europe lags behind other regions

in terms of developing new conceptsOpportunities for a more specific market
segmentation, such as the development of specificreew products targeting specific
groups (e.g. active seniors, single parent familigs are not being fully exploited by

TOs at the moment.

5.5.4 Internationalisation

Until the mid-1990s the tour operators and trawgdrds’ market largely consisted of
independent nationally based companies. Aftergkabd, horizontal integration started.
In a first stage, this consolidation took placehivitdomestic markets, but after a while

® Interviews ECTAA, IACA

n spite of the enlargement of the EU from 12 to 27 Member States the number of enterprises didn’t grow proportionately.
Twelve years ago there were approx. 70,000 enterprises in 12 Member States, while the countries of the EU-27 counted
approx. 80,000 TO&TA enterprises in 2006.

™ Interviews UNWTO, ETAG, ABTO
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large national companies started to look abroadfdiother expansion opportunities.
Without doubt the completion of the EU internal kedr contributed to thigapid
internationalisation of ownership in the TO&TA industry. Thigrocess started in the
old Member States, most markedly in Germany and the UK which are ldrgest
outbound markets. In 2009, horizontal integra@mational level is a typical strategy
for Eastern European players. The major Westerogaan players are also exploring
opportunities in the new Member States, but havéasdaken a rather defensive ‘wait
and see’ attitude.

Although the internationalisation process hmestly been limited to the European
area, Thomas Cook and TUI Travel are nowadays expanitieig activities to emerging
markets such as China, Russia and InOeveloping a more global strategys driven
by a strong need to reach larger volumes, to batgotiate deals with accommodations
and airline companiés

5.6 Impact of the financial crisis on tour operatord &navel agents

Similar to our analysis in the accommodation indysthe tour operators and travel
agents industry shows a number of effects of thmaniial and economic crisis
specifically linked to this industry, in addition the general assessment of the impact of
the crisis done in paragraph 2.3.

5.6.1 More resistant to the crisis?

Following the general trend, tour operators andiefraagents are also feeling the
consequences of the financial and economic downtBut based on the most recent
information available the industry seems to be less affected compared ther
sectors.Both ABTO and ECTAA confirm that hitherto the nuenlof package holidays
effectively realised is comparable to the same @ateyear.

* Leisure travel has been good during the Christmas Holidays 28p&ng half-
break 2009 and Easter 2009. Bookings for the upogmoliday season (summer
2009) however clearly stay below the numbers ofviptes years (see next
paragraph).

» Business travel,has been more significantly affected by the crgsifar. Many
corporate businesses have reduced their travel etsidgr 2009 and travel
management companies are observing decreasesoveurup to 20-25 % for
the first quarter of 2009. This observation is aieafirmed by figures from the
airlines’ industry, where strong decrease of prempassengers is observed.

2 Interview ABTO
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5.6.2

5.6.3
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Changing consumer behaviour

Notwithstanding the fact that customers do not appe travel less for leisure purposes,
the booking behaviour of consumers has clearly changesince the beginning of the
financial crisis. Changes do not only refer to ddhom long haul to short haul trips,
shifts in mode of transport or between individuaktthations. Consumers also tend to
wait as long as possible before booking holiday. The travel market has become a real
‘last minute’ market over the last few months. Whemparing the number of bookings
for the upcoming summer season 2009, the numb20@8 was significantly higher in
March 2008 compared to March 2609This makes forecasts about the expected
business in the summer season very uncertain. @gitelieve, however, that although
consumers areutting in secondary trips such as city breaks and other short trips, the
main summer holiday will be kept and last-minut®hkings will partly compensate the
low figures of the first months, even though taagth of stay will be most probably
shorter and spending lower.

Although the past holidays (Christmas, Spring ha#fak and Easter) did not show
significant declines in business, the most recembBarometer Survey found that only in
six Member States a clear majority of responderitis oliday plans were confident in
affording to take a holiday in 2009: Finland, thetherlands, Sweden, Luxembourg,
Denmark and Austria. About half of Belgian and Ganmespondents also felt similarly.
In the other Member States, less than half clairtfesy would have no financial
problems. Bulgaria, Lithuania, Estonia, Hungary &amania had the lowest share of
such optimistic replies (all around 20%). The syriwaicates that especially in the new
Member States tour operators and travel agents tnsgh be confronted with a
decreasing demand over the coming months.

This high uncertainty about the future demand due to the last minute booking
behaviour of customers does havaraportant impact on the whole chain of activities

in the industry. At present, tour operators faceegotiation of contracts between tour
operators and carriers, hotel, etc. Given the gtnorarket position of the large tour
operators, it allows them to spread the risk acatisactors in the tourism value chain and
avoid having to bear any negative consequencepossible decrease in demand on their
own.

Access to finance

Similar to the accommodation industry, access narfce is an important issue in the
current economic situation. The financial structofetour operators and travel agents
(very low profit margins) does not facilitate theiccess to finance. Generally, financial
institutions still consider tourism to be a cycliead vulnerable industrGetting loans

is an important point of attention, but given the financial and economic crisis the
problem has stepped in the limelight.

TO&TA enterprises are not only dealing with probteto get access to finance. Other
organisations like IATA are increasing the pressureon businesses as welln recent

" Interview ABTO
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5.6.4

Figure 5.18

ECORYS A

months IATA has raised the financial criteria arahdling requirements for the IATA
accredited agents. Consequently, an increasing eumbretail agents, and not only
SMEs, cannot comply with these new criteria and rbaysimply excluded from the
specific air ticketing activity.

In general, it is expected that the financial erigill lead to a higher rate of bankruptcies,
reorganising and integration. Thector will continue to consolidateresulting in fewer
yet stronger players. The economic crisis will @ioly speed up the transition in the new
Member States and horizontal integration will gstéa after 2009.

SMEs: impact and short-term prospects in lighthef financial crisis: SME panel
survey results

The EC panel survey among SMEs in the tourism selgéml 551 responses from
businesses in the tour operators and travel agabtsector. Over half of these businesses
(56%) came from old Member States. Romania (10%larfel (7%) and Hungary (7%)
are best represented among the new Member Stategnkral, there is no difference
between responses from old and new Member Statdgugh the results of the survey
are not representative for the EU TO&TA sectorjsitthe most recent data source
available to capture the impact of the economisiri

Demand/ consumption trends and changes

Within the tour operators and travel agents subese@lmost 45% of respondents
claimed they savan increase in demancdbver 2008. Even though a third of respondents
indicated they faced decreasing demand, these nmanalbe a somewhat more positive
than in the accommodation sub-sector or in theigouisector as a whol&specially
domestic demand and demand from EU-15 countriemcreased, as well as from new
Member States (Figure 5.18). For the other cowtneore respondents said tourism
demand decreased compared to those who saidétised.

Tour operators and travel agents: changes in demand from different (groups of) countries (% of respondents)

Resident country

EU 15 countries

New EU Member States

North America

B Increase

Latin America B Decrease

@ Don't know

Russia

Japan

China

India

I I
0% 20% 40% 60% 80% 100%

Source: SME Panel Survey 2009

™ Interview ECTAA
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However over 80% of TO and TAs sawclaange in the consumption patterrof their
clients. Two-thirds of respondents said clientsalpee more price conscious and spent
less money in the past six months. Over 20% indit#bat clients became more quality
conscious. On the contrary, 6% noticed that cliemeye spending more money.
Compared to the full year 2007 35% of respondef#sned their clients spent more
money in 2008 than in 2007. This is a higher peaegan than in the tourism sector as a
whole (25%) or the accommodation sector (20%).

Out of the TO & TA SMEs in the sample, 72% notica impact of the current
economic situation on their businessind another 17% said there is a possible impact.
The majority of respondents that indicated to seear impact face increased overall
costs, while more than 20% face an additional fingnburden (Figure 5.19). Almost
30% of respondents answered ‘other’. Comments ia tategory mostly refer to
decreasing demand, fall in clients spending arehtdipostponing their decisions.

Figure 5.19 Tour operators and travel agents: type of impacts on business due to current economic situation (% of

respondents*)
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*: the results refer to the group of respondents #mswered “yes” to the question “Does your bissifface any impacts
due to the current economic situation?”
Source: SME Panel Survey 2009

Nearly 70% of SMEs have undertakerajor actions to address the impacts of the
economic crisis.This is 10% less than enterprises in the accomtimdaector, whereas
the number of enterprises acknowledging an imphthe current economic situation is
the same. Cutting costs and postponing investraetsisually mentioned as actions to
address the crisis (Figure 5.20). ‘Other’ actionslude offering a broader range of
services or new products, more (and targeted) ptiomand special offers/ discounts.
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Figure 5.20

Figure 5.21
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Tour operators and travel agents: actions undertaken to address the economic crisis (% of respondents*)
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Source: SME Panel Survey 2009

The SME panel was also asked wkapport actions at European levelthey would
consider most important. The ones mentioned megugntly are measures to strengthen
demand and measures to encourage investments aodation (Figure 5.21). In the
category ‘other’, a majority asks for reduction dr@dmonisation of taxes.

Tour operators and travel agents: support actions at European level (% of respondents)
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Future outlook (2009)

For 2009, almost half of the SMEs in the TO&TA sdetor expects rather negative
impacts of the current economic situation and artquaexpects substantial negative
impacts. On the contrary, 9% expect rather positiygacts and 6% expects no impact at
all.

The nature of the impact expected is in most casdecrease in demand, followed by
guests spending less money (Figure 5.22).
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Figure 5.22

Figure 5.23
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Tour operators and travel agents: expected impact of economic crisis on business (% of respondents*)
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*: the results refer to the group of respondents #mswered “yes” to the guestion “Do you expegtiarpacts of the
current economic situation on your business imter future?”

Source: SME Panel Survey 2009

Half of the respondents expect the need to undentadjor actions to be able to address
impacts of the economic crisis and more than atqu#inks this would possibly be the
case. Both groups of respondents mention cuttirsscmost frequently (Figure 5.23),
followed by a reduction in the labour force and plestponing of investments.

Tour operators and travel agents: measures to be undertaken in near future to address economic crisis (% of

respondents*)

70%

60% -
50% -
40% -+
30% -
20% -
10% -+
Nl B B B e

“—

Other H

Cut costs
Reduce
labour force
Postpone
investments

Increase
prices of
services
Take loans
Reduce
services

*: the results refer to the group of respondends dmswered “yes” to the question “In the nearri(in 2009), will you
have to undertake major actions in order to be béeldress impacts of the current economic sanati

Source: SME Panel Survey 2009

Thebusiness outlook for 2009s negative for 38% of TO & TA SMEs in the survéwut
on the other hand a third thinks it is positivemalkt 5% has a very negative outlook.
Tour operators and travel agents are more positivein this regard than the
accommodation sub-sector, but in line with the tousm sectoras a whole.
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6 Developments in other relevant sectors

In this sixth chapter we consider the developmansome sectors with an impact on the
competitiveness of the tourism industry in genemtl the accommodation and tour
operators and travel agents sub-sector in particdlais chapter largely builds on

different face-to-face interviews with major stagkters of the EU tourism industry and
the specific sectors. The sectors which will beased in this chapter are:

Transport sector in general, with particular foonsair transport
Attractions
Restaurants and cafés
6.1 Transport sector
Tourists are using several modes of transportdothreheir destination. This first section
will discuss some major developments of the trarispector and then more particularly
of the air transport.

6.1.1 Relative importance of different modes of transport

In 2007, about half of arrivals in Europe travelleg air (47%), while the remaining
arrived by surface transport (53%) — by either r@%6), rail (4%) or water (7%).

Figure 6.1 Transport sector: international tourist arrivals in Europe by mode of transport (in %), 2007

O Air transport
47% B Road transport
O Rail transport
O Water transport

Source: UNWTO (2008), Tourism Highlights
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Over time, air transport grew at a faster pace thaface transport, leading tagyeadual
increase in the share of air transporf’. For a more detailed discussion on the major
characteristics and challenges of the differentrezgs within the transport sector, refer
to IRU, AEA and IACA interviews in Annex lll. Basash these, we limit ourselves here
to some general trends in different surface trangpode$® The segment of air travel
will be discussed with more detail below.

As forrail travel, it is expected that government investments in higli-speed lines
in Western Europe will bring lower prices, improgiservices and increasing speed
of travel. On shorter distances high-speed traiag start to compete with planes, but
the implementation of projects takes time. If thember of projects would be
substantially higher, high speed trains might bexanmore competitive for travels
with less than 3 hours. Eurostar, the cross-Chamilebperator, saw for instance an
increase over 10% in the number of tickets salespassenger numbétsThere is a
large difference in rail road development betwedfernt regions within Europe.
Whereas the development of a high speed network rbesived considerable
attention in Western Europe and has been successipain for example, it involves
high investments and further development of ragdranfrastructure in Central and
Eastern Europe is not considered so far. Some dhgiighe upgrade of dilapidated
trains in Central and Eastern Europe would progdeater benefit to the society,
curbing the downward rail trend.

Transport by land is partly referring tooach travel This segment is largely
characterised by small and family owned businedsesecent years, however, the
sector has been characterised by a consolidatidndarersification process. As
discussed with IRU a further professionalisatiorihef sector will become important
as well as will be the adaptation the overall imafjthe sector towards both potential
consumers and employees. Despite the fact thadbeomic crisis together with the
pressure from taxation and regulation is troubtimg future outlook of the sector the
overall expectations are positive. This is mairdpmected to the flexibility of coach
travel vis-a-vis air transport and the absencehefriecessity of big infrastructures
like airports. Surely, coach travel will have tongmete with both low cost carriers
and high-speed trains.

Sea and inland waterways Over the last 30 years, the global cruise ingukts

grown by an average of 10% per year, making itféls¢est growing sector of travel
industry. The main cruise regions are the Caribb@&do), Mediterranean (13%),
Northern Europe (10%), Mexico/Panama (10%) and Kslg8%)’. In 2008° over

4.4 million European residents booked cruises gsgting more than a quarter of all
cruise passengers worldwide. This number increbged.5% over 2007. Nearly 4.7
million passengers embarked on their cruises fraéfar@pean port, with over 75% of
these being European nationals. The vast majofitlyase cruises visited ports in the
Mediterranean, the Baltic and other European rexgidhe economic importance of

> UNWTO (2008), Tourism Highlights 2008 edition.

"® European Travel Commission (2006), Tourism Trends for Europe.

" The NSW cruise market — a discussion paper, Tourism New South Wales, 2007

"8 Data based on GP Wild (International) Limited and Business Research and Economic Advisors (2009), Contribution of Cruise
Tourism to the economics of Europe, study on behalf of the European Cruise Council and its partners Euroyards, Cruise
Europe and Medcruise.
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cruise tourism in Europe is shown in the followifigures: €14.2 billion in direct
spending by cruise lines and their passengers2€ilion in total output, 311,512
jobs and €10.0 billion in employee compensationalreport of DVB Research &
Strategic Plannird the main challenges for the cruise industry wortahave been
identified. Those are: oil price (when oil pricesmge between $50 and $60, fuel costs
amount to 10-11% of vessel operating costs), réiguis (including taxation and
environment), piracy (the persistent threat of S@nis of increasing concern to
cruise lines), health care (health care remainsmportant consideration given e.g.
the significant number of older people), strongde(the US/Euro exchange rate is
influencing the building industry as well as themher of passengers from the US
and elsewhere) and cost control (as in other périse industry, the costs to operate
a vessel can quickly increase because of varicasons such as toll, energy, fuel,
etc.)

6.1.2 Key characteristics of air transport

Figure 6.2

ECORYS A

Capacity available per type of carrier

Figure 6.2 shows the distribution of European &nsgport expressed as the number of
weekly seats available by carrier tygeharters/ holiday carriers represent only a
small part (less than 10%) of the total capacityf air transport.

Transport sector: distribution of European air transport by carrier type (number of seats available per carrier
type), 2007
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Source: DLR, 2008

Data from the Association of European Airlines (AEshow that thenumber of
passengers has increased from 2004 onwarasdter several years of decline (see Figure
6.3). The decline in the period 2000-2003 is exdiby 9/11, SARS and the war in Iraqg.
The same trend is visible for the revenue passetger

" DVB Research & Strategic Planning, The Cruise Industry and its outiook 2009-2013: The Secret to Dancing with Waves,
February 2009
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Figure 6.3 Transport sector: number of passengers (left vertical axis, in Ths) and revenue passenger km (right vertical axis,
in Mio km) of European airlines, 2000-2007
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PAX: Number of passengers; RPK: Revenue PassengfP&ying passenger x km flown]
Source: AEA, 2008

Passenger traffic in Europe, expressed in RPKeas®d by 6.0% in 2007, compared to a
worldwide increase of 7.4%. This, actually, wagldliy better than the 5.3% increase in
2006. Between 2006 and 2007, AEA member airlingsontea 5% increase in their
number of passengers carried, up to 361 milliord an5% increase in RPK. Their
average passenger load factor rose to 77.0% (dde G4.).

Table 6.1 Transport sector: European Airlines passenger operations, 2000-2007
‘ N° of carriers ‘ Pax (000) ‘ RPK (Mio) ‘ ASKs (Mio) PLF (%)
2000 30 309 002 617 654 849 397 72.7
2001 31 307 668 620 089 878 594 70.6
2002 30 293 162 589 575 801 370 73.6
2003 30 292 717 598 454 815 998 73.3
2004 30 310 358 656 677 880 085 74.6
2005 30 329 014 699 515 922 077 75.9
2006 32 345 636 741 606 970 717 76.4
2007 32 361 418 781 165 1015 004 77.0

PAX: Number of passengers (in Ths); RPK: Revenassénger km [Paying passenger x km flown] (in Mit);kASK:
Available Seat km [Available seats x km flown] {#io km); PLF: Passenger Load Factor [RPK / ASK] %)
Source: AEA, 2008

With the rise in average load factor, the profiligbof European airlines also continued
to improve. In 2007, the net profit for Europearriesis was at 5.1 billion dollar while in
North America this was 2.8, Asia Pacific 0.9 and Middle East 0.3. Total results for
operators in Latin America and Africa were negativer Europe, the 5.1 billion dollar
profit (3.7 billion Euro) was the best result inoag time (see Figure 6.4). Obviously, a
downturn in the industry’s profitability in 2008 fisreseen.
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Figure 6.4

Figure 6.5
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Transport sector: operating result for European air carriers after interest (in bn €), 2000-2007
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Low cost carriers

An important change over the past years has beerigh of low-cost carriers (LCCs) in
addition to the traditional carriers. In what wdnetLCC are actually competing with
more traditional airlines might be a point of dission. Nevertheless, it is clear that
LCCs have introduced lower prices in the airline imustry and opened up many
remote areas.Figure 6.5 shows the increasing capacity of lost@irlines worldwide.

Transport sector: seat capacity of low-cost and traditional airlines worldwide (in absolute numbers), 2002-2011*
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*: dark purple/blue = real figures, light purpleibl= forecasts
Source: Schedule Reference Service (2007), Low-Kositor 2007

Growth among LCCs has been 26% in 2005 and 21%906,2whereas the capacity of
traditional airlines remained more or less the sdm&006, the sector accounted for 28%
of all intra-European capacity. Furthermore, thaphr shows that by 2011 for the first
time, over half of all Intra-European point-to-pbpassengers will be carried by LCCs.
Based on data from Amadeus three LCCs, RyanaiyJeaand Air Berlin are figuring in
the top ten largest airlines in Europe.

The rise of LCCs is howevaot a univocally positive story.Important remarks refer to

operations in the so-called “grey areas” and tlatgd subsidies in order to attract LCCs
as instrument for regional development. The scdyhi® study is however not to reflect
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the debate on the role and importance of the LCEliwit ourselves here to a number of
general remarks which might be relevant for anatyghe competitiveness of the EU
tourism industry:

LCCs have not only led tmmcreased competition between airlinegfor example
leading to full-service carriers adopting low-cpsicing models), but alsbetween
different modes of transport(e.g. air and rail, air and car).

Traditional airlines are, given their business medtargely focused on feeding a
hub, while low-cost carriers depart from differemtports all over Europe. Even
though LCCs serve the same airports as traditiairalcarriers theLCCs have
opened up new routes to and from secondary airportaway from the main hubs
used by traditional air carriers. This has expantiedpotential traveller market by
bringing air travel closer to where people live. idlover, this means that new
destinations are being created through improvedsaiility®. Secondary cities such
as Dublin, Strasbourg and Valencia have becomertiapiodestinations.

LCCs havecreated an additional tourism demand.They attract new groups of
travellers with limited budgets.

LCCs havemade mid-week holiday travel more attractive,since lowest fares are
offered during off-peak travel times. This alloves £xample hotels or restaurants to
maintain higher booking rates during weekdays

LLCs have contributed to more even traffic distribution of tourists throughout
the year, especially vis-a-vis charters. Very bluntly, weulb state that charter
airlines largely concentrate on Mediterranean destins during summer or ski
destinations during winter. LCCs on the other haffdr year round flights to the
destinations they serve. However, charter airlamesonly a small proportion of total
airline transport; the effect remains therefore astdAlso, the main capacity is still
concentrated in the group of traditional schedaledarriers.

Hitherto LCCs have been focusing on intra-Européiavel. The LCC have not
penetrated the intercontinental market yet. WHiles irather easy to obtain substantial
economies running a European network, these ecasoohiscale are less easy to achieve
when competing with network carriers on long haektthations. Therefore, at the
moment, most attempts to run a long haul LCC haited. It might be interesting to see
what will happen when the new transatlantic sirgig will be functional. The current
trends are not auspicious for a LCC to start loagl loperations.

Trends and developments in air transport sector

Major changes in the past
The aim of this study is not to analyse the contipetiess of the airline industry as such.
We will however list the main characteristics ok tlirline business that have an

influence on the tourism business and the competiéss of the EU tourism industry as a
whole:

g0 European Low Fares Airline Association (2004), Liberalisation of European Air Transport.
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Low Cost Carriers: the rise of LCCs has clearly entmurism available for a greater
share of the population. It has also opened up mewket segments, for example
citizens who where not travelling by air before tise of LCC.

Consolidation: The ongoing process of consolidation and integnatiesulted in
three major alliances with a global coverage: 3iaance (17 members), SkyTeam
(12 members) and Oneworld (10 members). Star Aléanmarket share among all
IATA carriers (measured by passenger-kilometregls Iheached 28% in 2007,
followed by SkyTeam with 24% and Oneworld with 2@Fgure 6.6). The role of
alliances is expected to increase even more.

Additional regulation: EU legislations and regulations have a large exfae on the
operating costs of air carriers. European legmtatias for instance regulated many
aspects of consumer protection. Since the eventd &eptember 2001, security has
become a very important issue for airline operators

Impact of ICT: ICT has a major impact on the sector. The besivknexample is
probably the system of e-ticketing. Information itadaility has improved a lot and
passengers have the opportunity to book onlinetlirey airlines. Another example
Is the possibility of online check-in, which is s&y time for consumers and costs for
companies.

Monopolistic market structure for service providers Over the last decade,
competition among airlines has increased enormobsly the market of service
providers (aircraft manufacturers, airport authesit air traffic control, etc.) has still
a monopolistic structure. The airline market hasrbéberalised, which led to a
strong increase in competition and high pressureraes, but at the same time the
monopolistic position of service providers remairact.

Transport sector: market shares major airline alliances (passenger-kilometres, in %), 2007

O Star Alliance
O SkyTeam
@ Onew orld

@ Non-alligned airlines

Source: DLR, 2008

New initiatives with potential impact on tourisndirstry

At present, new initiatives are being discussetha@tievel of the European Commission,
which might have an impact on the competitivenesshe EU tourism industry. We
mention here the following three initiatives whiblave been highlighted at different
interviews with stakeholders of the tourism indystr

¥ DLR - German Aerospace Center (2008), Annual Analyses of the European Air Transport Market: Annual Report 2007.
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Single European Sky (SES)Mainly due to historical reasons the European isky
very fragmented. According to AEA, the cost to Hidines of €9,5 billion per year
for European Air Traffic Management (ATM) could beproximately €3,3 billion
per year lower if the system were operated moreiefitly. Major initiatives have
been taken to create a Single European Sky. Tlg;aliSES | package focused on
congestion in the air and subsequent delays aetlyséi March 2009 an updated, far
reaching aviation package of measures has beeecagmn. This SES Il package
consists of four pillaf. The first pillar introducing several enhancemetutsthe
original SES legislation, the second introducirgtesf-the-art technology with the
SESAR programme bringing together all aviation skefders to develop a new
generation, Europe-wide air traffic management esystThe third safety pillar
implies increased responsibilities for the Europ@aration Safety Agency and the
last airport capacity pillar tackles the shortafeuaways and airport facilities, which
currently threatens to become a major bottlenedks Ppackage of measures will
enable aircraft to fly the shortest routes poss{aled thus shorter travel times for
customers) in line with growing environmental regments.

Emission Trading Schemes (ETS)The EU ETS is an international company-level
‘cap-and trade’ system of allowances for emittirgbon dioxide (CO2) and other
greenhouse gases. The EU ETS should allow the EamopJnion to achieve its
emission reduction target under the Kyoto Protata cost of below 0.1 % of GDP,
significantly less than would otherwise be the cdsee system will also be key to
meeting the EU's more ambitious emission redudaogets for 2020 and further into
the future®® The airline industry is often named as an impdr&murce of pollution.
In January 2009 a directive to include aviationoithe EU Emissions Trading
Scheme (ETS) is published in the Official Jouthalvithin this ETS virtually all
airlines with operations to, from and within ther&pean Union will come under the
scope of the EU’s emissions trading scheme.

Denied boarding compensation The denied boarding compensation for
circumstances out of the airline control (i.e.podit instability, meteorological
conditions incompatible with the operation of thight, security, unexpected flight
safety shortcomings and strikes) is currently bethgcussed at political level.
Experience shows that airlines in most cases invakese extraordinary
circumstances when facing a cancellation, being shigiect of many customers’
complaints. In 2005 the Commission advised all Comity carriers that such a
practice cannot be abus&dShould this compensation also be approved in these
extraordinatry circumstances, the costs of compmmsand the responsibility for
airlines will increase, leading to decreased coitipehess.

8 http://ec.europa.eu/transport/air/single_european sky/ses 2_en.htm

8 EU against climate change: The EU emission Trading Scheme, brochure 2009

8 http://ec.europa.eu/environment/climat/aviation_en.htm

8 Communication from the Commission to the European Parliament and the Council pursuant to Article 17 of Regulation
[EC]261/2004 on the operation and the results of this regulation establishing common rules on compensation and assistance
to passengers in the event of denied boarding and of cancellation or long delay of flights, 2007
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Impact of increased energy prices and financiasisri

Since the inception of the air transport industryhe 1950s, passenger traffic has grown
constantly, with the strongest grown between 198D2004. This period is characterised
by stable and relatively moderate oil pri€e®ecently, however, this trend altered with a
peak in theoil prices in the summer of 2008argely affecting the cost of flying.
Moreover, in the second half of 2008 the econonmd &nancial crisis added to the
negative impact on the airline industry. The figloelow shows the international air
passenger growth by region until October 2008, wineneffects of the economic and
financial crisis were about to become observable.

Transport sector: international air passenger growth by region (RPK, in % year), Jan-Oct 2008 compared to
2006 and 2007

International air passenger growth by region

%% year. RPK

2007

124 Jan-Oct
. zaze\

Africa  Asia'Pacfic  Ewope Laftm  MidEast NAmescz Word
Spurce: IATA America

Source: ETC Financial Crisis — Tourism Economic8&0

The financial and economic crisis is resulting in a shi@ decline in the demand for
air transport. Growth rates are showing a decline of 20% and miorapared to same
months one year ago. The decline in demand idataible to a combination of higher
fares, declining wealth/incomes, declining businasd reduced air service for certain
routes. An important decision has been taken byEilmpean Commission concerning
the time slots, in order to support the air castier

% Tourism in OECD countries (2008) and TTCI (2009)
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Use of time slots and the financial crisis

Time slots allocation at Community airports

According to the Slots Regulatineach air carrier has been allocated certain silwks
on individual airports. The highest prices are ghdrto the most popular slots. Slots are
attributed to carriers for winter and summer sessdie right to use allocated slats
remains intact as long as an air carrier uses thlegefor at least 80% of the time duripg
the season for which the slots have been allocallbd. slots laps, however, when
operated below this percentage. This entails giethat in periods of lower demand (e\.g.
current economic crisis) carriers organise flighten when they tend to be unprofitable,
just to avoid losing the allocated slot. Therefaneghe context of the economic crisis, the
European Commission has installed an exemption colecerning the slots for the
summer of 2009. Moreover, in 2008, the Commissidopéed a Communication on the
application of the slot allocation Regulafidmhich clarifies a number of issues in order
to ensure a better implementation of the existilgsrand to improve the efficient use|of
scarce capacity at congested Community airporhadigg, in particular, the acceptance
of "secondary trading" of airport slots betweencairriers.

Attractions

Europe as a tourist destination offersvide diversity of attractions. These attractions

cover for example culture, amusement parks, fdstivmuseums and gastronomy.
Besides these attractions, which build the basrs tbmrism development, product
segments, which are gaining in importance, arefample health and wellness tourism,
ecotourism and active tourism. Even if most atiomst only have a limited reach in
attracting tourists, most tourists visit a regiomcéuse of the diversity of or specific
attractions offered.

Culture as tourism product

Cultural tourism is one of the largest and fasteetving global tourism markets and the
cultural and creative industries are increasinglin@® used to promote destination and to
increase their competitiveness and attractiverieggeneral, the proportions of tourist on
a cultural holiday have worldwide grown from arouf@% up to more than 30%
(ATLAS, in the OECD report). Henceulture is increasingly seen as an important
element of the tourism product.At the same time, tourism provides an importanamse
of enhancing culture and creating income that ceesgyve, support and strengthen
cultural heritage. Strengthening the relationshigtwieen tourism and culture can
therefore help destinations to become more at@etind competitive as locations to live,
visit, work and invest in. Moreover, cultural tcem is attractive for destination countries
given thattourists on a cultural trip spend on average morehan other tourists.

&7 Regulation (EC) 793/2004 of the European Parliament and of the Council of 21.04.2004 amending Council Regulation (EEC)
95/93 on Community rules for the allocation of slots at Community airports
8 coM(2008) 227final
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Attractions: spending by holiday per trip (in €), 2006
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Source: OECD/ATLAS surveys 2009

The OECD report stated that “culture in all itsnfsris likely to feature strongly in the
tourism product and promotion of most regions, ettemse which have traditionally
relied on their natural assets, such as sun areshlmanountains for their attractiveness”.
Hence, regions are attractive to tourists due ¢oftii pallet of attractions available, like
cultural issues in their broadest sense as welleasatural conditions.

The most successful destinations are those, wiiobgnise the wider implications of the
relationship between tourism and culture. The nfiaitors linking tourism and culture to
competitiveness and attractiveness include théyabil culture to provide distinctiveness
for tourism. Policy makers are nowadays aware ithatstments in cultural heritage
can support the development of the tourism sectoLarge investments are being made,
also with the help of the EU Structural Funds, ®velop and market the cultural
attractions. Projects in this fields show that éhewestments often lead to an increase in
attracting foreign tourists.

In Europe, cultural heritage forms an important petitive advantage. Compared to
other regions in the world, thadense supply of cultural heritage in Europe is a ke
strength. In contrast to other continents, Europe’s attvactess is dominated by history
and culture going back many centuries. For numekasitors, an "Old Town' tour is
attractive enough. For Member States, it is verpdrtant to invest in the quality and
marketing of these towns, in order to optimallyifos it in the tourism market. Cultural
heritage loses its attractiveness if it deteriarated active maintenance of the quality is
therefore important. Furthermore, its potential banextended through better promotion
by national marketing organisations.
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Box 6.2 Culture and competitiveness of places

Cultural tourism within the European Union

During most of the ZDcentury, cultural resources were largely relateéducation and
the underpinning of local or national cultural itiges. Tourism was largely viewed ag a
leisure-related activity separate from everydag. [Ifrom 1980s onwards, cultural tourism
became viewed as a major source of economic dewelopfor many destinations. An
OECD study indicated that in several major econerttie value of the cultural industries
varies between 3% and 6% of the total economy.chimebination of tourism and culture
is therefore an extremely potent economic engieadihg to jobs and businesses, tax
revenues, opportunities for partnerships, etc.uCelis an increasingly important element
of the tourism product as it creates distinctiveriasa crowded global marketplace. Thus,
culture can strengthen the attractiveness and ditimpress of places, regions apd
countries. Based on data from 2007, the UNWTO edémthat cultural tourism accounts
for 40% of international tourism.

Source: impact of culture on tourism, OEGQD

6.2.2 Nature and environment as precondition for tourism

Just as with cultural heritage, environment/ natsir@ precondition of which the amount
cannot be influenced, but where quality is very amant. If nature is on its decline (e.qg.
due to pollution, erosion), less tourists will viairegion, leading to lower receipts and in
turn to lower income for conservation. As enviromtaé sustainability, water and nature
become more important values, countries can make ofistheir potential by active
promotion of their landscapes.

Although the concept of eco-tourism is difficult define, it however does have some
consistent features:

« The destination itself is usually an unpollutedunalt area.

. lts attractions are the flora and fauna, and itseebio-diversity.

«  Eco-tourism should support the local economy amthdigenous atmosphere.

« It should contribute to the preservation of the immment, and promote the
importance of conserving nature.

- 'Eco-trips' often include a learning experience.

The special asset of European eco-tourism is thguancombination of nature and
culture, managed through sustainable producing@agure. This economy has produced
an amazing diversity of relatively undisturbed makienvironments, such as national
parks, nature parks and protected areas. fi&igral and cultural diversity within a
destination can be considered as the most important attraofiomany European tourism
destinations. Similar findings have also been dtatethe recent work of the Council of
Europé®.

8 UNWTO: Ecotourism in Mountain Areas - a Challenge to Sustainable Development, European Preparatory Conference for
2002
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Europe has a number of Unesco Natural World Hegitaifes (29 natural and
natural/cultural sites out of 199 world wide). Taesstes are presented in the table below.

Attractions: Unesco Natural Heritage sites in Europe, 2009

Site Country ‘

Reserve

Pyrénées - Mont Perdul

Caves of Aggtelek Karst and Slovak Karst

Pirin National Park Bulgaria
Srebarna Nature Reserve Bulgaria
Plitvice Lakes National Park Croatia
llulissat Icefjord Denmark
High Coast / Kvarken Archipelago Finland
Gulf of Porto: Calanche of Piana, Gulf of Girolata, Scandola | France

France/Spain

Lagoons of New Caledonia: Reef Diversity and Associated | France
Ecosystems

Messel Pit Fossil Site Germany
Meteora’ Greece
Mount Athos® Greece

Hungary/Slovakia

Isole Eolie (Aeolian Islands) Italy
Belovezhskaya Pushcha / Bialowieza Forest Poland
Laurisilva of Madeira Portugal
Danube Delta Romania
Primeval Beech Forests of the Carpathians Slovakia
Skocjan Caves Slovenia
Garajonay National Park Spain
Dofiana National Park Spain
Ibiza, Biodiversity and Culture* Spain
Teide National Park Spain
Laponian Area’ Sweden
High Coast / Kvarken Archipelago Sweden
Giant's Causeway and Causeway Coast UK

St Kilda' UK
Henderson Island UK
Gough and Inaccessible Islands UK
Dorset and East Devon Coast UK

!Mixed cultural and natural site

Source: Unescahftp://whc.unesco.org/en/li3t/

Manmade attractions

There areonly a few super-regional and international attractons in the world.
Examples of international attractions are the Olgntpames, the World- and European
Soccer Championships, amusement parks such asylisrid and some museums like
the Louvre in Paris. The most important large atioas are presented with more detalil
below.
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Cultural and art attractions

Apart from the fact that old cities tours are offieche major attractions, there are several
attractions in European cities that relate to caltineritage and art, that attract large
number of visitors. Thenain manmade attractionsare presented in the following table.

Attractions: main manmade attractions in Europe by number of visitors, different years

Attraction

Location

Number

visitors

of

Year  (most

recent)

FN97613 — FWC Sector Competitiveness — EU tourism-industry

Kaiser Wilhelm Memorial | Berlin, Germany 1.500.000 2005 Cultural Heritage
Church

Notre Dame Cathedral Paris, France 13.000.000 2005 Cultural Heritage
Sacré-Coeur Montmartre | Paris, France 8.000.000 2005 Cultural Heritage
Eiffel Tower Paris, France 6.719.200 2006 Cultural Heritage
Memorial to the Murdered | Berlin, Germany 3.500.000 2005 Cultural heritage
Jews of EU

Reichstag (German | Berlin, Germany 2.700.000 2005 Cultural Heritage
Parliament)

SchloR Vienna, Austria 2.590.000 2007 Cultural heritage
Schénbrunn/Schaurdaume

Prague Castle Prague, Czech Rep. | 2.100.000 2005 Cultural heritage
Tower of London London, U.K. 2.064.126 2007 Cultural heritage
St Paul's Cathedral London, U.K. 1.623.881 2007 Cultural Heritage
National Portrait Gallery London, U.K. 1.607.767 2007 Cultural Heritage
Basilika Mariazell Mariazell, Austria 1.500.000 2008 Cultural Heritage
Louvre Museum Paris, France 7.553.000 2005 Museum

British Museum London, U.K. 5.400.062 2007 Museum

Centre Pompidou Paris, France 5.341.064 2005 Museum

Tate Modern London, U.K. 5.200.000 2007 Museum
National Gallery London, U.K. 4.159.485 2007 Museum
National History Museum | London, U.K. 3.652.003 2007 Museum

Orsay Museum Paris, France 2.929.282 2005 Museum
Victoria and Albert | London, U.K. 2.809.900 2007 Museum
Museum

Science Museum London, U.K. 2.712.824 2007 Museum
Swedish Exhibition and | Géteborg, Sweden 2.376.780 2005 Museum
Congress Hal

State Art Collection of | Dresden, Germany 2.040.238 2005 Museum
Dresden

Principe Felipe Museum Valencia, Spain 2.023.524 2008 Museum

Ashton Court Estate Bristol, U.K. 1.742.709 2007 Museum

Tate Britain London, U.K. 1.600.000 2007 Museum

City of Science la Valette | Paris, France 3.186.000 2005 Other
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Xscape Castleford United Kingdom 3.742.081 2007 Sports

Schonbrunn Zoo Vienna, Austria 2.453.987 2007 Zoo
Z00 Zurich Zurich, Switzerland 1.700.000 2005 Z00
Berlin Zoo Berlin, Germany 1.571.000 2005 Z00

Source: Compilation of data from Tourmis 2000-2008

Other sources, such as tripadvisor, mention alsoVifitican museums in Italy and the
Prado museum in Spain as main attraction in tefimésitors. According to this source,
these museums even belong to the Top 10 museuthe iworld. (cf. Table 6.4). The
Louvre museum in Paris ranks first. Furthermorg, @it of the top ten museums are

situated in EuropeWith respect to art and museums, Europe has a strgnposition
compared to other continents.

Attractions: top 10 of museums in the world, 2009

Rank Museum and location

1 MUSEE DU LOUVRE, Paris, France

2 VATICAN MUSEUMS, Vatican City, Rome, Italy

3 METROPOLITAN MUSEUM OF ART, New York, New York
4 J. PAUL GETTY CENTER, Los Angeles, California

5 MUSEE D’ORSAY, Paris, France

6 UFFIZI GALLERY , Florence, Italy

7 ART INSTITUTE OF CHICAGO, Chicago, lllinois

8 TATE MODERN, London, England

8 PRADO MUSEUM, Madrid, Spain

10 NATIONAL GALLERY OF ART , Washington, D.C.

Source: Tripadvisor

Cities as attractive environment

The Major ‘honeypots’ in Europe

Ranking the most important attractions is diffido#icause tourists tend to be attracte
the greatest numbers to clusters of attractionspramodation and other facilities. Th
makes it difficult to know whether a general aregaaospecific attraction is the ma
source of appeal (and vice versa). Apart from #igdst theme parks, which exert th
own peculiar magnetism (led by Disneyland ResontisPdort Aventura in Spain

Europa-Park in Germany, Legoland in Denmark andrmAlTowers in the UK), the

following cities with their major “honeypots™ aratstanding in Europe:

» Paris - including the Eiffel Tower, the Louvre, Pompid@entre and Notre Damg
France as a whole has easily the highest numbénboiund visitors annually (at 7
million in 2003).

» London - featuring the British Airways London Eye, Tateodérn, the British
Museum (four branches) and the Tower of London. WKeranks fourth for Europea
arrivals in total (at 24.7 million in 2003) but méy offers cultural and attractions tourig
for foreigners, rather than “seaside' tourism (Whiccounts for most of the 50 millio
plus visitors to Spain).
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» Rome - with attractions extending far beyond the Calige the Forum and other
antiquities and the Vatican. Italy receives up@amwillion visitors a year and Rome is just
one major honey pot, the others being Venice aaditba around Naples (e.g. the island
of Capri and Pompeii).
» Berlin - which is attractive for its range of shoppingogunities and nightlife, as well
as its historical curiosity since the Reunificati@hGermany and the regeneration of the
former East Berlin.

» Barcelona - another city with a diverse appeal, focusednfiany around the work g
the architect Gaudi and rejuvenated by the hostirige Olympics in 1994.

=

Source: Research and Markets, European Tourisicitbns Market Assessment 2007

Festivals

Many well-known festivals (e.g. Cannes / VenicenFiFestival, Salzburger Festspiele,
Bayreuth Festspiele, etc.) have a long traditiooweler, only recently festivals are seen
as a particularlymportant tool to stimulate tourism on a domestic/regional level.
People visiting a city/ region for festivals do rautly generate receipts during their visit
to the festival: they may extend their stay forcauple of days, or may return to that
region after their first visit. Also at a Europedevel, promotion of festivals and
cooperation between different organisers is stitedlahrough the European Festivals
Association. Eventually, these festivals should alsract more international visitors.

Entertainment

In terms of attractions that welcome millions afitérs, theme parks represent the major
development in Europe, althoughe market still lags many years behind the US
market, where it originated with the Disney parks in tH#5Qs and 1960s. Disneyland
Resort Paris, the only Disney Park in Europe opénetP92, attracts up to 12 million
visitors, making it by far the largest single attran in Europe. Europe also has several
other parks inspired by Hollywood studios and mdkiEmes.

The UK is particularly rich in theme parks and itgin company, Tussauds Group,
operates other European parks and attractionsn$pal Germany each have several
large theme parks, and there are three Legolankisp@n Denmark, the UK and
Germany). The top 20 of amusement parks in Eudo@ged on the number of visitors, is
shown in Table 6.5.
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Attractions: top 10 of amusement and theme parks in Europe, 2007

Rank Park and location 2007 attendance % chance
(2006)

1 Disneyland Paris , Marne-La-Vallee, France 12.000.000 13,1
2 Pleasure Beach , Blackpool, UK 5.500.000 -8,3

3 Tivoli Gardens , Copenhagen, Denmark 4.110.000 -6,5

4 Europa Park , Rust, Germany 4.000.000 1,3

5 PORT AVENTURA, Salou, Spain 3.700.000 57

6 DE EFTELING, Kaatsheuvel, Netherlands 3.200.000 0,0

7 GARDALAND, Castelnuovo dei Garda, Italy 3.100.000 0,0

8 LISEBERG, Gothenburg, Sweden 3.050.000 3,4

8 BAKKEN , Copenhagen, Denmark 2.700.000 0,0
10 WALT DISNEY STUDIOS, Marne-La-Vallee, France 2.500.000 13,6

Source: TEA and Economics Research Associates (ERA)

In Europe, the overall number of visits to ententaent parks grew by more than 3%. The
table shows that all amusement parks are situatéukiold EU-15. Besides Disneyland,
most attraction parks are largely depending onlA@egional market. And even for parks

like Disneyland, Tivoli or Port Aventura intercoméintal visitors make up only 2% of

their customers. Demand is therefore largely dotathay the European market.

Developments with respect to attractions
Horizontal integration and consolidation

The development of chain attractionsremains a important trend. The Disney parks are
for example present in the US, Asia and Europeranseums show similar trends (e.g.
Guggenheim, Hermitage). Furthermore, attractionse@mse in scale. Therefore, the sector
is in general characterised fewer yet larger players.Family owned businesses are still
dominant, but they represent a smaller share afngdet.

The segment of amusement parks is particularly alimtsding. In Europe a few major
players dominate the market. The degree of coreadid is larger within the EU than in
the USA. Major players are for example ParqueosniRies (Spain), Compagnie des
Alpes (France), Aspro Ocio (Spain) and Merlin Ertieiments (UK).

Vertical integration
Furthermore, the sector is characterised by vérintagration. Larger attraction parks
like Disneyland, Tivoli, Efteling and Europaparkeareing equipped with hotels, resorts
or campsites. This trend is expected to continue.

Capital funds
The management of attraction parks is mostly dgnspecialised groups. Examples are

Merlin Entertainments, Compagnie des Alpes, Par@Resnidos and Aspro Ocio. The
ownership is linked to larger capital funds (e.tadBstone and Candover). Those groups
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operate in different countries: Compagnie des Alijpesexample is largely dominating
the French, Belgian and Dutch market.

Innovation

Innovation is an essential part of the attractiodustry to remain attractive in a local/
regional market. It is an instrument to generaggeated visits. Innovation is used in
various parts of the business: entertainment progres, market approach, product
development, etc. In order to maintain the marketres, attraction parks have to invest
approx. 10% of annual turnover in innovation. Noays] innovation is probably a
competitive advantage of the EUwhereas most of earlier developments were indiate
in the US.

Public versus private players

In the attractions busined®th public and private sectors are active supplies of
attractions. However, they compete according tsubstantially different competition
model. Whereas commercial attractions need to run atphdé business to survive,
public players play a very different role (e.g. nm@kcultural heritage, art, nature, etc
available for society). This makes commercial attcen parks compete with (semi)
subsidised attractions that are able to offer |quwies.

Consumer preferences

It is interesting to see how the preference foype tof attraction does not differ much

between domestic, intra-EU or international tosristhe recent Eurobarometer survey
shows the preference of different attractions bydag destination of EU citizens in 2009

(see Table 6.6).

Attractions: preference by holiday destination (in %), 2009

Planned destination in 2009 Domestic Elsewhere in the EU In a non-EU country
Attraction

Art 5 5 5
Gastronomy

Entertainment 18 14 14
Cultural heritage 21 28 29
Festivals & Other events 5 5 5

The environment 33 31 29
Others 6 9 8

Source: Eurobarometer Survey

Most important for EU tourists are the cultural iteye of the country they visit, the
environment of the holiday destination as well ategainment and festivals. Of less
importance are art and gastronomy.
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6.3

Restaurants and cafés

Within the accommodation sub-sector, the large nitgjof enterprises are active in the

Restaurants and Café business (81%). Only in far&tions, a restaurant or café forms a
driving force for tourism, but is rather one of theeconditions for tourism. It doesn't

attract tourists in itself, but once tourists drere, they will make use of it. The catering
and canteens sector has no or only weak linkag#s teurism. Restaurants, bars and
cafe’s have a medium dependency on leisure toudsch business travel, with the

exception of the traditional tourist areas where dependency is high. In many areas,
bars and restaurants are highly dependent on diagré®.

6.3.1 Economic significance

ECORYS A

* In the EU-27, thenumber of enterprises active in the restaurants and cafés
business grew up tmore than 1.4 millionin 2006. Other data on the supply side
of this part of the industry are mostly only avhitafor Hotels and Restaurants
together. In this report, we limit ourselves to t@msome important figures.

« Oxford Researdfi has indicated that the turnover of hotels, restatsrand cafés
in the EU-27 reached almost €440 billion in 2006heTrestaurant sector
accounted for 70% of this turnover, whictai®und €308 billion.

* Interms of employment, this part of the industtg@unted foapprox. 9 million
employeesin the EU-27 in 2006. Around 75% of this employmean be found
in the restaurant sector. A large majority, 90%hef enterprises, is characterised
as micro-enterprise, employing 10 people or less.

* The restaurants, bars, canteens and catering degrsoa relatively low labour
productivity of around €17,000 per person emplof@dthe EU-27. In general,
the labour productivity in the EU-15 is much highban in the new Member
States. The catering and restaurant sector is welnerable to the economic
climate. In times of recession, the demand decsease
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Figure 6.9 Restaurants and cafés: number of enterprises in the EU-25 / EU-27, 2000-2006
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6.3.2 Drivers of change

Oxford research has identified the drivers for geafor the restaurants, bars and café’s
sector. In the paragraph below the catering anteeansector has been left out, as this
sector is not very relevant in the tourism seciine drivers are presented below.
According to Oxford Research, the main drivers ageing population, new lifestyles
and consumer demands, increased use of ICT and imtet and economic
development and globalisation.

Figure 6.10 Restaurants and cafés: main drivers of change
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Source: ECORYS, based on Oxford Research 2009
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Changing lifestyles and ageing population

The sector will be affected by the ageing poputatio Europe, which will lead to a new
type of tourists. The demand will be different,desy to an increased role of quality and
services.

Also changing lifestyles will affect restaurantsadeability will become more important;
customers will want to see where the primary produginates from and “local produce
and “terroir” is growing in importance. Furthermptbere is a trend that people prefer
shacking instead of having a three course luncicwdiffects the restaurant sector.

Technological developments

The development and increased use of ICT is onth@fmost important drivers for

change. Customers can plan their stay in detailuding the choice for restaurants
through the internet. This means that marketingodppities increase and diversify. For
the restaurants, the technology has contributexd rtore widespread use of high quality
semi-finished products used in cooking. The impnosets in technological solutions
have also changed the way of cooking. There isnéradiction between the demand for
fresh locally produced food and the increase usewii-finished, pre-prepared food.

Economic drivers of change

Globalisation influences the restaurant sector,itaprovides for cheaper workers,

increases international cooperation and resultiternational and global competition.

The latter might place pressure on the profit mesgCustomers require value for money
and can easily compare prices. Lastly, general @oan conjuncture is of great

importance; the sector is very vulnerable in tiroksrises.

Political influences

Apart from the more general influence of politicanflicts on the destination choice,
political regulations and deregulations are impari@rivers of change. The restaurants
are highly influenced by regulations on hygiene &ad safety issues, regulations on
areas relating to smoking, alcohol consumption &t safety and regulations on
working conditions, consumer protection and produébrmation. Especially smaller
companies have difficulties in complying with thegulations as adaptation to the
regulations might be costly.
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PART 3: REGULATORY AND OTHER
FRAMEWORK CONDITIONS

Businesses do not operate in a vacuum, but areemded by the environment (‘the
framework’) in which they operate. Regulatory measu societal changes or other
framework conditions have an impact on supply aechahd for tourism, as well as on
the business models used. As such, the framewrekttji influences the competitiveness
of industries in different ways. The aim of thisrtpis to make aranalysis of the key
regulatory and other framework conditions which haw an impact on the
competitiveness of the tourism industry, and more cifically of the
accommodation (Chapter 7) and TO&TA industries (Chater 8).

To this end, for both sub-sectors:

= aframework profile provides information about the key framework cdtiodis that
influence the sector in terms of its own developttle this profile, we distinguish
the following types of framework conditions:

a. Regulatory conditionsin areas such as labour market policy, competitialicy,
environmental policy or standards. Some of theseliions can be influenced by
industrial policy directly, others fall in other Ipry areas or are industry driven.

b. Other framework conditionsthat have a direct impact on the input factors
(capital, labour) and business processes (e.gvatiom) of companies. Such
framework conditions relate to e.g. the provisidneducation and training or
supportive measures for R&D.

c. Exogenous conditionswhich, by definition, are outside the policy emviment.
They may include international political and socigdheavals, or changes in
economic and technological conditions that takeceldbeyond the reach
(geographical or otherwise) of EU policy influence.

Although not exhaustive in nature, the frameworkfig summarizes the most

important framework conditions impacting the conitpatness of the industry;

= a detailed assessment is made of HOW the relevamefvork conditions influence
the different competitiveness layers (input fagtsteucture, processes and outcome -
see Figure 1.3 in Chapter 1) in amarmpetitiveness grid;

= the currentdegree of relevanceof the different framework conditions at both
industry and policy level is assessed, as wekasideal’ level of relevance.

% The analysis is done in accordance with the general framework for assessment of regulatory and framework conditions
agreed as part of the Framework Contract of Sectoral Competitiveness Studies.
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7 Framework  conditions affecting the
competitiveness of the accommodation
iIndustry

7.1 Framework profile of the accommodation industry

7.1.1 Regulatory conditions

Regulatory barriers to enter the accommodationgtrigiare low when compared to many
other industries such as for example the telecorwhemicals industry. Few regulations
specifically target the accommodation industry. ldwer, over the years especially
‘horizontal’ regulatory measures in different pglidomains (eg. health, environment,
labour markets) have influenced the accommodatidostry. These regulatory measures
are not specifically targeted towards the accomrioalandustry as such, but do affect
the accommodation businesses sometimes signifycakghrt from necessary changes or
investments that need to be done to comply witketregulations, they mostly also add
to the administrative burden that companies havecdpe with. In the following
paragraphs we summarize the most important regylatnditions that have an impact
on the accommodation business. The purpose isonbe texhaustive, but to highlight
those regulatory conditions that we consider totl® most important in terms of
competitiveness.

Labour market regulation

Across the EU-27 very differemtational labour market regulations exist, some
providing businesses with a more stringent laboarket structure than others. In
Northern European countries such as e.g. Denmiatxoarr market system promoting
“flexicurity” tries to combine the flexibility thabusinesses need with the security that
employees search.

Impact of the (revised)Vorking Time Directive: The Directive 2003/88/EC of the
European Parliament and of the Council of 4 Noven@03 concerning certain
aspects of the organization of working timgealled “Working Time Directive” in
the remainder of this document) stipulates thatkes«s must not work more than an
average of 48 hours a week (calculated over anyrfaanth period), although it
allows for broad derogations. However, the textdeeeto be revised following a
number of European Court of Justice rulings. The peoposal limits workers to a
weekly maximum of 48 hours, but allows social pargn to find ‘flexible

1 0J L 299, 18.11.2003
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arrangements' if granted approval by the employkeover, in the new proposal
also “on call time” is regarded as working time.tlfis revised Working Time
Directive will be in place, this will undoubtedIjfact the accommodation industfy
Freemovement of labour with the accession of 8 new Member States fromti@é
and Eastern Europ€ in 2004 and anotheP?in 2007, several Member States from
the EU-15 introduced 'transitional restrictionstba movement of labour forces from
those new Member States. Although free movemewbokers is a fundamental right
in the EU, Member States can impose labour mag&tictions until May 2011 in
the case of workers from the eight CEE countried jbined the EU in 2004, and
until 2014 in the case of workers from Bulgaria d@Rdmania. Although several
Member States have kept their labour market operhawe already lifted all
restrictions, other Member States still maintastnietions in place.

Health & safety regulations

The Commission aims for a smoke free Europe aadtdtated in its Green Paper of
January 2007 ‘Towards a Europe free from tobaccoksmpolicy options at EU
level’. An increasing number of Member States idtrce smoking bans for
hospitality venues, but there are no binding ra@e&U level (yet). The hospitality
sector does fear that with stricter smoking regotest the number of clients will
decrease.

Accommodation establishments with a restaurantlatih face severdbod safety

regulations™ that require investment in terms of time and mofiamples are:

* Maintenance of records of purchases of food substn

 Compliance with detailed hygiene rules regardingold, design and size of
premises, storage and disposal of waste, persggadrte, etc.;

* Adoption of specific hygiene requirements in ra&atito compliance with
microbiological criteria for foodstuffs, compliancewith temperature
requirements, maintenance of the cold chain, etc.;

* Procedures based on HACCP (Hazard Analysis andc&ri€Control Points)
being put in place.

Concerningfire safety in hotels, national regulation should include théowing

topics mentioned in th86/666/EEC Council Recommendation of 22 Decemb&é 19

on fire safetyin existing hotef€ (which has been evaluated on its impact in the

Member States):

» availability and accessibility of escape routes

e structural stability of buildings

» the use of non-flammable materials

» the safe operation of technical equipment and appds

e existence of alarms, safety instructions and ptditke premises

» availability of emergency fire-fighting equipment

e staff training

%2 See interview IAAPA for an example

% i.e. Cyprus, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia and Slovenia.

% i.e. Bulgaria and Romania.

9 e.g. Regulation (EC) No 852/2004 of the European Parliament and of the Council of 29 April 2004 on the hygiene of
foodstuffs. L 139, 30.4.2004

% Official Journal L 384 , 31/12/1986
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Following this recommendation, all national autties have installed minimum fire

regulations by now. Differences between Member éStato remain because of
differences in application of the regulation (espme Member States make a
distinction between new buildings and old). The lengentation of these regulations
requires investments from the businesses and clasgeration with intermediaries

such as the construction sector.

Other national regulations and completion of int@rmarket

Despite an internal market for labour, there idl stilack of harmonisation in
qualifications and skills recognition across the EU-27. To tackle this problem, an
interesting voluntary initiative has been launchedtly by EFFAT ad HOTREC
introducing the European Qualification Passport.

Strong differences in th¥’AT rate system across Member States exist: although
accommodation services are eligible for a reducéd Vate (these services have
been listed in Annex Il of th€ouncil Directive 2006/112/EC of 28 November 2006
on the common system of value addedYgXVAT rates differ significantly across
Member States ranging from only 3% VAT in Luxembpwhich applies a ‘super
reduced’ VAT rate) to 25% in Denmark (which does ayoply the reduced VAT rate
in accommodation). Also in several other MembeteSta reduced VAT rate is not
applied in the accommodation business at the mor(emt neither in Latvia,
Lithuania and Slovakia, nor in Germany and the UK).

Holiday planning in the different Member States is regulated atrtagonal level.
This planning has a major impact on the spreadusfriess of the accommodation
industry, with high peaks in the holiday periodth&lugh several Member States have
already taken actions to differentiate holiday plag across regions within the
country (e.g. the Netherlands, Germany, Austriaprdinated supra-national actions
to differentiate the holiday planning of differeMiember States are non-existent at
present.

Standards and qualifications

Numerousnational and regional quality schemesxist in the EU accommodation
industry alongside each other. This makes compéyahcross borders very difficult
for customers. In th®irective 2006/123/EC of the European Parliament arf the
Council of 12 December 2006 on services in theralemarket® reference is made
to the need for better information on the meanihquality labels, in particular “in
the hotel business, in which the use of a systemladsification is widespread”
(recital 102 of the preamble). However, hitherterénis still very little at European or
international level in terms of common classifioatisystems in the accommodation
industry. HOTREC has taken some initiatives to mideeinformation about quality
schemes more transparent. The ‘Stars of Europdioseon its website®, for
example, presents the launch of a European Hagpi€hality Scheme under which
national or regional quality schemes may be actzddNevertheless, good access to

" 0J L 347, 11.12.2006
% 0J L 376, 27.12.2006
% See http://www.hotrec.org/pages/stars_in_europe/
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correct information about qualifications remaindfidilt for customers across

Europe.

The EU Ecolabel (also called EU Flowet} is an EU wide label certified by an
independent organisation, assessing the envirominentality of products and

services at company level. There are currently if@rdnt product categories which
can receive this award. Since 2003 this is the fmrsaccommodation services, and
since 2005 also for camp site services. Individirderprises can apply for this label
on a voluntary basis. However, hitherto the adepabthis label by accommodation
and camp site companies is limited. To increasalibgemination of the EU Flower
in the Member States, the EC extended a projdtated in 2007: eleven regions act
jointly to implement the EU Flower in defined ared$®e aim of the project is to

advance the market presence of the EU Ecolabelaahdas partner for tourism

destinations in their efforts for sustainable tenmi

7.1.2 Other framework conditions

Apart from the regulatory framework, several otframework conditions have a direct
impact on the accommodation businesses’ input fa@ind processes.

Labour force, knowledge and skills

Training and education: in most Member States degree programmes spdlifica
geared towards the tourism industry are being effg§bachelor, master). However,
these programmes are not always adapted to thegyehahat the tourism industry
faces and therefore do not always match the nefetfe andustry in terms of skills.
Especially the need for more managerial skillsa¢syy development, marketing,
innovation management) seems to be high. Alsoeroffer of short term managerial
trainings for SME entrepreneurs, there is a clegy o the market. But as many
people active in the tourism industry have neithapecific educational background
in tourism, nor a managerial background, offerapgcific (short term) training in
management, entrepreneurship and hospitality toeosviand employees in the
accommodation industry (tailored to the needs ofESMmicro-enterprises)!), are
necessary to develop a professional accommodatttusiry.

The accommodation industry (and the tourism ingustrgeneral) has still a rather
negative image as employer This makes graduates with a tourism education
background less attracted to the industry aftedgmion. Furthermore, the sector has
the image of offering few real career opportunjtipsor possibilities for personal
development and low earning potential. Improving fimage will have to be
accompanied by improved overall working conditievithin the industry, putting a
stop to the vicious circle of high staff turnover

Social dialogueis a critical element in the accommodation indugtrymaintain
companies’ competitiveness while safeguarding therésts of workers. At the EU
level, HOTREC runs a sectoral social dialogue wiightrade union counterpart —
EFFAT — which has been recognised by the Europeann@ssion since 1999. Also
at the international level, the UN Internationabbar Organisation (ILO) recognises

10 See http://www.eco-label.com/default.htm

101 See report from Oxford Research on behalf of DG Employment (see footnote 46)
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the importance of social dialogue in the accommniodatindustry. It recently
published a guide for social dialogue in the hatatering and tourism industry.
However, to be effective social dialogue should ardy be organised at the industry
level (among associations), but should be embeddedmpanies’ practices as well
(e.g. adoption of CSR principles).

R&D and innovation

As the accommodation industry is in strong neednfore innovation (more market
segmentation, rethinking business models away #easonal pattern, etc), initiatives
and instruments to promote and support innovation are very important. Such
instruments already exist at both EU and natioegiénal level, although mostly not
specifically geared toward the accommodation imyusthe question is to what
extent these existing instruments reach the accalatiom companies and especially
the SMEs and micro-sized enterprises operatinghén ibdustry. Moreover, most
small companies have a vesgnall ‘absorptive capacity’ for innovation. Therefore,
policy initiatives to encourage and support inn@ratshould take into account the
characteristics of the target group.

The tourismvalue chainis highly fragmented and lacks cooperation across the
value chain As customers increasingly look for a total ‘trvexperience’,
accommodation businesses alone are unable toysthiesle needs.

In view of the high fragmentation of the value ¢has well as the predominance of
micro-enterprises, (appliedesearch and development is hardly doneédy the
industry. Different reasons are at the origin: laafkfinancial resources, lack of
knowledge about the relevance, lack of collaboratioross the value chain for R&D,
and short term objectives versus long term resdilR&D.

As intangible assets become more important for @omgs to remain competitive, the
importance ofintellectual property rights (IPR such as protection of brands,
collective marks, design rights) to protect impottamtangible assets (e.g. protection
of brands in an outsourcing/franchising model) wirease. Currently however, IPR
hardly is an issue in the tourism industry.

Access to finance

Sufficient access to finance for SMEs is importanthe accommodation industry to
develop. Sources of finance for SMEs can be inveftosiness partners, financial
institutes or venture capitalists, although theetagroup often focuses on larger
companies. Governments at both national and iniena level providefinancial
instruments to facilitate accessto loans and equity finance (mostly guarantee
schemes) for SMEs where market gaps have beerifidénAt the EU level this is
done through the Competitiveness and InnovatiomBEveork Programme (CIE}. A
complete overview of sources of finance at EU arehifder State level is available
through the EC Your Europe websité

02 1LO Sectoral Activities Programme, “Guide to social dialogue in the tourism industry”, Working Paper, Oct. 2008. See
http://www.ilo.org/public/english/dialogue/sector/papers/tourism/wp265.pdf

193 http://ec.europa.eu/cip/index_en.htm

104 See http://ec.europa.eulyoureurope/business/access-to-finance/index_en.htm
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7.1.3 Exogenous conditions

The last category of framework conditions relatesnbre general contextual trends and
changes that have (had) an important impact on hhsiness of accommodation
companies.

Technological change

The internet in general and especiallweb 2.0 has fundamentally changed the
tourism industry and its interactions with consusnekll categories of enterprises,
large and small, can now communicate directly veitistomers and customers can
directly interact with service providers and eacktheo. According to the
Eurobarometer survey, the internet has become the mfluential “non-personal”
information source for holiday planning: 38% usas timedium that provides
commercial information as well as peer reviews aasdommendations. Those
respondents who prefer going “off the beaten traeky heavily on the internet:
almost half of those indicated that they seek mfation online.

ICT systems have been introduced in most accommodation busssedor
administrative or booking purposes. But often thailable ICT systems are not
tailored to micro-sized and small companies.

Social and demographic changes

Since the 1990s, most EU Member States (but alse@ridm Japan, Australia)
witness an importarigreying’ of society. People live longer, longer stay in good
health and many of the people retiring today emawnther comfortable standard of
living.

Also a number of societal changes (e.g. tourisiTmase and more recognised as a
‘right’ (“tourism for all”)) have createdhew market segmentssuch as youth,
families with special needs (e.g. one parent fas)liseniors or disabled persons.

Environmental issues

The impact on the environment and our natural nessuis especially significant for
accommodations located in areas of high environatemélue. As ecological
awareness increases within society at large an&ltheegulatory framework pushes
for a ‘green economy’, environmental regulation hasome a powerful tool to push
businesses toperate in a more environmentally sustainable wayUntil today
however, the number and size of ecological initegiwithin the tourism industry can
be considered as rather limited. Although most awnodation companies have
introduced small initiatives such as replacing baivels only at the request of
customers, apart from a few large players - maradamental’ initiatives are hardly
seen®. It is expected that in the future there will beiacreased need for new ways
of waste disposal, eco-construction of infrastreetwse of new energy sources, etc.
in the accommaodation industry.

95 Interviews UNWTO, Exceltur, TUI AG
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Globalisation

Globalisation leads to increasing income levelsewly developed regions across the
globe (e.g. the Middle East, Asia, South Americad3. income levels rise, also
demand for tourism activities increases in thosgores — in a first phase mainly
focusing on regional tourism, but later also fongson long haul travelling. These
markets create opportunities for EU accommodatiosinesses tattract new
customers

As new sourcing markets for tourism develop, asw playersenter the EU market
(e.g. Asian players following their customers). §'heads to increased competition
within Europe.

As a result of globalisation, more professional tourism industry is about to
develop in non-EU regions As companies in these other regions operatevierya
different (regulatory) framework, they are oftenleabo offer tourism products at
more competitive prices than businesses locatéueikU.

Attractiveness of destinations

The competitiveness of accommodation businessestrisngly linked to the
attractiveness of destinations. Tlatractiveness of a tourist destination is
influenced by many different elements: the mix afural and cultural attractions and
activities that are available in the destinatiohygical and social aspects of the
destination (quality of public infrastructure, dgfe cleanliness, etc.), the
communication and promotion strategy of the destinaas well as the quality of the
facilitating services such as accommodation. Thielipwsector plays an important
role in the enhancing (and promoting) the attractess of a tourist destination.
Sudden events such as acts of terror, health thfeag. SARS virus) or political
instability can strongly impact the attractivenesglaces and thus the business of
accommodation companies located in those placdéboddh the EU-27 has a very
good reputation in terms of political stability aselcurity and has many mechanisms
in place to tackle sudden events promptly, unexgoketvents can — at least in the
short term — influence tourism flows.

Exogenous factors enforcing seasonality of business

Apart from the nationally regulated school holid#tyat ‘force’ families with children
to take their holidays at specific moments in titvay additional elements reinforce
the fact that many people prefer to take theirdayliover the summer. On the one
hand, weather conditions are in most EU Member States more favourable & th
summer period. On the other hariked closure of business activities in some
sectors (e.g. the construction sector) limits the choice holiday period for
employees working in those businesses.
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Impact of the framework conditions on the competitiess of the
accommodation industry: the competitiveness grid

Following the identification of the most influentiaframework conditions for
accommodation businesses, we look into the poteimipact of these framework
conditions on the competitiveness of the accommodandustry. To this end, we have
made a competitiveness grid in which we highliglstvhthe framework conditions
influence different competitiveness indicatorstie tifferent ‘layers’ of competitiveness:
input factors, processes, structure and outconeeHggire 1.3 in Chapter 1). In Annex V
the completed competitiveness grid is includedthim following paragraphs we discuss
the main conclusions.

Impact of framework conditions on labour and cdpithe basic inputs for
economic performance

Access to finance for necessary investments

Developments in the accommodation sector such esnthoduction of standards and
quality labels, investments in ICT infrastructurecompliance with regulatory measures
(safety, health, environmental regulations), an@nging consumer demand require
considerable investments from the industry. Moreogeconsiderable part of the EU
accommodation sector is characterised by a relgtiviesolete stock of facilitié®. In
order to remain competitive vis-a-vis newer playélarge) investments in the industry
are necessary to live up to current expectatiorts standardsAccess to financeis
therefore imperative. But due to a number of spediidustry characteristics (high
uncertainty of success, inefficient use of resaiaige to seasonality, high vulnerability)
as well as a lack of managerial skills in many igmar SMEs (often resulting in an
inability to present a solid and sound business)pléinancial institutions are often
reluctant to invest in tourism businesses. Howelaek of investment possibilities may
lead to insufficient innovatidfY, lower labour productivity and total factor protiuity
(lack of money for (management) training, for ICMdainfrastructure investments).
Insufficient access to finance clearly has a negatnpact on profitability and the long
term competitiveness.

Seasonality and the attractiveness of the indiesgrgmployer

An adequate labour force is highly important fagaod quality of services. However, a
number of framework conditions make it difficult &tract and maintain the right skills
in the accommodation industry. The first elemerthesnegative image of the sector as

employer. The negative image is reinforced by the high duen of personnel (see

paragraph 4.5.2).This has a clear impact on tHewndf human capital, especially on
staff with higher qualifications.

2% Interviews UNWTO, Exceltur, academic focus group
07 Although lack of access to finance certainly is not the main reason why innovation is low in the EU accommodation industry
(see further)
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The negative image and its consequences on atigiaantid keeping personnel are directly
linked to the (perceived) labour conditions in #ecommodation sector, demanding a
high level of flexibility from employees (a consrdéle amount of part-time and
temporary work) and the relatively low wage levighese labour conditions are to a large
extent the result of the highly irregular workingtierns (due to daily as well as annual
cycles). Especially theigh seasonalityof business has a negative impact on the working
conditions and the competitiveness. It requirestaof flexibility of the personnel and
offers them low security and low perseverance torre Besides the inefficient use of
human resources, the infrastructure also suffens fseasonality. In the peak months,
accommodations are full, but during the rest of ylear a considerable number of
accommodations are barely used or even closed,ritogveproductivity. Today, this
seasonality is strongly influenced by tiationally determined (school) holidays
Nevertheless, a number of exogenous framework tiondi such associal and
demographic changesndglobalisation can create opportunities for the accommodation
industry to lower seasonality, resulting in a mefécient use of resources, a higher
labour productivity and better overall labour cdiugtis. To capture these opportunities a
clear focus orinnovation is needed, targeting specific market segments, edlsas an
increasectollaboration across the value chairto be able to offer an ‘integrated’ tourism
product.

We do remark that, despite a number of opportuitie the framework to lower
seasonality, one should recognise that the accommiood business will always be
characterised by irregular working hours - it igrimsically linked to this business.
Therefore, lowering seasonality alone is insuffitieso improve the labour conditions in
the accommodation industry. The B@rking time directive creates an important
framework to better regulate the working hours &mgs can help to improve working
conditions. But especially a strong and effectsaeial dialogue (not only limited to
dialogue at the industry level, see paragraph Yis.2mportant to find solutions that
balance the needs of both employees and emplogetsei accommodation industry,
resulting in a higher attractiveness of the industr the labour market, increased
productivity, increased quality of work and evetifuancreased profitability.

Training and education adapted to market demand?

The framework conditions play an important rolepmviding the industry with the right
type of skills. Ideally, theducation and training offer should match the industry needs.
There is an increased need for qualified persowitbla focus on multi-skilling in SMEs
and specialised skills in larger companies. Languagl cultural skills are also needed in
light of globalisation and the opening of new seumnmarkets. Moreover, adequate
education and training programmes could contriboten increasing professionalism in
the sector, by offering specialised and manageaaling programmes to employees and
entrepreneurs, especially in SMEs. More specif&ning geared towards SMEs can
change their role in the value chain, thereforengivy the industrial structure and the
inter industrial relations. Today, the large grafpnicro enterprises is often bypassed by
the larger companies and hotel chains that befitexeuthe industry network.
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In reality the degree programmes are often not tadapo the specific needs of the
industry. Especially programmes and trainings affiera good combination of both
sector-specific knowledge and managerial skillseappo be lacking. Moreover, trainings
are not always tailored to the needs of micro-sigaterprises. These enterprises are
characterised by law absorptive capacity due to their very limited time resources. For
any training programme to be effective, this shdutdtaken into account. The current
lack of adequate training and education programmesases the mismatch between
supply and demand for qualified personffel resulting in less efficient business
processes, lower labour productivity and lower ipabflity.

Cross border mobility of personnel

Cross border mobility can help employees to impritnagr working conditions through a
steadier and cross border employment. But the wmurlagck of harmonisation of
gualifications and skills clearlyampers the mobility of labour. This is disadvantageous
for both employees and employers. Employees oft@nat show ‘hard evidence’ of their
skills, with a downward pressure on wages as aeampuence. Due to the lack of
harmonisation, also training for specific competescor skills will lag behind.
Identifying the gaps in knowledge and skills is tmuenore difficult without
harmonisation.

The current efforts by the sector to create a Eemopgualifications and skills passport
can improve the situation in terms of intra-indystelations, as it offers employees a
useful and uniform tool to better document the djeations they have and at the same
time offers employers clear information about tkilss

Impact of framework conditions on industry relasand industry structure
Changing industry relations thanks to the internet

The most significant framework condition influengithe industry relations nowadays is
undoubtedly the rise of the internet and web 2t fole of intermediate services for the
accommodation sector (tour operators, travel ageritas fundamentally changed.
Customers can now directly contact and book on wmbsite of accommodation
companies, making the latter much more independlamh intermediaries for their
booking and planning. The increased use of inteasefn information and distribution
channel does create an increased neeathttage the information flowto consumers and
ensure that the quality of information providedctmmsumers is correct. The HOTREC
initiative towards hotel review sites should berseethis context.

Internet and ICT also influence the accommodatimmmanies internally. The increased
use of ICT tools can result inmaore efficient business procesdt allows companies to
better plan and manage bookings, and collect antysa consumer data. However, the
accommodation sector remains a ‘people business’ réquires high level of personal
interaction. This limits the possibilities of autation.

%8 gee for example interviews TUI AG, ETAG, Exceltur
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In order to successfully implement new technologiadequate knowledge and
qualified labour force are indispensable. Moreover, the introductionnvégrated ICT
systems demandsonsiderable investments Larger companies often have a stronger
financial basis to bear the costs of such impleatenmt, giving them a competitive
advantage vis-a-vis smaller companies.

Increased need for collaboration pushed by fragagaorn of the value chain

A second element impacting the industrial structared industry relations is the
fragmentation of the value chainin the tourism industry in combination with thecio-
demographic changes As more customersook for ‘total travel experiences’ and
upcoming market segments (seniors, disabled perstecishave specific needs of their
own (often health related), most accommodationrtassies are no longer in a position to
offer an adequate product independently. They nee@toperate across the value chain,
thus changing the intra- and inter-industry reladioHowever, many accommodation
companies are unaware of their specific role invialeie chain and the opportunities of
working together. This results in opportunities ngeilost and possibly reduced
profitability.

Apart from better capitalising on opportunities|l@ooration across the value chain can
also help SMEs to overcome size disadvantagestédmesources (both in terms of time
and money) make it is much more difficult for SMigsfollow the latest industry trends
and developments (market intelligence), to obtaiality labels or to comply with
standards. However, each of these elements becowessingly important to remain
competitive. More cooperation could enable SMEsgémerate economies of scale.
Finally, increased collaboration helps SMEs to dvetice increasing competition from
globalisation.

Level playing field in the EU-277?

Differences in Member States’ regulation make thatommodation businesses across
the EU-27 do not compete on a level playing fidlde currenVVAT system, where each
Member State can choose whether or not to applyreédeced VAT rate for hotel
services, influences the industrial structure aedd$ to variations in profitability.
Another element causing unequal competition isfthgmentation ofjuality schemes
Companies operating in Member States where minirstamdards for quality labels are
lower, might have an advantage over others. Commarbf quality labels between
Member States is unjustified but nonetheless common

Different segments affected by crisis in differgays

Finally, the current economic crisis results in major shifts in travel behaviour of
customers. Both the leisure and the business seé@reaffected by the crisis. Customers
use other modes of transport, trips are shorteminre frequent, et®. The crisis has

caused a major decline in the business travel ssigmfecommodation businesses
operating in the higher segment and focusing oifnbas travel, are hit hardest. Clearly

19 E g. Flash Eurobarometer 2009, SME Panel survey 2009
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this affects the profitability of these companies aveaker companies will inevitably exit
the market.

Impact of framework conditions on product strategy
Opportunities for market segmentation

Differentiation (by concentrating on niches) is ery valuable strategy to avoid direct
competition with other players. Especially for SMBpecialisation and segmentation
create a number of opportunities to compete withelacompanies. By offering a ‘unique
selling proposition’, they create value to custasnand shift away from pure price
competition.

Different framework conditions create opportunitfes the accommodation industry to
develop products tailored to specific segmentsénnharket:

- The growing group ohctive seniors- with a considerable amount of free time to
travel throughout the year and a relatively higherchasing power than before due
to improved social security or increased pensionsnany Member States - it a
valuable segment to focus on, especially in lighowering seasonality.

- Partly related to the previous, there is an inadasterest irhealth-specific tourism
services.

- The growingecological awarenessf customers is translated into people expecting a
more general ecological mentality from the différeampanies in the field, but also
in an increasing demand for specific ‘ecologicallidays’ in accordingly
accommodations.

- Global competition increases the need for speaiadis, especially as European
companies are not well placed to compete on price.

Barriers to segmentation and specialisation

Inevitably, a differentiation strategy often reeugrinvestments in market intelligence,
infrastructure, specific knowledge and skills (dngalth-related). For many SMEs, this is
simply not possible. Strengthening intra-industeyations through collaboration with
other players in the value chain (such as e.g. apd- health establishments) opens
opportunities for SMEs. The question also remamsvhat extent adequattucation
programmes and trainings are available to train people to effectively tdrgpecific
segments.

Relative importance of different regulatory and estiframework
conditions for the industry

Table 7.1 provides an assessment of 1) the culmrml of importance that the
accommodation industry attaches to the differemjulaory and other framework
conditions for the development and competitivengisthe industry and 2) the ‘ideal’
level of importance that the accommodation industnpuld attach to these different
framework conditions given their impact on the cetitpreness of the industry. This
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assessment is based on the view of the contragtbhas been presented to the members
of the TSG for feedback.

Accommodation: screening of framework conditions

Regulatory & ‘other’ framework conditions Assessment  Assessment
of current of ‘ideal’
level of level of

relevance at relevance at
sector level sector level

Heading
National regulatory measures XX X
Regulatory EU regulatory measures X XX
conditions Completion of internal market X X
Industry and professional regulations and standafds ¢ ¢ ¢ (e)
Labour force, knowledge and skills ¢ (¢) xx:

‘Other’ - - -
framework Knowledge: R&D, innovation and product/service R vee

development

conditions
Access to finance xx: tee
Technological change ¢(s) *
Social and demographic change ¢ to0
Exogenous Environmental issues * e
conditions Globalisation 0 0!
Attractiveness of destination ¢ ‘e
Factors enforcing seasonality 3 3
Legend: 0: Not relevant

+ : Relevant
+ ¢ : Important
4 ¢ ¢ Very important

The assessment in Table 7.1 clearly points outnabieu of framework areas in which the
attention of industry should significantly increase order to enhance the
competitiveness: development of necessary skilt®wkedge and innovation to better
capture the opportunities related to social andadgaphic changes as well as tackle the
environmental challenges. This assessment provieable input for the formulation of
the strategic outlook and recommended action plan.

Level of priority of different EU policy initiative to enhance the
competitiveness of the accommodation industry

Table 7.2 identifies existing and potential EU korital ‘industrial’ policy initiatives°
that (could) have an important impact on the accodation industry’s development. It
prioritises the policy initiatives that:

10 Based on the Mid-term Review of Industrial Policy, COM(2007) 374.
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= at present receive most attention at policy level mfluence the performance of the
accommodation industry;

= might need to receive most attention at policy lletee optimally contribute to
strengthening the competitiveness and/or creatingpounities for sector
development.

Accommodation: screening of policy initiatives

EU Policy areas Assessment of | Assessment of
current level of  ‘ideal’ level of
Heading Initiatives priority for EU priority for EU
policy policy
Trade policy 0 0
Trade X XX
Proper functioning of the internal market
Better Competition pollcy _ 0 *
regulation Better regulation and simplification A o
Standards ¢ ¢
Consumer right protection LR LR
Research and development 0 +e
Intellectual property rights 0 ¢
Kr?owledge and Innovation policy ¢ LR
skills Employment, qualifications, skills / ‘Flexicurity’ X XX
Access to finance / risk capital 3 XX
Energy and | Waste, water, air ¢ ¢
environment Intensive energy use 0 ¢
Legend: 0: Not relevant
4 : Relevant

+ ¢ : Important
4 ¢ ¢ Very important

Similar to our assessment for the industry, Tab Kghlights a number of areas in
which the attention of EU policy makers might néedncrease in order to enhance the
competitiveness. They relate to

= the further elimination of barriers to a propeemial market;
= Dbetter regulation and simplification;

= increasing promotion of research and development;

= supporting the development of necessary skillénindustry;
= guaranteeing sufficient access to finance.

The outcome of this assessment provides us agéinuaeful input for the formulation of
the strategic outlook and action plan.

FN97613 — FWC Sector Competitiveness — EU tourism-industry 131



8 Framework  conditions  affecting the
competitiveness of the tour operators and
travel agents industry

8.1 Framework profile of the TO&TA industry

8.1.1 Regulatory conditions

Although entry barriers are relatively low in th©&TA business as well (see e.g. the
exponential growth of OTAs), contrary to the accapdation industry the TO&TA
industry is directly ‘targeted’ by a number of régions. They particularly relate to
consumer protection legislation. Moreover, the T@&ndustry is indirectly influenced
by many regulations that affect the different partnin the value chain such as
accommodation and transport (mostly through aduhficosts that are charged to comply
with those regulations).

EU regulations

The directive most directly influencing the TO&TAs the Council Directive
90/314/EEC on package travel, package holidays padkage tours' (called
“Package Travel Directivé in the remainder of this document). The Directige
designed to protect consumers who contract packagel in the EU. A package
requires the following two conditions to be mete thervice provided must cover a
period of more than twenty-four hours and must dlel &t an inclusive price. The
Directive contains rules concerning the liability pmckage organisers and retailers,
who must accept responsibility for the performan€tdhe services offered. It also
prescribes rules on the information that must beergito consumers at different
points in time. Since the implementation of thesdiive (1990), the tourism industry
has gone through a significant number of changdeeréfore in 2007 the EC
published a working documéttto set out the main regulatory problems in the@are
of package travel and to consult stakeholders suressrelated to the Directive in light
of a possible revision.

A Schengen visallows the holder to travel freely in 15 Schengenntries' for a
maximum stay of up to 90 days in a 6 month period for the purpose of leisure,
tourism or business. The Schengen Visa has maaddling between its 15 European

130 L 158 du 23.06.1990

12 gee http://ec.europa.eu/consumers/rights/commission_working_document_final26-07-2007.pdf
113 e, Austria, Germany, Belgium, Denmark, Finland, France, Greece, Iceland, Italy, Luxemburg, Norway, Portugal, Spain,
Sweden and The Netherlands.
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member countries much easier and less bureaudratiuine 2009 the EU Council
adopted new rules to obtain the Schengen visa. Alperson is to give fingerprints,
besides an application on issuance of visa, passplootography and documents
certifying the aim of the trip, solvency and medlicgurance. Apart from the stricter
security checks, the cost of the visa will almostillle. The price will rise from €35
to €60 for people at the age of 12 years old ancer(€35 for people at the age of 6-
11 years). This is comparable to the cost of a 148 (€68 for people over 15 years
of age, €9 for people under 15 years), but highan tthe cost of e.g. a Swiss visa
(€33 for people over 18 of age, free for childreer 18) or a Turkish visa (around
€10 to €20 for most countries).

In 2007 the EU signed a fir&@pen Sky Agreement at EU levelThe EU-US Open
Sky Agreement replaces previous bilateral aviatigreements between the US and
EU member states. The main elements of the agrdenadste to removal of
restrictions on route right$ and changes in foreign ownership rules. The ageeem
opens opportunities for EU tour operators to dgvetew products (e.g. new
destinations). It also leads to increased compatiijnon-EU airline companies
entering the EU market), which might be translatgd lower air fares (and thus
lower costs for TOS).

As of 2012 aviation emissions will be included le tEU'semission trading scheme
(EU ETS). It will apply to all flights, both intrBU and international ones arriving or
leaving the EU. According to an impact assessnamart from the Commission the
costs of placing the aviation industry in the ET8# Wwe borne by the customer,
meaning air ticket hikes of €5 to €40 by 2020 delpggmon the travel distance.

National regulations and completion of internal retr

With taxation not being a European competest®ng fragmentation of taxation
systems exists with large differences across Member Stategions and even
localities. National and local taxes can relat& &3, airport taxes, local community
tourist taxes, etc. In a research undertaken ir6 2BCTAA has demonstrated that
30% () of the total price of a tour to three Ewrap countries purchased by a
Chinese tourist, constitute taxes, fees and chdrges

Articles 306-310 of th&€ouncil Directive 2006/112/EC of 28 November 2006fe
common system of value added'taprovides a special VAT scheme for travel
service providers, the so-calledargin taxation scheme Under the special margin
scheme all transactions performed by travel semrogiders with respect to a single
travel package are treated as a single supplyreices for VAT purposes, taxable in
the service provider's own Member State. He hasgid to deduct VAT on supplies
made to him, but on the other hand he is only tatethe profit margin realised on
the supply of the travel package. However, deghigeDirective, there is a clefack

of harmonisation of VAT regulation within the EU. The margin taxation scheme is
interpreted differently in different Member Statésading to very different VAT
rates. For example, in Belgium VAT is applicable taavelling both within the EU
and out of the EU. In the Netherlands or Denmark/Ad is applicable on travels. In

14 Current restrictions on the number of carriers that are allowed to fly the transatlantic route would be lifted so that any EU
airline will be able to fly from any European city to any American city and from there onwards to third destinations.
Conversely, any US airline will be allowed to fly into any EU airport and from there to third destinations.

% See interview ECTAA
M6 Eormer Article 26 of the 6th VAT Directive
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France travelling within the EU is taxed at 20.6%d aat 0% towards non-EU
destinations. This leads to a competitive disach@min some Member States.

Lack of harmonisation of licences In 15 Member States TOs and TAs need a
licence to access the professional activitieshindther 12 Member States no sector
specific authorisation is needed, leading to anquak situation between Member
States, with higher administrative burden and costertain countries’.

8.1.2 Other framework conditions
Labour force, knowledge and skills

Similar to the accommodation industry, also in T®@&TA business many (micro-)
enterprises lack the necessarginagerial skills and industry knowledgeto be able
to capitalise on opportunities in the most effeztivay. The availability of specific
(management) training and education geared towdfd&TA SMEs are key to
professionalise the industry.

Since the internet has hollowed out the role of @8sntermediary, shift in skills is
needed to be able to reposition businesses frore puermediaries to ‘AAA-
consultants’ (Advice before trip, Assistance during, After sale service).

Innovation and product development

Each of the four issues that we discussed for to@ramodation industry in terms of
innovation and product development, also directpla to the TO&TA industry. We
refer to 7.1.2 for further discussion.

Access to finance

In line with the accommodation industry, also th@&TAs often face difficulties
obtaining loans for necessary investments and peowent of work. Banks perceive
tourism as a risky business to invest in. The eudreeonomic crisis only strengthens
this reluctance to invest.

Specifically for TAs, IATA has recently raised thieancial criteria and bonding
requirements to obtain the IATA accreditation. This implies that more financial
means are needed. Insufficient access to finanpkesnthat an increased number of
SME travel agents can be excluded from this speaifi ticketing activity, no longer
being able to sell tickets on behalf of the IATAliae members.

Concentration and market power

Since the mid 1990s, a consolidation process has lgeing on in the TO&TA
industry. Currently, about 70% of the market isstaky the five largest companies in
Europe. As a consequence a numbedaigje takeovershave been critically reviewed
by the EU antitrust authorities.

Besides the growing monopolistic position of theyéaTOs, one could question the
position ofIATA as service provider to the travel agents. Beirmestited as ‘IATA

7 See interviews ABTO, ECTAA
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travel agent’ means that you obtain access to lAline members with a single
Sales Agency Agreement, which authorises the dalgernational and/or domestic
tickets. Lacking or losing this accreditation extds a travel agent from this air
ticketing activity, meaning that the TA cannot sitkets on behalf of the IATA

airline members (including large players such as=#ance or British Airways).

8.1.3 [Exogenous conditions
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Technological change

Even more than in the accommodation industry tise of internet has had a
fundamental impact on the TO&TA industry. It did tnenly bring more
opportunities, but also meant a threat to the idassiness model of TAs (see also
paragraph 5.5.1).

Apart from the internetiCT has always played an important role in the busioéss
TO&TAs. It is through large information systemstti@®&TAs are connected with
their suppliers (such as airlines and accommodsititor consultation or booking of
services, the so-called Global Distribution Systd@®S). Examples are Galileo,
Amadeus or Worldspan.

It is expected that new ICT applications for alsgive distribution will be introduced
in the industry over the coming years. Especialiye potential of mobile
communication will be further explored.

Globalisation

Similar to the accommodation industry, also for @& TAs rising income levels in
many non-EU regions meamew potential customers However, the structure of
most TOs is at present not adapted to inbound gwurin the future, more TOs
focusing on inbound tourism might enter the market.

Contrary to the accommodation industry for whom tiev upcoming tourism
destinations worldwide imply increased competition, for the TOA& industry it
creates a range of opportunities to develop nevdymis and increase outbound
tourism.

Currently, barriers to worldwide free trade and investmentin services limit the
possibilities to take full advantage of the oppoities of globalisation. Discussions
about further liberalisation take place in the feavork of the GATS negotiations.

Social and demographic changes

As for the accommodation industry, the demogragimd socio-economic changes
that we see in society also have a number of imptinos for TO&TAs. Apart from

what we discussed in paragraph 7.1.3 for accomnmwdagocial and demographic
changes also imply changes in the travel habiteustomers: shifts in mode of
transport, different shorter breaks versus one lboliday, changes in type of
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destination, etc. We refer to the latest Flash Bamometer Survey result for a
detailed overview of changes in travel habits.

Environment

Increased ecological awareness worldwide, hasolgnidfound discussions about the
exponential growth of air traffic. Within the EU-27, especially the segment of
LCCs has been characterised by an explosive grovehthe last decade.

Closely related to the previous point, discussianse aboutmore sustainable
tourism in general. Questions arise whether it is accéptidlom a sustainability
point-of-view that we cross half the globe for omeek of holiday on an exotic
beach. In many different fora and institutions waride, this topic is high on the
(research) agentd These discussions may lead to changes in travsrps.

Fluctuations in exogenous costs

Exchange rate fluctuations they do not only have a large influence on thetsof
TOs (see Box 8.2), they also have an impact omttin@ctiveness of destinations.

Oil price fluctuations: oil prices have fluctuated significantly over thast five
years. After a period with oil prices fluctuatingoand $70 to $80 a barrel, prices
rocketed to prices around $140 in the summer oB82@fer which they collapsed to
as low as $35 a barrel in November 2008. Since Mafa99 the oil price has started
to climb again and evolves around $70 a barréiatitne of writing. These large oll
price fluctuations heavily influence the transpboa industry, from whom the TOs
largely depends for the transportation of tourists.

High elasticity of tourism demand

The attractiveness of tourism destinations canamit be influenced byudden
events that are out of control of the tourism induBy (e.g. acts of terror, natural
disastery making tourism destinations very vulnerable. Defdeg on the magnitude
of the event, it can strongly impact travel patseespecially in the short term.

Transport infrastructure

Although we have already discussed the sub-seétwuoism transport in chapter 1, in
this paragraph we highlight some key issues impgdtie TO&TAS:

The rise of thdow cost carriers has had large implications for TO&TAs in terms of
product portfolio. On the one hand, the LCCs hapened up many regional areas.
On the other hand, they also made travel by airnmucre affordable.

18 syrvey on the attitudes of Europeans towards tourism, March 2009,
http://ec.europa.eu/enterprise/tourism/docs/studies/eurobarometer/flash _eurobarometer_analytical report 20090320 en.pdf

19 Eor example UNWTO, Sustainable Tourism Cooperative Research Centre ~ (STCRC), International Centre on Responsible
Tourism
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Theairport capacity in the EU is limited. It is said that it has readtthe limit$®. If
investments in airport infrastructure are neglectats can place restrictions to the
growth of EU tourism.

Hitherto air traffic control is a Member Statesspensibility. This leads to a highly
fragmented air traffic management system within B¢ Aircrafts do not fly the
shortest route, but follow a patchwork of nationautes. According to a
communication from the E€ the fragmentation of the European skymeans that
aircrafts in the EU fly on average 49 km longemtis&rictly necessary. Shorter routes
could save nearly 5 million tonnes of £gkr year.

In a sustainable tourism industryiterconnectivity between different modes of
transport should be a priority. Investments in smart conpest between road, rail,
air and water traffic can lower the ecological foatt of travelling.

8.2 Impact of the framework conditions on the competiiess of the
TO&TA industry: the competitiveness grid

Similar to our analysis for the accommodation induéaragraph 7.2), in this section we
link the different framework conditions to the costifiveness indicators and highlight to
what extent and how the framework conditions infleee the competitiveness of the
TO&TA industry. We discuss the main conclusion frdme competitiveness grid in the
following paragraphs and include the complete cdrtipeness grid in annex V.

8.2.1 Impact of framework conditions on labour and cdpithe basic inputs for
economic performance

Barriers and drivers for labour productivity

The compliance withEuropean consumer legislation (Package Travel Directive,
financial guarantees, etc.) andtional regulations such as the TO license place a heavy
financial, but also an organisational burden oremgmises, especially on the SMEs, thus
affecting the labour productivity level.

Lack of managerial skills and necessary industrgviledge in many micro-enterprises
hampers labour productivity developmenisaining and education geared towards

tourism SMEs are indispensable to professionaligeindustry. Especially in the TA
market, training gains importance in order to egdlom merely intermediary towards an
AAA-consultant (Advice before trip, Assistance awyitrip, After sale service).

Other productivity gains can be established by mat®mn through the adoption ¢€T
sytems and internet. For example, ICT and internet developments haagenonline
check-in or ticketless travel possible, leadinghigher labour productivity. Besides
automation, efficiency gains can be attained byeasednterconnectivity with other
industries. Also specialisationhas been recognised as a ‘driver’ for productivity

120 This has been recognised by EU policy makers and is one of the elements pushing the implementation of the “European Air
Traffic Management Master Plan”, see also http://ec.europa.eu/transport/air/sesar/european_atm_en.htm
21 COM(2008) 389, Single European Sky II: towards more sustainable and better performing aviation
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Framework related costs lowering profit margins

SomeEuropean and national regulations and legislatiorhave an enhancing impact on
the total costs of TO&TAs located in the EU. Exaespare VAT and other taxes (airport
taxes, fuel taxes, visitor taxes, etc.) or the BgekTravel Directive. The necessary
insurances ensuing from this latter regulationeaigensive, and push the required level
of capital to a higher level. In addition, alsogarfluctuations inenergy prices and
exchange rateshave a great impact on the operating costs thas ir@ur, and
fluctuations can only be partially passed on tdamers (see Box 8.1).

Impact of exchange rates on tour operator business

Tour Operators and Exchange rates

A high proportion of the costs incurred by tour igters is in foreign currencies, for
hotels, transfers, airport charges etc. in theimkstn country. Also aviation fuel is
priced in US dollars.

As holiday prices are advertised a long time betbe=tour operator has to pay hotels,
airlines, etc, variations in exchange rates coaldeha major impact on their profit. Take
a £500 holiday as an example. £300 may be payabfereign currencies. The tour
operator would expect to earn 2-3% (say £15) prgbtif there is a change of only 5%i
the rates of exchange the tour operator's proéitiger doubled or reduced to zero (5% of
£300 = £15). This is not a risk which a prudentifess person would wish to take.

=

Some years ago banks and other financial institatjgrovided schemes whereby a topur
operator can agree to buy amounts of foreign exghat a pre-agreed rate (known|as
hedging). There is a charge for this service budoés provide certainty for the tour
operator and this is particularly important givee tery slim profit margins.

Not all currencies can be hedged however, and tisé @f doing so when only small
amounts are involved is high, so this service cammoused for all holidays. In these
cases tour operators sometimes decide againstgg&irino surcharge guarantee'| -
although they remain legally prevented from passinghe first 2% increase in costs. So
the consumer still enjoys some protection fromeicreases.

Sourcewww.fto.co.uk

Indirectly, alacking ‘single European sky’ makes that airline companies in the EU do
not fly in the most efficient way thus bearing heghuel costs, that are passed on to the
TO&TASs.

Access to finance in difficult times

Sufficientaccess to financés indispensable. However, as the TO&TA businesgery
cyclical and vulnerable, and the financial struetaf most TO&TAs offers little tangible
assets as guarantee, access to finance often fisuldif it remains very difficult to
estimate the demand for different destinations dvaace: the attractiveness of a
destination can be largely negatively influencedfdmtors out of control of the tourism
industry, such as adverse currency movements ocuhrent world-wideeconomic and
financial crisis. All these elements increase the uncertainty fankers to provide
TOA&TA businesses with financial means.
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Since the beginning of the financial crisis, IATAsraised théinancial criteria and
bonding requirementsfor the IATA accredited agents. As a consequemcemereasing
number of - not only SME - retail agents cannot plynmwith these new criteria and thus
may simply be excluded from the specific air tickgtactivity. As this is a critical
resource for the TAs, this has an enormous impadhe profitability and may lead to a
number of TAs exiting the market.

Impact of framework conditions on industry relasand industry structure
Fundamental changes in intermediaries’ role duaternet

The most important framework condition influencitige TO&TA business model and
industry relations, is the widespread adoptioiGdf and the rise of internet Especially
the internet has fundamentally changed the indsstagture in different ways:

Internet allows the tour operators to cut out thedl agents.

Other service providers in the tourism industry easily reach the customer and thus
can cut out both TOs and TAs. Accommodation busiegsairline companies, etc.
now sell their services directly to customers aodt@mers build their own ‘travel
package’.

A completely new type of businesses has emergedorline wholesalers and online
travel agents that use the internet as their sd#iltution and communication
channel to reach customers. A special charactenétihe online travel businesses is
that they are truly “footloose” companies. Theyrm have to be located in the EU to
do business and thus do not have to comply withr&gllation. It gives them a
strong competitive advantage over tour operataxs dhe located within the EU and
have to comply with all EU regulations, such as éxample the EU regulation
regarding consumer protectiéh This relocation process might have a negative
impact on the employment level in the EU TO&TA isthy.

Global value chains

A second framework condition influencing the indysstructure and relations is
globalisation. Apart from the fact that it affects the produange (see further), the value
chain is increasingly managed and organised onra giobal scale. This poses important
challenges to especially SMEs in the industry. M&8MESs do not understand what their
role can be in global value chains (GVCs), how thay benefit from participation in
such GVCs by cooperating with other (large) play@mgilability of adequatdraining
programmes geared towards SMEs on how to benefit from paoaiton in GVCs is an
important framework condition in that sense, btewfacking at the moment.

Globalisation has also increased competition initldestry. As new source markets for
tourism develop, new players will enter the madat competition from non-EU players
increases. However, increased competition putsspreson prices and as TO&TAs are

122 e g. Directive 98/6/EC of the European Parliament and of the Council of 16 February 1998 on consumer protection in the
indication of the prices of products offered to consumers. OJ L 80, 18.3.1998

FN97613 — FWC Sector Competitiveness — EU tourism-industry 139



characterised by low profit margins, size beconmeseiasingly important. The wave of
mergers and acquisitions over the past few yearsvigness of this.

Reorganisation of the industry at higher speed

The financial and economic crisisis expected to lead to more bankruptcies and the
process of reorganising and divestments will cagjresulting in a sector consisting of
less but stronger players. In addition, the crislsprobably speed up the transition in the
new Member States and horizontal integration willfgster after 2009. Secondly, the
crisis has an impact on the consumers’ booking \ieba consumers tend to wait as
long as possible before booking their holiday. Thgh uncertainty about future demand
has an important impact on the intra- and intersigurelations (see paragraph 5.6.2 in
Chapter 1).

8.2.3 Impact of framework conditions on product strategy

ECORYS A

The possibilities of globalisation

The exogenous framework conditions that create ppiies for segmentation in the
accommodation industry also create similar oppatiesifor the tour operators and travel
agents:demographic changessocial changesecological awarenesand globalisation.
In this paragraph we specifically highlight hoglobalisation has an impact on the
product strategy of TO&TAs.

Globalisation leads to an increasing group of peapltside the developed world for
whom travelling becomes a feasible option. Morepvglobalisation means the
development of many new tourism destinations affgrihe infrastructure and service
quality that international travellers look for, thincreasing competition at the level of
destinations. This implies that both outbound amrmbund tourism can increase, due to an
increased product offering (more destinations) anchigher number of potential
customers. Although also increased outbound tourlss a positive impact on
employment in the EU (especially in the TO&TA sutise), the economic impact of
increased inbound tourism can be expected to bénmare significant throughout the
EU tourism industry and beyond.

Inbound tourism: a potentially interesting segment?

Focusing on inbound tourism, a number of framewocokditions positively support
TO&TASs in attracting non-EU customers:

Europe as a tourism destination hasnsggue and rich diversity of products and
attractions to offer.

The (tourism) infrastructure in the EU is highlydeped, making travelling across
Europe relatively easy.

The introductions of the Euro and the Schengen vis&ave significantly lowered
the administrative burden over the years when liagewithin the euro-zone or
Schengen area.
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Bringing the negotiations ¢bpen skies’ agreementdo the EU level (with the EU-
US ‘open skies’ agreement in 2007 as a first rgdudts eased intercontinental
travelling.

However, a number of other framework conditions en#étkat TO&TAs — and the EU
tourism industry at large — currently cannot fubignefit from this potentially important
group of customers.

Existing barriers to trade in services hamper international tourism development.
One example is air transport, which is far fronefdlised. Although negotiations on
the liberalisation of trade in services currenthkd place at the level of WTO
(GATS), it is expected that barriers to trade invees will remain for quite some
time.

The very recenthanges in the rules to obtain a Schengen visglso have an
influence on the attractiveness of the EU (the 8gbe area) as tourism destination.
Not only has the cost to obtain a Schengen viseeased, also the administrative
burden has increased due to stricter controls iEgimn on issuance of visa,
passport, photography and documents certifyingaihe of the trip, solvency and
medical insurance, give fingerprints).

A concerted marketing campaignto promote the EU as a tourism destination
outside Europe is lacking at present. This mearad #h critical step in the
communication cycle is missing: awareness creagioout what the EU means in
terms of tourisif®. This undermines the effectiveness of marketirigresf of other
actors later in the communication cycle, potentiathving a negative impact on the
demand of non-EU travellers to come to the EU.

Airport congestion and an obsolete EU air traffic gstem may hamper the full
development of the segment of inbound tourism.

Rising ecological awareness and changing traveltsab

Apart from globalisation, als@limate change and the increasing awareness of the
ecological impact of our current economic systerfluemce the product range of
TO&TAs. Apart from an increasing group of customtérat look for more ‘ecologically
friendly’ ways of travelling (see also paragrapB for accommodationgnvironmental
regulation and taxation are expected to increase pressure on the prigetigfties with a
high environmental impact. Looking at ‘an averagavel package’, especially
transportation has a non-negligible impact on thdrenment. Although it is still very
much debated what mode of transport has a higherosmental impact for what
specific distance, it can be expected that altemmanodes of transport (alongside air
transport) will gain importance in the product oiffgg of TOs and TAs.

Unexpected events

A final element affecting the product range of TO®T is thehigh vulnerability of
tourism destinationsdue to unexpected events such as acts of terralthhthreats (e.g.
SARS virus), but als@xchange rate fluctuations that can strongly impact the travel
patterns of customers and thus the success ordalfuspecific products. As especially

123 e refer to the interviews of ETAG and ETC in Annex III.
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8.3

Table 8.1
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TOs have to determine their range of products wwelhdvance and make financial
commitments accordingly, such sudden changes in etkmgenous framework can
significantly affect the profitability of these TOs

Relative importance of different regulatory and estHframework
conditions for the industry

Table 8.1 provides an overview of 1) the curreldvance at sector level of the different
regulatory and other framework conditions for tlevelopment and competitiveness of
the TO&TA industry and 2) the ‘ideal’ level of ref@nce at sector level of these different
framework conditions for the future development aodnpetitiveness of the TO&TA
industry. This assessment is based on the vieleofantractor and has been presented to
the members of the TSG for feedback.

Tour operators and travel agents: screening of framework conditions

Regulatory & ‘other’ framework conditions Assessment of Assessment of
Heading ltem current level of  ‘ideal’ level of
relevance at relevance at
sector level sector level
National regulatory measures XX X
Regulatory EU regulatory measures XX *e0
conditions Completion of internal market legislation se(e) X
Industry and professional regulations and standards ¢ .
Labour force, knowledge and skills ¢ XX
‘Other’ Knowledge: R&D, innovation and product/service .o e
framework development
conditions Access to finance ‘e XX
Competition issues *e *
Technological change X3 X
Global competition ¢ (X
Exogenous Qpenness of international markets (trade and .o vee
conditions investment)
Exogenous Social and demographic change ¢ XX
conditions Environmental issues * XX
Fluctuations in exogenous costs se0 XX
Transport infrastructure X3 X
Legend: 0: Not relevant
+ : Relevant

4 ¢ : Important
4 ¢ ¢ Very important

The assessment in Table 7.1 highlights a numbefrashework areas in which the
attention of the TO&TA industry might need to sigzantly increase in order to enhance
the competitiveness: development of necessarsskiiowledge and innovation to better
capture the opportunities related to social andadgaphic changes, globalisation as well
as tackle the environmental challenges. Thesesshifpriority for the TO&TA industry
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Table 8.2
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appear to be much in line with the shifts needethénaccommodation industry. As for
the results from the accommodation industry assessmlso this assessment provides
valuable information for the strategic outlook ardommended action plan.

Level of priority of different EU policy initiative to enhance the
competitiveness of the TO&TA industry

In this paragraph we identify and prioritise exigtiand potential EU horizontal
‘industrial’ policy initiatives®* that could have an important impact on the
accommodation industry’s development. Table 8.@rjiises the policy initiatives that:

= at present receive most attention at policy lesehtluence the performance of the
TO&TA industry;

= might need to receive most attention at policy leweoptimally contribute to raising
performance (e.g. productivity improvements) andfeating opportunities for sector
development.

Similar to the assessment in the previous sectin® assessment reflects the view of the
contractor.

Tour operators and travel agents: screening of policy initiatives

Assessment of Assessment of

EU Policy areas

current level of  ‘ideal’ level of
Heading Initiatives priority for EU priority for EU
policy policy
d Trade policy ¢ XX
Trade o _ . XX
Proper functioning of the internal market
Competition policy ¢ LR
Better regulation | Better regulation and simplification ¢ s
Standards X3 ¢
Consumer right protection XX (XX
Research and development * *
K led 4 Intellectual property rights 0 0
rpwe 9& and " nnovation policy ¢ LR
skills . - ) ]
Employment, qualifications, skills / ‘Flexicurity LR LR
Access to finance / risk capital *e so0
Energy and | Waste, water, air ‘e 44 (e)
environment Intensive energy use XX (XX
Legend: 0: Not relevant
4 : Relevant
4 ¢ Important
4 ¢ ¢ Very important
24 Based on the Mid-term Review of Industrial Policy, COM(2007) 374.
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Similar to our assessment for the industry, Tabi 8ghlights a number of areas in
which the attention of EU policy makers might néedncrease in order to enhance the
competitiveness. They relate to

= trade policy;

= the further elimination of barriers to a propeeimal market;

= better regulation and simplification;

= supporting research and development.

The outcome of this assessment will be taken icmpant for the formulation of the
strategic outlook.
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PART 4: STRATEGIC OUTLOOK

The strategic and immediate usefulness of a samioipetitiveness study is greatly

facilitated when it contains a forward looking ekmh This fourth part of the report
comprises two chapters:

= The first chapter contains a strategic outlooktifier EU tourism industry over the
medium to long term. The central part of this sgat outlook is aSWOT
analysis of the EU tourism industry,in which both strengths and weaknesses,
and opportunities and threats will be presented.

= Starting from this strategic outlook, in the secahdpter we formulate a series of
recommended actions to enhance the competitivenes$ the EU tourism
industry. The actions are presented in the forna ebadmap for the European
Commission, Member States and industry.
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9.1.1

9.1.2
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Strategic outlook

The strategic outlook starts with an overview & thethodological approach. The core
of this chapter contains both a portrait of therig industry in 2009 and an outlook for
2015-2020. The strategic outlook will be summarired SWOT analysis.

Methodological approach

SWOT analysis

A SWOT analysis is a strategic planning tool usedvaluate thet&ngths, Véaknesses,
Opportunities, and fireats affecting an industry and requiring a deaisin pursuit of an
objective. It involves monitoring the market envingent internal and external to the
industry.

Internal factors: Chapters 4 to 8 of this report analysed the cdiee
performance of the two sub-sectors included in ttisdy, as well as the
framework in which they operate. The most importeiments of this analysis
are summarized in paragraph 9.2.1. The analydisesk internal factors enables
us to identify the main strengths and weakness#sedburism industry in 2009.
External factors: There are, however, trends in the regulatory éaork and
society at large that affect the demand for touridihese trends mean that
tourism in 2020 will look quite different to tounstoday. We discuss the most
important trends in paragraph 9.3. Identifying thé®nds allows us to identify
the main opportunities and threats for the touristustry.

Scenario building to incorporate insecure factors

When identifying the major trends which will affdtie tourism industry in the years to
come, we make a distinction between two types ehds: “fundamentals” and
“differentiating factors”.

Fundamentals are expectedriegatrends within society with a major impact
on tourism demand. We will observe these trends alihost 100% certainty.
Differentiating factors are exogenous factors which also have a majorahgpa
tourism demand. However, the evolution of thesdofacand, therefore, their
exact impact on tourism, is uncertain. Both ecomognowth and the evolution of
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Figure 9.1

oil prices are examples of such uncertain factoas lhave a significant impact on
the tourism industry.

To incorporate uncertainty arising from the diffetiating factors in the strategic outlook,
scenario planningis a very useful tool. Scenarios are a way to exploture issues in a
clear and structured way. They are not meant tprédictions, but to provide pictures of
possible futures that can inspire ideas about upwpichallenges and opportunities. By
distinguishing the different scenarios from eacheotas much as possible, we can
identify the widest range of possible actions tckka the main challenges the tourism
industry is facing.

Within the framework of this study four differentemarios have been developed. These
scenarios all have a time horizon of around 10s¢ear

Scenarios to incorporate uncertainty in the future outlook

WORLD 2015/2020

Megatrend 1 Megatrend 2

Megatrend 8 Megatrend 3

Scenario 4

Megatrend 7 Megatrend 4

Megatrend 6 Megatrend 5

9.1.3 Overview of the methodological approach
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From the SWOT analysis and scenarios, we can fgegh# main challenges to enhance
the competitive position of the EU tourism industijaving identified the major
challenges for the tourism industry, actions carsimggested to tackle these challenges.
This process of strategic outlook formulation igstrated in Figure 9.2. In the remainder
of this study, we will fill in the different ‘builshg blocks’ to finally come to our
recommended action plan to enhance the competisgeaf the EU tourism industry.
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Figure 9.2

9.2

9.2.1
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Process of strategic outlook formulation
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The tourism industry today: portrait 2009

Chapters 2 to 8 of this report gave a clear pictihe structure, economic performance
and competitive position of the EU tourism indusimygeneral and the sub-sectors of
“accommodation” and “tour operators and travel &gjeim particular, as well as of the
framework in which the tourism industry operatebe3e parts provide us with a good
factual basis about the way the industry functioflse purpose of this section is to
summarize the main findings from these analysesuth a number of observations.
Those observations are thasis to start a substantiated evaluation of the tngths
and weaknessesf the EU tourism industry in the year 2009.

Key observations

=  Key observation ATourism industry as an engine of growth

Over the last decade, the EU tourism industry hesoimme a sector of increasing
importance in the European economy. As tourism dema the EU has steadily

increased, tourism enterprises have increasinglgted both employment and turnover.
Especially with regard to the employment of womgmyng people and the less skilled,
the tourism industry plays an important role. Maex over the last decade the job
creation rate in the EU tourism industry has bdmva the EU average.
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=  Key observation 2Europe is THE leading destination for tourism ithe world

Europe is the pre-eminent tourism destination i@ wWorld. In terms of international
arrivals, Europe accounts for more than half oftttal number of arrivals in the world.
Furthermore, Europe accounts for another 700 mildomestic arrivals. Although the
EU’s market share in the total number of internaloarrivals is likely to shrink,
UNWTO expects that tourism in Europe will still nease in the coming decades. Europe
is for many travellers a highly attractive destioat not only because of its rich history
and the cultural diversity concentrated in a re&yi small geographical area, but also
due to its stable political climate, high level tblerance and high quality of
infrastructure. What Europe has to offer to tosristalmost impossible to find elsewhere
in the world.

=  Key observation 3Fragmented industry with very diverse range ofrepanies

The tourism industry is very fragmented, with aeilse range of companies, a majority of
which are concentrated in the old Member Statesngamies in the tourism industry
operate not only in very different sub-sectors €hmtairline companies, travel agents,
tourist boards, etc.), there are also large diffees in the size of companies, ranging
from micro-sized enterprises to very large mulimadl players. Based on the previous
chapters we also can conclude that there are tffgrences between the new and old
Member States (young industry versus mature ingudttoreover, the tourism industry
has important linkages to many other policy fieldstture, natural resources, transport,
retail, urban planning, etc. The business realitgd @aroblems that all these different
companies face is not the same across the indugthin any one sub-sector or between
the different Member States. This makes it a rballenge to come to a coherent policy
towards the industry.

=  Key observation 4Dominance of micro enterprises in the sector

With more than 90% of the companies employing fewem 10 peopfé® micro-
enterprises form the backbone of the industry. Mahthese micro-enterprises are run
successfully by ‘self-made’ men and women. Howeesen though these individuals
might have the necessary skills to run a busindssy often fail to capitalise on
opportunities, as they are not always aware ofr thesition in the tourism industry.
Another problem related to these micro-sized enitgp is ensuring the continuation of
the company after the first generation and, cortkwith this, the transfer of knowledge.
Improving the professionalism of these enterprisesften cited as a critical factor in
improving the competitiveness of the industry. Heer it is a major challenge to reach
out to these enterprises and improve their acoesspport, guidance and advice.

=  Key observation 5Strong seasonal nature of EU tourism business

Although some destinations are less influenceddagaenal fluctuations, most European
tourism companies are confronted with a patterstroing seasonality in travelling, with a
major peak in the months of July and August. Theiseng seasonal patterns have
significant implications for the businesses opegain the industry. They have an impact

125 n reality this figure might even be an underestimation due to the definitions being used to compile the official statistics.
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on the revenue streams of the businesses and iorethgloyees, and lead to inefficient
use of the existing infrastructure. With the uséeofiporary work and student workers for
example, the industry has attempted to find sahstito this highly irregular business
pattern. Although seasonality may be not a prob@ithe industry, it is certainly a

problem FOR the industry in our opinion.

=  Key observation 6Authentic or old-fashioned?

Europe has a great cultural heritage. However, niastgrical buildings are not adapted
to current needs (e.g. in terms of accessibilig§jile older accommodation may often not
correspond to expected levels of comfort. In ofhlaces, infrastructure is outdated and
urgently needs refurbishment to meet current quatéindards. This is often the case in
areas where mass tourism started to develop instinee decades ago, but where
investments in renewal of the product have genebaen lacking in recent years.

=  Key observation 7Difficulties in attracting and retaining personnle

The tourism industry generates many jobs in Eurape provides work to people that
often have a weaker position in the labour marketh as the low skilled, women and
young workers. The tourism industry however — esgigahe hotel and catering industry
- is often perceived as an unfavourable employeegular working schedules and
temporary working contracts in return for low fircéal remuneration often make working
in tourism businesses less attractive than othefepsions (as is the case in other
industries that are characterised by similar laboomnditions (e.g. nursery,...)). An
additional problem in the tourism industry is thesmmatch between demand and supply
of necessary skills. All these elements resulbhenfact that many tourism businesses have
problems attracting people with appropriate skihisl are confronted with a high turnover
in personnel, which negatively affects the sergjoality in the sector. The more society
shifts towards an experience economy, the grebhtetinmportance of human capital. In
our opinion, the above-mentioned difficulties camgatively affect the further
development of the tourism industry.

=  Key observation 8Low labour productivity

Tourism-related industries are under strong pressurimprove labour productivity, as
they have to compete in factor markets (e.g. foola and capital) with other EU sectors
that are more productive and can thus offer beteruneration. The question derived
from this observation is whether the low labourdurctivity in different sub-sectors is a
major barrier to improving the competitivenesshd industry as a whole. The data show
that at least in the accommodation industry, labproductivity is indeed low, but
profitability is relatively high. In the tour opeéoas and travel agents industry, on the
other hand, labour productivity is higher, but fedjility is much lower than in the
accommodation business. Due to the totally diffetarsinesses in which they operate,
both types of company have very different costcstmes. Interpreting data on labour
productivity and profitability in the tourism indng therefore need careful consideration.
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=  Key observation 9What about inbound tourism to Europe?

Looking at Europe as a tourist destination in theldy we observe that the European
tourism industry is largely organised around twougs of tourists: intra-European

travellers (both domestic and cross-border) antautd tourists. Inbound tourists from
other regions of the world, coming into Europe aoé currently targeted in a structured,
systematic way. Given the fact that the Europeawvetrmarket is largely a mature one
and several non-European regions show promisingrtgrdigures in terms of source

markets, the industry in collaboration with the lwlisector is likely to need to make

additional concentrated efforts to attract inbowmsitors. Interesting examples can be
found in recent initiatives taken commonly by Fn8pain and Italy and by the Czech
Republic, Poland, Hungary and Slovakia to developoenmon approach to promote
Europe as a tourist destinattéh

= Key observation 10 Lack of innovation to provide answers to differen
challenges

It is clear that the EU tourism industry is facebhwa number of challenges that need to
be addressed in order to improve competitivenessveder, innovative solutions to
tackle these challenges appear to be largely lgckinthe moment. For instance, many
companies still focus too much on price to compétm little attention seems to be paid
to the creation of value added for customers. St#igpuery few innovative initiatives are
seen to reduce the impact of seasonality. Moreviaithan in the approach to different
segments in the market could however have positivelications. Finally, although
climate change will undoubtedly affect the tourismustry in a profound way, this issue
seems to receive little attention from businesgesaiing in the industry. Eco-innovation
— high on the research agenda in many other indsstrhas hardly entered the tourism
industry.

= Key observation 11Active involvement of public sector, but what sid be its
exact role?

The public sector plays an active role in manyesagf the ‘tourism production process’.

Public authorities provide the infrastructure neegg for tourists to reach their

destination (airports, railways, road infrastruejurThrough the national, regional or

local tourist boards, they promote destinationsthng try to attract tourists to companies
operating in the tourism industry. Owning museunadure reserves and other attractions,
public authorities directly supply services to thisdustry. Last, but not least,

governments create the regulatory framework in fwhe tourism companies operate,
clearly impacting the competitiveness of the industhe EU, national governments, as
well as regional and local authorities certainlywéian important role to play in the

further development of the tourism industry in Epneo The question is how this role

should be optimally defined to create the best giae between public and private

initiatives.

126 gee for example interview Federturismo. See also www.european-quartet.com
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=  Key observation 12Travel demand is elastic

Travel demand is elastic — that is, it tends tceexicthe growth of the overall economy in
good times, and to contract more severely whenettenomy falters — making it a
relatively vulnerable activity. Tourism activity et only influenced by specific shocks
like terrorist attacks, natural disasters or dissadut it is also subject to trends and
fashions. What is “hot” today, might be “out” tomaw. This vulnerability has a negative
impact on the ease with which tourism companiesotdain access to finance. Access to
finance is a generalised problem for the tourisdustry, but becomes a major challenge
especially in times of crisis. Nevertheless, accesdinance is critical in order to
innovate, invest in quality, adapt to changes insconer demand or just survive in more
difficult times.

=  Key observation 13 ack of qualitative data on tourism industry

Quantitative, qualitative and harmonised data asemtial to capture the rapidly changing
reality of the tourism industry. However, availaldlata shows significant shortcomings.
Data on the supply side of the tourism industryadten rather outdated and therefore do
not always capture the rapidly changing realitytlod industry. Despite considerable
efforts, large differences remain in the qualityasfailable data across the EU-27. As
pointed out several times in this report, the défe EU-27 Member States use different
definitions for the different sub-sectors, makihgery difficult to compare countries with
each other. On the demand side of tourism, intermaty comparable data exclusively
focus on international arrivals. However, data lo@ importance of domestic arrivals are
needed to make a balanced assessment of the ctivepetss of the tourism industry in a
global context.

Strengths and weaknesses of the EU tourism industry
From the key observations we can arrive at a numbsgirengths and weaknesses that are

characteristic to the EU tourism industry in 200%e strengths and weaknesses are
internal to the tourism industry. They are sumnedin Table 9.1.
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Table 9.1

Strengths and weaknesses of the EU tourism industry

STRENGTHS WEAKNESSES

Excellent reputation of Europe as tourism
destination

Large diversity — “there is something for
everybody in Europe”

Top quality attractions compared to rest of
the world.

Highly developed (tourism) infrastructure,
high convenience for travel

Tourism as en engine of growth and job
creator for less skilled people

Magnificent resources to create high
quality products

Dense distribution network with different
contacts with customers

Multi-optional supply

Major EU-based accommodation players
and (outgoing) tour operators

Social dialogue

Europe as a safe and very stable region in
the world, making it a secure tourism
destination

Highly seasonal use of infrastructure and
labour input

‘Old’ tourist infrastructure compared to
other regions in the world.

Inefficient marketing of tourist destination
‘Europe’

Low quality of services in Europe when
compared to other regions in the world.
Inconsistency of quality of infrastructure

Fragmentation of value chain, combined
with insufficient co-ordination across value
chain

Low labour productivity and high turnover
of personnel

Weak image of
employer

Lack of sufficient
managerial skills

Low innovation capacity

Lack of qualitative and harmonized data on
tourism

Lack of flexibility to deal with fluctuations in
tourism demand

Mature EU source market for tourism

tourism industry as

entrepreneurial and

9.3 The tourism industry in 2010-2020: outlook

Over the next decade the tourism industry will befronted with a number of changes in
society. The tourism industry in 2020 will theredadiffer from its current form. In this
section we:

ECORYS A

identify and describe thenost important trends and developments affecting the
tourism environment;

describe theexpected impactof these trends and developments on tourism demand
within Europe;

identify the major opportunities and threats for the tourism industry due to the
expected changes in tourism demand.
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Within society certain trends are expected to neltse with almost 100% certainty (the
so-called megatrentfy. These megatrends will have an impact on tourimand.
Most of these megatrends are not new, but have bBEeady become established in
recent years. It is important to recognise thgnisicance for the tourism industry.

Megatrend 1 Globalisation

Globalisation means that different societies, cabuand economies are becoming
increasingly interwoven. This process has beenmwajefor years, if not decades. It has
been reinforced by political changes and decisisnsh as the formation of the EU single
market and the lowering of visa restrictions (éog.China). Technological changes such
as the deployment of computers, internet and madtitnes have made communication
much cheaper and reduced barriers resulting fronysipal distances. Further

liberalisation of air transport and the increaseabifity of people have brought the whole
world within reach. For instance, with a traditibaa carrier it is now possible to book a
return flight from Brussels to Hong Kong for €4306,New York for €350 euro and to

Cape Town for €450. For many European visitorswbed is calling to be discovered.

Moreover, in many emerging markets, a growing neddhss is ready to discover the
world. In a first stage, this group is likely tocies mostly on domestic and short haul
travelling, but when they become more experiencadetlers, they are likely to start

discovering more remote tourism destinations.

Megatrend 2Demographic change

Over the coming years, the European population aght further and by 2020 around
20% of the population will be older than 65. Thisley population will often have
considerable purchasing power and have more free ith which they can travel. They
will probably prefer destinations close or closehbme, and they will prefer to travel
more outside the peak seasons. The group is unlikelish to be targeted as 'senior
citizens', but the demand for convenience, safatyry (‘small indulgences’) and city
trips and short breaks will increase.

Alongside the ‘greying’ of the population, the nuenlof households consisting of one or
two people will increase in Europe. For instanoeGGermany approximately one third of
the population already lives in a single househaldiile in France and the Netherlands
respectively 60% and 66% of the population livea imousehold with a maximum of two
people. The demand for single-household producteasasing, both for younger and
older people, but especially for women. In the seignof small households made up of
people of working age and a high disposable incahreedemand for shorter holidays to
escape busy working lifestyles is likely to increas

2" Based on, among others, European Travel Commission (Megatrends report), Toerisme Vlaanderen (Prioriteitennota) and

European Tourism Research Institute (Tourism of Tomorrow).
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Megatrend 3Access to information

Computers, internet, search engines, mobile phoB&S and digital television have
profoundly changed the way the world communicatesllects information and
distributes products and services. For the travdlistry, the Internet has rapidly become
the major source of information and distributiornthaa major impact on tourism demand
and business structure. Easier access to informabout destinations, products, services
and prices means that tourists will become morécali and self-confident about
choosing a destination. They can better asses®lgi@onship between price and quality
(i.e. the value for money) offered by competingibesses. Moreover, the Internet makes
independent booking ever easier. The fear of bagpkinline is slowly disappearing.
Independently arranged trips are growing at theergp of organised or packaged group
tours. Intermediaries will remain in the pictureemhthey manage to add value to their
service. Better and more accessible information famoking systems also allow later
reservations and more flexible travel schedulewuriSm purchases are taking place
closer to the time of departure. Those companiésriof fast and customer-friendly
services will gain business at the expense of nmafficient ones.

Megatrend 4 Experience economy

In an era where the supply is abundant and whei® rio longer easy to distinguish
products and services based on quality, custoreksfbr other elements to make their
choice. ‘Soft’ characteristics such as design areamng, as well as the creative
combination of products and services into one ‘égpee’ are gaining in importance.

Experiences can incorporate security, romance, tilermeaning and authenticity.

Authenticity is not only about traditional craftsnship or nostalgia. Authenticity is about
discovering values and traditions and interpretivege in a new way within a progressive
context. People increasingly look for genuinenegs @iginality, for the core and nature
of things.

Intuition and feeling are accepted now more thaereWo longer is the rational
functioning of a product alone important, but alse ‘look and feel’. Functionality and
quality are no longer distinctive, but rather theK, design, colour, texture, odour and
taste become decisive. It becomes increasinglyssacg to stress elements which can be
connected to feeling, rather than only functionblaracteristics. Design has been
democratised and accessible for all.

With the rise of this so-called experience econothg, demand for a ‘total experience’
will increase. Customers no longer seek ‘just’ d lmea hotel, but, for example, look for
a romantic experience, including a special bedrdaora cosy hotel, candlelight dinner
and a trip in the same romantic atmosphere. Dafigesuch a total experience requires
collaboration across the value chain. Accommodagion attractions will only stand out
when they can offer a clear added value, authénticimeaning to customers.
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Megatrend 5Individualisation — customisation

The focus on ‘me’ as a person will increase. Custsnseek tailor-made solutions, fitting
their own personality. Society can no longer beiddig into homogeneous and
recognisable target groups, but is becoming inarghs heterogeneous with many
different niche groups. Consumers’ behaviour isob@ng harder to predict. One
individual consumer can belong to one niche groog day and to another niche group
the next.

With increased travelling, the demand for speataiproducts will increase. An increased
focus on specific target groups and niches wilabbey to success in the future. Packaged
travel will become smaller in terms of participamesr group, enabling more flexible
itineraries to meet the different needs of cust@méthin one group.

Tourists will in the future visit a greater numh#rdifferent destinations, resulting in a
lower loyalty towards one or a few destinations.rdtver, tourists will display more
mixed travel behaviour. Repeat visits will therefodecrease and the marketing of
destinations will become more complex.

Megatrend 6 Sustainability

Ecology and ethical entrepreneurship are more jilstiaudable objectives. The demand
for sustainable goods is booming, running courdehé consumer society. As a reaction
to the trend of individualisation, a countertrerath e identified, that is ‘connectivity’.
This term refers to the urge to start meaningfuhtiens and to enjoy meaningful
experiences.

The concern about climate change and environmgud#lition is translated in an
increased demand for ecologically responsible amesism. This trend is reinforced by
legislative initiatives stimulating consumers amimpanies to act in a more sustainable
way. The tourism industry will also be confrontetbgressively with an increased
attention to sustainability. Those actors able fferca sustainable tourism product can
gain a competitive advantage in comparison to ttmmpetitors.

Megatrend 7 Health, wellness, education

Diets, natural healthy food, fitness, wellness,utgdreatment, and sport: our bodies are
receiving more attention in our free time, parttyaacompensation for the more sedentary
lifestyles that many people are leading. The bopnbatween wellness and lifestyle on
the one hand and health care on the other handséppmkaring: national healthcare
systems sometimes contribute to subscriptions foreds centres, while so-called
“wellness institutes” are recruiting medically trad professionals.

Megatrend 8Low cost business models
As a counter reaction to the search for more luxamg design, we can identify many

successful enterprises that have reduced produdip@cesses to the essential basics.
Increasingly, low cost business models are likelgnter the market successfully. In the
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tourism industry especially, low cost carriers hdwreught significant changes to the
industry’s development. According to IATA and AEkw cost carriers will represent
approximately 35% of the total airline market byl@0 Even though those low cost
carriers currently still focus on intra-Europearinpao-point transport, the development
of the Airbus A380 with a capacity of 600 to 800spengers might mark the rise of
intercontinental low cost carriers.

Tourism as a highly elastic activity

Alongside the eight megatrends, a number of otlements will also impact on tourism
demand. However, the way in which they will do sancertain and depends upon their
evolution. We try tocapture a number of these uncertainties in four dilerent
scenarios.After discussions with the academic focus gréghe TSG and our clients,
we have selected the following differentiating tast for scenario building: a) global
economic growth and b) energy prices. They are lf@thors external to the tourism
industry, but with a profound impact on tourism @em. This does not mean that they
are the only differentiating factors affecting tsun demand. Other possible
differentiation factors include currency conversiates, the general security climate, etc.
The two selected factors are — in our view — howeive two most important in order to
assess the competitive position of the EU tourismlustry. Adding additional
differentiating factors would complicate the an@yfsirther. Combining the two selected
differentiating factors leads to four clearly disti scenarios, thus making the scenarios a
useful instrument.

Differentiating factor 1 Uncertain global economic growth

The level of global economic growth highly correlatwith the level of business

activities, the level of employment and the levietensumer confidence. High economic
growth means high levels of business activitiesfaased business travelling and high
levels of consumer confidence. People are genecalfident about their job and tend to
spend more on leisure. Low global economic growdhsgtogether with fewer business
activities, resulting in less business travellidgemployment rises, affecting consumers’
confidence and thus their spending in a negatiwe wa

Over the last few years, real annual GDP growtbsrat advanced economies have fallen
from around 3% on average to almost -4% in 200& Uincertain how global economic
growth will evolve over the next decade. As subls tifferentiating factor has been one
of the axes in our scenario building. A distincti® made between strong global
economic growth (i.e. world economic growth abo% ger annum) and weak global
economic growth (i.e. world economic growth lesant8% per annutf).

28 5ee paragraph 1.3.3 in Chapter 1 for an overview of the participants

129 Informally, the IMF regards periods with global growth of less than 3% (or 2.5%, depending on the chief economist) as global
recessions, as it takes account of the fact that the trend growth rate in emerging economies is higher than in developed ones
(source: Wall Street Journal, The Economist)
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Differentiating factor 2 Uncertain evolution of energy prices

The second differentiating factor in our modelhs evolution of energy prices in general
and the oil price evolution in particutdt Energy prices directly influence consumers’
purchasing power. The cost of living increasestduagher energy bills and higher costs
of transportation. This leads to a lower budgetilake to spend on travel. Moreover,

high energy prices also directly influence the addravelling due to the increased costs
of transportation. Especially for long haul travble price increase due to high energy
prices can be significant, as transportation oftkes up a relatively large proportion of
the total cost of the travel package. Strong eimhstin energy prices lead to shifts in

tourism demand (see also section 6.1.3, last papayr

Over the last two years especially oil prices h#luetuated significantly, with prices

rising to over $140/barrel in the summer of 200@&nt plummeting to around $35/barrel
in January 2009 and now evolving around $70/baA#though everyone agrees that in
the long run oil prices will undoubtedly rise duethe oil reserve limits, it is far less
certain how the energy prices will evolve over tiext 10 years'. As the evolution has

an important impact on tourism demand, this isdbeond differentiating factor to be
included in our scenario building. We differentidtetween high energy prices (i.e. olil
price above $100/barrel) and low energy prices @ilerice lower than $50/barrel).

Combing the two differentiating factors, bringstadour different scenarios. These four
scenarios are not disconnected from the expectadtstal changes in tourism demand
mentioned above, but rather bring in a number ainces to the outlook. Figure 9.3
summarizes the differences in tourism demand irditierent scenarios.

130 Energy prices needs to be seen as unconnected to the economic growth as especially towards the future the link between
economic growth on the one hand and energy prices on the other hand will be less strong due to scarcity in oil reserves and
the development of alternative energy sources.

31 On the long term, experts tend to agree on a depletion of oil supplies within the next 50 years. The scenarios presented here
have a more limited time perspective. As shown in the evolution of oil prices within the last year, it is almost impossible to
predict their evolution for the upcoming years. On the longer run, oil prices tend to rise.
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Figure 9.3

Uncertainty in the future outlook of tourism demand: scenarios

* High growth in inbound tourism to
and outbound tourism from EU

= Both business and leisure tourism is
booming as the overall economy is

Strong global economic growth

SCENARIO 1 SCENARIO 2
“the world is our village; the sky is the “Europe as backyard for low cost
limit” travelling”

=  Growth in intra-EU travel (short
haul and domestic)

= Demand for low cost travel
increases: e.g. rail and air traffic .

“More price/quality-conscious travelling”

= Steady decrease in inbound (and
outgoing) tourism. but increase in
intra EU travel

* Low demand for ‘business’ travel

» Increase in “high value added’ trips,

‘the balcony experience”

= Decrease in  inbound and
outbound tourism for all
segments

= Increase in intra-EU and domestic
travel (“holidays on the balcony”)

growing » Business travel might still be
* Number of wips per person will growing while leisure tourism
Increase slows down.
» Increase in both short and long haul
trips
. ]
3 = Regional and seasonal spread Q
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5 improves =
= = High-end luxwy ftravels are P~
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SCENARIO 3 SCENARIO 4

decrease for ‘low value added” trips = Increase in VFR
»  Strongly “value-for-money” driven »  Strongly price driven market.
market huge competition, some SME
= Cancellation of secondary holidays will not longer be viable
(short trips) = Increased attention for local
attractions and main honey pots
in Europe

Weak global economic growth

SCENARIO 1: the world is our village, the sky isdhimit

In this first scenario, global economic growth igected to be high, while at the same
time energy prices are low. These favourable camditcause a boom in global tourism.
Low energy prices make long haul travel afforddblea larger share of the population,
while the strong global economic growth is the apgior increased business travel. In
general holiday participation increases and a @lathe population takes more than one
holiday a year. Popular destinations will receiveren tourists, but less crowded
destinations will also receive more tourists. Imgm@l, the conditions within this scenario
lead to an improved regional and seasonal spretmiggém.
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SCENARIO 2: Europe as backyard for low cost traved

In the second scenario, global economic growthillsespected to be high. In contrast to
the first scenario, however, energy prices are.higie strong economic growth is again
the engine for increased demand for business trauelleisure tourism is influenced by
the high energy prices. To save money, peopletaki holidays closer to home rather
than on the other side of the world. Cheaper atéres to expensive air transport will be
successful. Compared to scenario one, tourism démahstill increase, but to a lower
extent.

SCENARIO 3: more price / quality conscious traveid

The world is confronted with a weak global economiowth, but tourism still profits
from low energy prices. The low economic growthspaitrestraint on business travel, and
leisure travel will focus more on good value for mag. Given the weaker economic
position of many households, customers will stithintain their main holidays at the
expense of more short breaks throughout the yemury and authenticity will act as an
antidote to the difficulties of daily life. Holidaywill need to contrast strongly with
everyday problems.

SCENARIO 4: the balcony experience

In the fourth scenario global economic growth ipented to be low, while, at the same
time, energy prices are high. Both factors haveajomnegative effect on the tourism

industry. Weak global economic growth forces consunio look after their money; job

insecurity leads to an overall feeling of insegurlligh energy prices make travel rather
expensive. When people go on holiday, they woulefgordestinations close to home
rather than long haul destinations. Business trawérs from the weak global economic
growth.

Currently, the tourism industry is — in common wille rest of the economy — suffering
from the consequences of the worldwide financial economic crisis, while the oil price
fluctuates around $70/barrel. We could say thatisou demand currently corresponds
largely to scenario 3 in the above model. Accordimghe lastest Barometer survey on
the attitudes of Europeans towards tourism, diffeedements from this third scenario
(e.g. strong “value-for-money” driven market, cdtaten of secondary trips) could be
expected for 2009.

Opportunities and threats for the EU tourism indust

The above mentioned trends and developments irtgatigether with the (regulatory)

framework (Chapters 7 and 8) are the external dyivhat influence the companies
operating in the tourism industry. Each of theseeni and future external influences can
bring either opportunities or threats to the taurisdustry. In the table below, we have
translated the current framework conditions andirkittrends into opportunities and
threats to enhance the competitiveness of the Htisto industry.
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Opportunities and threats for the EU tourism industry

OPPORTUNITIES _ THREATS

= Huge potential if budget for marketing would be|
combined (EU level, national/regional level,
private sector)

= Increasing income levels in emerging countries
= Technological change
= Changing demography

= Increasing awareness of environmental and
sustainability issues

= Increasing demand for
specialised products

= Evolution towards ‘experience’ economy

= EU’s pioneering role in developing a ‘green
economy’

innovative and

Restrictions in tourists’ mobility (e.g.
visa restrictions, interconnectivity of
different modes of transport, etc.)

Increased global competition, not only]
among companies but also among
regions worldwide

Inadequate education and training
programmes (mismatch supply
demand)

When not booking through TO&TA but]
when booking independently, the overall
consumer protection is low

Increased number of enterprises]
working with low cost business model

Downstream cost-cutting demand

Complex and ‘unharmonised’ regulatory
framework

Difficult access to finance

Tourism as a vulnerable activity]
(economic recession, specific shocks)

Climate change

Strong dependency on EU as source]
market
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Roadmap for a competitive tourism industry

From our SWOT analysis in the previous chapter,cae identify a number of clear
challenges that the EU tourism industry must fgzéoun order to remain competitive. In
this final chapter, we highlight these challenged #ormulate our recommended actions
to tackle them. The actions will be presented @ fthrm of a roadmap for the European
Commission, Member States and industry. Speciahtin is placed on measures to deal
with the current financial crisis.

Challenges for the tourism industry

The SWOT analysis highlights a number of ‘mismagthetween the internal strengths
and weaknesses of the EU tourism industry and xiterreal opportunities and threats
with which it is faced. Starting from the overalhbition of the EU tourism industry,
paragraph 10.1.2 summarizes these mismatches lkegizhallenges.

Ambition for the EU tourism industry

The main goal of this study is to develop recomna¢iods on how to strengthen and
improve the competitive position of the EU tourisrdustry. To do this, we start from a
clearambition for the industry and all its stakeholders. Thiddon can be summarized
as follows:

To strengthen the tourism industry to become a dymaic and sustainable growth
sector that aims to provide all its customers witha high quality travel experience at
a balanced price / quality ratio.

Given the importance of this overall ambition, vaentnent on different elements in this
ambition:

‘Strengthen: Tourism is a dynamic sector, but with room forgrovement
‘Dynamic’: Refers to essential factors like e.g. innovatmm entrepreneurship
‘Sustainablé: Long term social, economic and ecological aims

‘Growth’: Assuming oxygen to invest in continued growthiadirism

‘travel experience for all its customers Customer-oriented offer

‘balanced price quality ratio’: Presumes efficient use of existing resources

tdduull
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The ambition expresses in general terms where thepgan tourism industry should
head for in order to become more competitive vigsaether regions in the world. We
will keep this overall ambition in mind when we dome the different strengths and
weaknesses with the opportunities and threatsriouiate challenges.

Identification of the key challenges for the toarigmdustry

To realise the overall ambition, tlehallengefor the European tourism industry lies in
capitalising on the existing opportunities in socig by further exploiting its major
strengthsand by minimising existing weaknesses.

In the table below (see Table 10.1), we have linttesd different strengths with those
opportunities that can be best exploited with thengths in question, and also linked the
weaknesses and threats that need to be tackledién m be able to capitalise on those
opportunities. This brings us &ix clear challengedor the EU tourism industry in order

to enhance the competitiveness of the EU tourighagtry.

These six key challenges are:

Reinforce the EU tourism industry as a high quadgwice sectog)
Better position the EU as the n°1 tourism destimaiin the world
Make the tourism industry part of the knowled emmny

Develop EU tourism in a sustainable man )

Increase the value generated from available rese )

Ensure sufficient “oxygen” for tourism busines )

o gk wnNpE

In the following paragraphs, these key challengdéidoe discussed in more detail.
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Table 10.1 Defining the challenges for the EU tourism industry from the SWOT analysis

Opportunities and Threats
Increasing income levels emerging

countries
Increasing ecological/sustainability

Huge combined marketing budget
awareness

Increasing demand for innovative
Inadequate education and training
Downstream cost-cutting demand

and specialised products
Low consumer protection when

booking independently
Increased low cost competition

Complex and 'unharmonized'

regulatiry framework
EU's pioneering role in ‘green

Evolution towards 'experience’
economy’

Restrictions in tourist mobility
economy

Increased global competition
between regions
Difficult access to finance

Tourism as a vulnerable activity
Climate change

Strong dependency on EU as
source market

Technological change
Changing demography

Strenghts and Weaknesses

Excellent reputation of Europe as tourism destination
Major EU-based tourism companies

Mature EU source market

Inefficient marketing of 'Europe’ CHALLENGE 2
Dense distribution network

Top quality attractions

Safe and stable tourism destination
Highly developed (tourism) infrastructure
old' infrastructure

Low quality of services CHALLENGE 1
Inconsistency of quality of infrastructure
Large diversity

Magnificent resources

Multi-optional supply CHALLENGE 5
Seasonal use of infrastructure and labour
Fragmentation value chain+insufficient co-ordination
Low labour productivity

High turnover of personnel

Social dialogue

Weak image as employer CHALLENGE 4
insufficient entrepreneurial and managerial skills CHALLENGE 3
Low innovation capacity
Lack of data on tourism
Job creator

Lack of flexibility to deal with fluctuations in tourism demand CHALLENGE 6
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Challenge 1Reinforce the EU tourism industry as a high qtyadiervice sector

Tourism is a demand-driven activity and customeesb&coming ever more experienced
and demanding. Europe's magnificent attractions hagld quality infrastructure are an
important strength, but are not sufficient to pdevicustomers a perfect holiday
experience. It is the combination of impressiveoueses with high quality services that
will ensure that customers can enjoy good valuetfeir money. To turn the industry into
a higher quality service industry, a more custoor&nted approach is necessary, as well
as well trained and motivated staff. These latspeats are key to meeting this challenge.

Challenge 2Better position the EU as the n°1 tourism dedtorain the world

Europe as a whole lacks a clear image as tourstindtion in comparison to other
regions in the world. Europe needs better brandmgeflect its core values and to
adequately differentiate itself from other desimas in the world. The brand needs to
appeal to consumers now and in the future, and dp@od reflection of the strengths of
the tourism industry itself.

Challenge 3Make the tourism industry part of the knowledgeremy

Many of the opportunities and threats demand areased focus on knowledge. Good
knowledge about customers, different market segsneartd competitors becomes ever
more important for remaining competitive. Howeveue to the negative image of the
industry as an employer and the high turnover odgenel, it is currently very difficult to
build up such a knowledge base. In order to maleettiurism industry part of the
knowledge economy, additional efforts are needemdcease and attach more value to
human capital in the tourism industry.

Challenge 4Develop EU tourism in a sustainable manner

The principles of sustainable development mustaken as the basis to further develop
and strengthen tourism in the EU. Sustainable deveént means that ecological,
economic and social welfare go hand in hand. Gilienmportance of human capital and
the strong dependency of tourism on natural ressurfurther development of the
industry in a sustainable way is key to remainirggnpetitive. This has also been
recognised at the EU policy level and underlined the European Commission
Communication Agenda for a sustainable and competitive Europeanisnt %2

Challenge 5Increase the value generated from available reses

What Europe has to offer to its tourists is sectandone in comparison to the offer from
other world regions. However, within a very fragrieshindustry such as the tourism
industry, many actors are involved to deliver adividual tourist experience. With so

many actors involved in a complex value chairs gasy to lose the ‘broader picture’ and
thus to provide only fragmented products that dbmeet the customers’ requirements
for a total holiday experience. More collaboratloetween the different stakeholders in

132 COM (2007) 621 final, “Agenda for a sustainable and competitive European tourism”,

http://ec.europa.eu/enterprise/tourism/docs/communications/com2007_ 062101 en.pdf
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the tourism value chain is crucial to deliver aemt ‘total experience’. This challenge
also implies making better use of the available &iumesources within Europe.

Challenge 6 Ensure sufficient “oxygen” for tourism businesses

Businesses and entrepreneurship are the mosatetements in any industry that wants
to grow, create employment and strengthen its ctitiyemess. In order to ensure that
tourism businesses can develop, can invest in mtr@vand growth, sufficient “oxygen”
for the businesses to develop is crucial. This g@ty can be in the form of good access
to finance, but also relates to regulatory and rofteenework conditions that can either
hinder or support entrepreneurship and innovasee €.g. chapters 1 and 1).

10.2 Roadmap 2010-2020 for the tourism industry

Now that the challenges have been identified, inishe first place up to the industry
itself — that is: the businesses operating in dwas — to tackle these challenges in order
to remain competitive. Entrepreneurship and innowain the first place need to come
from companies. It is they that have to investaining and in attracting skilled people to
build up successful businesses.

Nevertheless, other stakeholders, such as secsociasons or public authorities at
national and EU level can play an important rolesirpporting and facilitating the
industry in achieving their ambitions. This roadngayes guidance to these stakeholders,
on where they can have an impact and help the tndissmove forward.

To effectively tackle the six key challenges foe tBU tourism industry, in our view,
actions are needed in five major fields

= Support tourism demand

= Stimulate innovation and entrepreneurship

= Combine available resources more efficiently

= Ensure that development of tourism is sustainable
= Provide “oxygen” to the industry

Most action fields can have an impact on more thaone challengeTable 10.2 shows
how the different action fields can help to meet $ix key challenges for the EU tourism
industry. Each one of these action fields will betlfer elaborated in the next paragraphs
and suggestions for specific actions will be defif@ome of these actions target only one
stakeholder (industry (associations), Member State€U authorities); many others
demand a concerted collaboration between diffes¢aiteholders in order to be most
effective. We refer to paragraph 10.3.2 for a dis@n of the level of responsibility.
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Table 10.2

Linking six challenges to five action fields

Ensure that development of tourism is sustainable

Stimulate innovation and entrepreneurship
Combine available resources more efficiently

Provide “oxygen” to the industry

Support tourism demand

Reinforce the EU tourism industry into a high diyadiervice sector]

Better position the EU as the n°1 tourism destimain the world

Make the tourism industry part of the knowledgereroy

Develop EU tourism in a sustainable manner

Increase the value generated from available reseurc

Ensure sufficient “oxygen” for tourism businesses

10.2.1 ACTION FIELD 1: Support tourism demand

ECORYS A

The tourism industry is demand driven and it isifresses that have to develop customer-
oriented products. However, to support the indusipgimally to play its role as a
sustainable growth engine of the economy, diffeeations to support tourism demand
can be taken by industry intermediaries, MembeteStand EU authorities. These actions
can relate to improving the process of targeting nastomers, facilitating the ‘logistics’
of travelling to, and within, the EU or improvinlget attractiveness of places.

Suggested actions within this first action field:ar

Action 1.1 - Create and promote brand ‘Europe! Many emerging markets can be
evaluated as interesting source markets for tourismards Europe. However,
potential customers in these markets often lackcserfit knowledge about the core
strengths of the EU as tourism destination. Quakiythenticity, meaning and a
variety of experiences become core elements indaplidecision-making and
destination perception. The leisure market willdae more fashion oriented and
creative brands that stand out of the crowd wilyphn important role in the status
attached to a holiday. Currently, the European @r@ommission promotes different
tourist destinations within Europe on behalf of Member States and the European
Commission has sponsored the development of a Eamdourism Destination
Portal (vww.visiteurope.comm However, Europe as one tourist destination lacks
promotion. The EU needs a targeted marketing arahdimg programme that
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adequately reflects its core values and strengtiversity, quality, history and
culture) and that allows it to differentiate itsgtim other destinations in the world.

Action 1.2 - Improve convenience of travelling The overall tourist experience is
largely influenced by the unigqueness, quality aivémity of the tourist product. Less
obvious, but equally important, is the quality betservices related to travelling.
Customers want a minimum of hassle when they gbaiday. In Europe, special
attention should go to improving the conveniencetraielling: visa restrictions,
waiting times at airports, accessibility of attians, interconnectivity of different
modes of transport etc.

Action 1.3 — More uniformisation of quality assessmnt: At the moment a large
number of different systems to assess the qudlity service or product are used in
the different Member States. For consumers, moifommsation of the different
systems used to assess quality would improve camdiel in the European tourism
product, especially when targeting new internatidoarists that are unfamiliar with
the current fragmented quality assessment systéheiBU.

Action 1.4 - Strive for worldwide liberalisation of trade and investment in

services Possible initiatives by European players to imv@scountries such as
Russia, Egypt or China are often limited by protectmeasures within those
countries. Through its representation at differgrternational organisations (e.g.
WTO), the EU can strive for a more global liberalisn of trade and investment in
services. The negotiations over the GATS agreerm#at a good opportunity. By
combining the voices of 27 Member States, the E&Jehstrong bargaining power.

10.2.2 ACTION FIELD 2: Stimulate innovation and entreprarghip

ECORYS A

Society is rapidly evolving towards a knowledgesimgive economy, where innovation
and skills become crucial factors for success. i different for the tourism industry.

For both large and small enterprises, accommodatiosiness and tour operators,
meeting the six challenges requires entreprenqurshd innovative initiatives. As the

industry is strongly dominated by micro-sized eptises that are often run by men and
women with no specific educational background iarigm or management, actions to
stimulate innovation and entrepreneurship in tliustry — especially targeting SMEs —
are critical to improve the product quality delisdrand to capitalise on opportunities. In
this context, innovation is defined in the broadsshse possible, not only including
technological innovation, but also product innowatiinnovation in business models, etc.

Suggested actions within this second action fiedd a

Action 2.1 - Improve market intelligence and data gailability : Quantitative,
qualitative and harmonised data which allow theidigpchanging reality of the
tourism industry to be captured and provide a gomight into the behaviour of
different market segments are often lacking. Adégjaata and market intelligence
about the EU (and global) tourism market are, h@wewerucial for developing a
successful business and to adapt to changes ioneestbehaviour. The different
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Member States have a major responsibility in priogidhe different data to Eurostat
in a timely fashion, such that EU wide market iingeihce can be made available to
all stakeholders as soon as possible. At the iatiermal level, efforts are needed to
better capture the phenomenon of domestic tragellin

Action 2.2 - Develop a Centre of Excellence at Elgévet As a result of the high
fragmentation of the value chain, as well as tredpminance of micro-enterprises,
(applied) research and development is rarely chmigt by the industry. Although
different institutions exist that provide informai about new developments in the
tourism industry (e.g. UNWTO, ETC, OECD), hitheaaeal Centre of Excellence
that brings together all knowledge and coordinatesstimulates relevant research, is
lacking at European level. Such a Centre of Exoe#ieto pool relevant know-how
and expertise (from universities, national and riraéional organisations such as
UNWTO and companies) for the industry at nationadl/ar EU level, could be a
good breeding ground for innovation.

Action 2.3 - Improve collaboration with education and training institutes: Closer
collaboration between the industry and educatiahtesining institutes should result
in an improved matching of skills supply and demadykcifically related to training,
the provision of short term training courses tatbto SMEs that provide participants
with basic insights into business planning, marigetand strategy could be a strong
stimulus to increase professionalism in the ingustr

Action 2.4 - Improve attractiveness of tourism indgtry as employer As the
tourism industry has problems attracting and kegeflie necessary skills, a campaign
could be launched to improve the attractivenesghef tourism industry as an
employer. At the EU level financial support frometkuropean Social Fund (ESF)
could be used to support such a campaign. For deartiqe tourism department of
the Ministry for Regional Development of the Czdrbpublic has used such ESF
funding for the production and broadcast of thraé ddvertisements in order to
highlight the hospitality industry as a possiblepdmger. Such a campaign should not
take place in isolation, but in parallel with supgp@ measures such as for example
an increased dialogue between industry and educiasbitutes.

Action 2.5 - Create awareness about the importanoaf innovation: Innovation is

critical for keeping a destination on the tourisnapmand for attracting (repeat)
visitors. Innovation is also necessary to captuteraal opportunities and minimise
external threats. Innovation plays an importane rial lowering seasonality and the
inefficient use of resources related to it. Innavathas to focus on every single
aspect of the tourism product: product or concepbvation, innovation in the areas
of communication and presentation, innovation irrket strategy, etc. However,
most SMEs strongly underestimate the role of intiomain remaining competitive.

This is not only so in the tourism industry, butess all industries. Different Member
States have already set up actions to increasewageness of SMEs about the
importance of innovation, and to demonstrate thatvation is more than only
technological innovation. For example, in 2007 Hiemish government (Belgium)
launched a promotion campaign called ‘you are Fasidfuture’ to highlight that

innovation and creativity is in reach of everybodpurism industry intermediaries
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can play an important role in disseminating anddiaing these often more general
initiatives, to the tourism industry itself.

10.2.3 ACTION FIELD 3: Combine available resources moriecasntly
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The concentration of tourism demand in a selectathber of months is a major
challenge for enterprises active in the tourismusid/. Initiatives to reduce this
seasonality are often lacking. Together with seal#yn tourism demand is also
concentrated in territorial space, with high coriions throughout the year in certain
hotspots and many other places only attractinggtsuin specific periods of the year. The
tourism industry needs to become more innovative @eative to better spread tourism
demand, such that available resources can be nisechore efficient way.

Suggested actions within this third action field:ar

Action 3.1 - Create awareness about the role of @al) value chains Actors in
the tourism value chain increasingly need to wavlether to create the total
experience that customers are seeking. Howevery noamism SMEs are not aware
of the structure of the value chain in which th@gmte, nor of their own position in
it. Through training and seminars, SMEs should eagglit about the concept of the
value chain, the different forms of collaboratibiattare possible, as well as about the
opportunities that collaboration across the valbairt can bring to them. Both
industry associations and training institutes phay important role in diffusing
knowledge about the functioning of the tourism eathain.

Action 3.2 - Stimulate networking and collaborationacross the value chainThe

differential advantage between the 'spider’ andfijigis the 'web'. The creation of a
‘web’ of cooperation across the value chain caameffective way to reinforce each
other’s product and draw in additional visitors.tMerking at both European and
local level (within specific destinations) shoul@ strengthened. Although active
networks and clusters might be relatively new cpteén tourism, they are certainly
not in many other industries. Especially in moraowative, knowledge intensive
industries, clustering and networking have becorae pf the business model.
Networking events can be initiated by local goveenis, at European level or by
industry associations, and can be linked to knogdedxchange activities such as
specific seminars or sharing of best practiceswlNieking does not necessarily mean
the creation of formal network structures; it cdsoabe enhanced by providing the
technical tools to interact through internet orestforms of (virtual) communication.

Action 3.3 - Create increased “tourism-focused” adcessibility of public
attractions and resources For a long time, public and private initiativestourism
have lived next to each other, without really dofleating and strengthening each
others’ products and services. However, tourisrmotfully develop in a sustainable
way if both partners do not work together. An intpat element in this sense is the
accessibility of public ‘spaces’ (natural parks,sthiic buildings, museums,
information offices, etc) for tourism. Public spa@e often a key reason for tourists
to visit a specific destination, but if these paldpaces are only open for parts of the
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year, or have only limited opening hours, this ignthe attractiveness of the
destination off season. The same holds true ifyesbop, restaurant, café or hotel is
closed. Better coordination between partners coesddlt in a more optimal use of
resources.

Action 3.4 - Create a platform for the tourism industry at EU level In order to
strengthen the position of the EU tourism sectoaragmportant economic actor, the
industry needs to adopt a more united positionséeh, a platform should be created
covering the whole tourism industry. As much assfis, the tourism industry needs
to speak with a single voice to the European unsbihs in order to enlarge the
possible impact.

Action 3.5 - Redefine role of the TSG in line wittecommendations of this study:
At the EU level, the Tourism Sustainability GroupSG) provides a good forum
where different stakeholders at different leveteract. In light of this roadmap 2010-
2020, we suggest that the tasks of the TSG (asagethe organisational structure)
might be reviewed, such that each of the five acfields could find their place
within the TSG platform. Different working groupsutd focus on further elaboration
of specific actions.

10.2.4 ACTION FIELD 4: Ensure that development of tourimmsustainable

ECORYS A

For the EU tourism industry to remain competitideyelopment in a sustainable way is
crucial. The importance of such a development mdue also been underlined in
different policy initiatives at the EU level. Addihal actions can push the industry
further to develop in a sustainable manner.

Suggested actions within this fourth action field:a

Action 4.1 - Stimulate further greening of the touism sector As society becomes
more ecologically conscious and the EU regulatogynework pushes the economy
further towards a green economy, environmental lagigmn will be put in place to
push enterprises to operate in a more environnfgrdabktainable way. Stimuli —
regulatory, fiscal as well as financial - shouldsipytourism) companies to further
incorporate the principles of sustainability in thely operations.

Action 4.2 — Smooth away inefficiencies in differanmodes of transport: At
present, inefficiencies in transport exist, leadimg@nvironmentally unfriendly use. A
good example is the outdated air traffic managersgsatem that is still in place in
European air transport. The European SESAR progeramms to eliminate the
currently fragmented approach of European air itraffanagement. Enhancing the
Single European Sky will not only increase the tiefficiency of travelling in
Europe, but will also significantly decrease fuehsumption and emissions due to air
transport.
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= Action 4.3 - Support “tourism for all” at EU level: DG Enterprise currently
coordinates the Calypso actidtwhich particularly aims at elaborating a mechanism
enabling particular target groups (senior citizeyjng people and families facing
difficult social circumstances) to go on holidayanother Member State, on the basis
of themed programmes and accommodation offers neworded by public
authorities (national, regional or local), possilolythe low season. The rationale
behind this initiative is to enhance employmenduee seasonality in tourist demand
and improve regional and local economies.

= Action 4.4 - Actively support and participate in s@ial dialogue social dialogue is
of great importance if tourism in Europe is to depein a sustainable way and live
up to its expected role as a growth engine. Thesefwhatever platform, forum or
initiative for discussion or interaction among sth&lders, representatives of both
employers and employees should be involved to #mémum extent possible.

= Action 4.5 — Increase awareness about (the importae of) principles of
sustainability in tourism: Although sustainable development is high on thkcp
agenda, the principles of sustainability are ndt welely understood or taken for
granted in day to day activities. The principlessoftainability tourism must be
moved even more to the centre of every enterpageeawithin the tourism industry.
However, developing sustainable tourism is not @amyassignment for the industry,
but also for the tourists themselves. Increasingramess about the concept (and
consequences) of sustainable tourism must be plaghdn the agenda.

10.2.5 ACTION FIELD 5: Provide “oxygen” to the industry

ECORYS A

Last, but certainly not least, the fifth actionldi@ims to provide the tourism industry the
“oxygen” it needs to develop. Without sufficientygen, entrepreneurship and innovation
cannot flourish. Sufficient oxygen is a prereqeisibr any business in any sector to
develop.

As the tourism industry is identified as an indystihich can play an important role in
the attainment of the growth and jobs strategy ggy@d set in the Lisbon Strategy,
providing oxygen to the industry will enable thedustry to play this role. A good
example is the provision of sufficient access taffice for the different enterprises in the
industry. In the short term, the economic and faiancrisis presents a major challenge
for the tourism industry, but possible actions atso be identified for the longer term in
order to enhance structural competitiveness.

Suggested actions within this fifth action fieleéar

= Action 5.1 — Stimulate/promote use of EU financiainstruments: At European
level, different funds exist which can be used imitthe EU tourism industry. Some
of these funds can be used to improve frameworlditons (e.g. infrastructure,
education and training), other funds can supposin@sses in their operations (e.g.
stimulate innovation). The most important instrutseare summarized below.

3 The European Commission’s CALYPSO Preparatory Action
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0 TheEuropean Regional Development FufiERDF) and thdRural Development
Programme(RDP) can support more sustainable patterns ofstouto enhance
cultural and natural heritage, develop accesgibiiind mobility related
infrastructure and to promote ICT, innovative SMiBsisiness networks and
clusters, higher value added services, joint cbasder tourism strategies and
inter-regional exchange of experience.

o theEU Social FundESF) co-finances projects targeting educationadfammes
and training in order to enhance productivity anel quality of employment and
services in the tourism sector. It also providegedted training combined with
small start-up premiums to tourism micro-entergise

o To finance research and development initiatives,7thFramework Programme
for Research and Technological DevelopméRP7) can provide financial
support in specific areas.

o With small and medium-sized enterprises (SMEs) tas main target, the
Competitiveness and Innovation Framework Programif@&P) supports
innovation activities (including eco-innovationyopides better access to finance
and delivers business support services in the msgio

Stakeholders at all levels play a role in promotingse instruments to improve the
competitiveness of the industry. At the EU levlk in 2008 established Enterprise
Europe Network aims to bring information on fundmgportunities for SMEs closer
to these groups of companies. Moreover, Networkeggpare able to help SMEs
apply for funding and offer advice on EU legislatiand policies.

To conclude, we remark that when setting prioritirethe funding programmes, it is
important that tourism is sufficiently recognisesl a strategic sector and an engine
for local and regional growth. Similar actions afeo needed at national and regional
level, as some programmes of the Structural Furel$uather elaborated at the level
of the Member States.

Action 5.2 — Monitor impacts of other policy areasand at different geographical
levels: Businesses in the tourism industry are very ofignifscantly impacted by
new regulations in different policy areas, sucleagronmental regulation, health &
safety, consumer protection, labour market regutatetc. It is key for businesses to
have timely and transparent information about efjutatory issues affecting their
business, so that the implications can be assesskthcorporated in proper business
plans and (if necessary) investment programmegh®mther hand, many initiatives
are initiated at different geographical levels whiaccumulated, decrease the overall
competitive position of enterprises (e.g. taxati@dyth at the EU and Member State
level, monitoring, impact assessment and dissemimatf information should be
organised in a structured way.

Action 5.3 - Reduce administrative burden to a mimmum: Administrative burden

is costly and unproductive, negatively affecting ttompetitiveness of any business.
Both at the EU level and in different Member Statégectives are set and measures
being taken to reduce administrative burden tor@mim. However, the road is still
long and the continuous flow of new regulationan$elpful.
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= Action 5.4 - Reduce discriminating differences inax systems and regulation
Within the EU differences in the regulatory framekvexist between Member States,
as well as between different sub-sectors. Diffeesncelate to the tax system,
regulations in place and the implementation of l&tipn. The European Commission
needs to create the right framework for a levelyipka field within the tourism
industry.

= Action 5.5 - Negotiate guarantee systems to improwcess to financeAccess to
finance remains an important issue for the touisthustry in general and the SMEs
in particular. Public authorities could negotiatgumrantee system to improve access
to finance.

10.2.6 Do difficult times ask for extraordinary actions?
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In times of crisis, the major challenges for thdustry do not change radically. The
overall ambition remains the same. What is differenthe setting in which this ambition
can be reached.

Even in good economic times travel habits of custerchange and costs need to be
closely monitored. However, in times of crisis, tamsers in general become even more
demanding. Creating added value becomes moreattitic businesses in order to attract
customers. The importance of good market intelbgemcreases. As some groups of
customers refrain from travelling, over-capacity the market leads to stronger

competition and customers receive a wider varietyclioose from. This means that

especially those businesses that are unable teedeldded value, experience difficulties.

The need to improve entrepreneurship, innovatioth professionalism to be able to

deliver high quality services, becomes even mooagunced in this economic crisis than
at other times. Similarly, collaboration across #adue chain becomes critical to attract
customers in an economic recession.

This means that theuggested actions in the five action fields are alvery relevant in
times of crisisand are often even more urgently neededthe challenges have become
more acute. That is why two specific actions migbedparticular attention in the
short term.

= The first action relates tguaranteeing sufficient access to finance is of utst

importance. Those companies that want to pro-actively facectigs and want to
invest in innovation, training and an increasedgssionalism of their business based
on a sound business plan, should be able to fimchéitessary financial support to do
this. As the investment profile of financial instibns is strongly risk-averse in
difficult economic times, specific measures at goweent level might be necessary to
ensure sufficient financial support for businesses(further) develop into the
entrepreneurial and innovative companies that thetdurism industry needs — for
example in the form of guarantees.

= The second action relatesrtarket intelligence. As the business reality is changing
rapidly, timely data and market intelligence aratical. Companies, industry
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associations and governments at all levels shaitd fprces to share and analyse
relevant market information on a periodic basis simare best practices on initiatives
that have been implemented to support the indsstiy'ther development. In this
context, the UNWTO Resilience Committee has stattedollect response actions
that have been taken in countries worldwide to taeecrisis. Actions are grouped in
four different types of actions: monetary actiofiscal actions, market intelligence
actions and marketing actions. The complete datalédth best practices can be
consulted onling* and is a valuable source of information for adlketholders in the
tourism industry. In the beginning of July, an imitassessment of all these tourism
and economic stimuli was published by UNWHO

10.3 Making the roadmap 2010-2020 operational

In the final part of this report, we draw partiqukttention to a number of important
principles when implementing the roadmap 2010-26&&ping these principles in mind
will be essential to come to the successful implaat@on of the different actions
suggested in the previous paragraphs.

10.3.1 Synergy between different action fields

To enhance the competitive position of the EU wmarindustry, we have identified in
total five action fields. The different actors hettourism sector have so far — each within
their possibilities — taken many initiatives to irape the competitive position of the
industry. The different actions were not howeveragls coordinated.

The action fields identified arenot isolated from each other.Each of the action fields
tackles different challenges and each challengeinesjactions in different fields. They
therefore need close coordination. Gaps betweerdifferent fields would prevent an
overall improvement of the competitive position.eTHifferentaction fields need to
strengthen each othetin such a way that they will provide the industvigh a complete
answer to the different challenges.

134 See http://www.unwto.org/trc/response/response.php?lang=E

1% See http://www.unwto.org/trc/response/en/pdf/UNWTO_TRC Tourism_Economic_Stimulus_Jul01.pdf
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Tourism policy: towards an integrated approach
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A common engagement of all the different actorshm tourism value chain is needed.
Each of the actors has to fit in the bigger stémy also needs to take its share of the
responsibility. We are convinced that the competiposition of the EU tourism industry
can only be enhanced whathactors work together in a coordinated way.

Timing

In our opinion all the actions listed in the roagntaquire an immediate initiation in
order to make the EU tourism sector more competitivthe longer run. In that sensd,
action fields — and within these action fields, the actions tbelwes — areequal in
importance and priority should not be given to onection over another.

Nevertheless, we are fully aware that some of thierss will lead to ‘quick wins’, while
other actions will take much more effort and timeimplement. In the last column of
Table 10.3 we indicate thexpected time horizon for each of the actions to go
results. Having said this, we do stress that this should be used to justify
postponement of other actions. Things will onlyradein reality if action is taken.

Allocation of responsibility

As the tourism industry is a highly fragmented isialy involving many different actors,
implementation of the different actions nearly awa@emands the involvement of more
than one actor. If the role and the expectatiomsatds each of the actors are not clearly
defined upfront, there is a redanger that nobody takes up leadershipto bring
implementation of the roadmap to an effective casidn. Therefore, it is important that
whatever action needs to be implemented, a cletator takes up responsibility and
coordinates the other actors involved. In Table31@e give our view on how
responsibilities could be distributed. In doingstithe principle of subsidiarity has to
be kept in mind: what is the most appropriate level (EU, nationadjional, local, sector)
to take up responsibility? This goes hand in haitld the level of competence, which can
strongly differ between Member States.
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EU level (EU): A large part of the regulatory framework is develdpat the
European level. Regulation with regard to food, Itheasafety, sustainability and
consumer protection has been developed at thid. IMeny initiatives have been
taken to exchange best practices and knowledgeebetwhe different Member
States.

National, Regional and Local Authorities (MS): The Member States have the
authority to regulate important issues such astitaxaand other fiscal matters. In
most of the cases, promotion and marketing of #igiations is organised at the
level of the Member States individually. Additiorralgulation can exist within each
of the different Member States. At regional andaldevel additional taxes can exist.
In some of the Member States — such as lItaly anidilBe — marketing and
promotion have been decentralised.

Industry associations (IND): The individual players within the tourism industse
largely grouped in associations. These associapomdde relevant information and
defend the stakes of their members.

In the next table we identify both the initiatordatihe role of the other actors — within
their own competence — for each of the differetibas.
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Table 10.3

Making the roadmap 2010-2020 operational: allocation of responsibilities and time horizon

ACTION

Action field 1: Support Tourism Demand

INITIATOR

OTHER
ACTORS

TIME

HORIZON

1.1. Create and promote brand ‘Europe’ EU MS + IND medium
1.2. Improve convenience of travelling MS EU medium
1.3. More uniformisation of quality assessment EU IND medium
1.4 Strive for worldwide liberalisation of tradedainvestment in services EU long
Action field 2: Stimulate innovation and entreprership
2.1. Improve market intelligence and data avaiigbil IND MS + EU short
2.2. Develop a Centre of Excellence at EU level EU MS + IND short
2.3. Improve collaboration with education and tirggninstitutes MS IND medium
2.4. Improve attractiveness of tourism industrgamployer IND MS short
2.5. Create awareness about the importance of atiwov MS EU + IND short
Action field 3: Combine available resources moffeetly
3.1. Create awareness about the role of (glob&lpwehains IND MS short
3.2. Stimulate networking and collaboration acitbgsvalue chain EU + IND MS+IND medium
3.3. Create increased “tourism-focused” accessiloli public attractions and resources MS IND mediu
3.4. Create a platform for the tourism industrizbk level IND medium
3.5. Redefine role of the TSG in line with recomuh&tions of this study EU short
Action field 4: Ensure that development of tourisnsustainable
4.1. Stimulate further social and environmentatanability of the tourism sector EU MS + IND mediu
4.2. Smooth away inefficiencies in different modésransport EU MS long
4.3. Support “tourism for all” at EU level EU MS + IND short
4.4. Actively support and participate in socialldgue IND MS + EU short
4.5. Increase awareness about (the importanceioBiples of sustainability in tourism EU MS + IND short
Action field 5: Provide “oxygen” for the industry
5.1. Stimulate / promote use of EU financial instent EU IND + MS short
5.2. Monitor impacts of other policy areas anditieent geographical levels IND MS + EU short
5.3. Reduce administrative burden to a minimum EU+MS MS medium
5.4. Reduce discriminating differences in tax systand regulation MS EU long
5.5. Negotiate guarantee systems to improve atodsgmnce MS EU medium

EU = EU authorities / MS = National, regional anddl authorities / IND = Industry associations
short = short term / medium = mid term / long =gdarm
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10.3.4 Pro-active attitude towards tackling challenges

Over the last decade the EU tourism industry hastne a sector of major importance in the
European economy. On the one hand, tourism is géngrimportant additional economic
value (turnover, employment and added value). @rother hand, tourism is contributing to
the overall attractiveness of a city or region @eadiversity of services and increased public
support for major projects). The tourism industag lbeen identified as an industry which can
play an important role in attaining the goals sdtie Lisbon Strategy.

Public authorities have been identified as an ingdractor within tourism. In the future,
public authorities need to be - more than theyteday - the directors of tourism within their
territory. Public authorities need to act in a more pro-activeananner to help the tourism
industry to meet the different challengesit is facing. This means that public authorities
should not only focus on setting the regulatorymieavork, but should try to pro-actively
assess the impact of any legislative decision, Idpweent project or any other policy
decision on tourism activities in the region. Obly taking this pro-active attitude they can
help developing tourism in the most optimal way atichulate tourism to play its role in the
economic development of regions.

To defend the overall interests of the tourism Bidy the different actors need to act more
often as one single industry. At the moment theusti is frequently operating as a very
fragmented industry with a diverse range of intieSimilar to the public authorities, also
the tourism industry should act more pro-activéaickling existing challenges. The tourism
industry could for example support taken initiativiée for instance the implementation of
the European qualification passport or the EU flowe

In certain situations the different players can axtindividual enterprises or organisations.
But in many situations the interests go beyondviddial companies or regional/national
boundaries. Thampact of the tourism industry can be significantly enlarged when
combining forces, rather than acting as a fragmentindustry. At EU level, the Tourism
Unit is the ideal partner to bring together thdeati#nt interests and come to one single voice
that reaches further than any individual voice daid.
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