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Foreword

Travel Distribution: the end of the world as we know it?

Amadeus has been an essential distribution partner to airlines,
travel agencies and the wider travel industry since our creation in
Mpy TP LYy (GKS &dzoaSljdzSyid &SI N&
widespread introduction of the internet, the advent of mobile, new
business strategies such as airline ancillary services had t
introduction of metasearch firmsg to name just a few. All have
impacted on how travel providers distribute their content and how
travel sellers present that content to consumers. Travellers today
have an abundance of choice at their fingertips; agloom, travel
agencies and metasearch comparison combined with everything
from a la carte unbundling to personalized service packaging
consumer choice has expanded substantially in our industry.

We have commissioned the London School of Economicsféo ah independentand objective

analysis of our industry today and over the next 10 years, precisely because we believe in bringing all

stakeholders together to discuss the futurBuring this time of great change for travel distribution
we look forwardto engaging with you in relation to the topics raisgadhis report.

Holger Taubmann, Senior ViPeesident Distribution, Amadeus
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Executive smmary

Looking into the future

The world of the consumer is on the cusp of momentous change. The combipétitobile devices,

big data and artificial intelligence is set to revolutionise the consumer experience. Retail will permeate
LJIS2L)X SQa tA@Sa a Y20AtS @ANIdzZ £ Faaradlyda LRAy
purchasing choices based treir personal preferences, buying history and moods at different times

of the day. Bots will interact with social media conversations among friends and colleagues, suggesting
locations to visit and products to buy while collecting data for tailoringviddal retail experiences

over the weeks ahead. Virtual and augmented reality will inspire people to visit new places, see how

new furniture would look in their own home, and allow friends in different continents to meet up on

an exotic beach without leawy their armchairs.

The effects of this new world, driven by consumer expectations, will rapidly spill over into the travel
distribution industry. How long it takes, and how far the industry moves, is impossible to predict. But
considering the waves afmovation that are already starting to impact on the industry, change is likely
to be inevitable and fareaching. As a result, the future for many industry players is at a crossroads.

Objectives of this report

The aim of this report is to provide insiglnso the future of the global travel distribution markeind
stimulate an industrywide debate about the emergence of new business models that can respond to
the consumer revolutionindustry players interviewed for this report have a wide range of views
some of them conflicting on how the industry should and will respond. The risk is that different
players focus narrowly on their own area of the value chain without an industtg strategy, leading

to a period of complexity and potential confusionrfthe consumer, and associated missed
opportunities for growth.

Now is an opportune time for thigavelindustry to reflect on alternative pathways and examine new
approaches that are more innovative and collaborative. This report is aimed to helprsipab
process by providing an industwide view of the challenges and opportunities.

The report, commissioned by Amadeus IT Group, has been undertaken by an independent team of
researchers at the London School of Economics and Political Sciencepfo@Hiy)g an objective
review of the disruptive factors that are likely to determine the pathways thafridestrytakesover

the coming decade.

Disruptive factors

Travel distribution faces a range of potentially huge disruptions over the next 10 years that will
significantly impact industry players and their business models. We examine the potential disruptive
factors that are emerging and could emerge in the maket, based on the interviews and surveys
undertaken with industry leaders and experts. Five major disruptive factors were identified:

0 Consumer expectationsAs consumer expectations grow in the wider retail sector to include
more choice, frictionlespurchasing, inspirational shopping and personalised services, these
expectations will spill over into the travel market. This is likely to be one of the major
disruptors in the travel distribution industry.
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i Mobile. Mobile devices are already shaping theanket today and their role as a major
disruptor in the industry will continue to grow. Their portability is modifying the way
customers interact with the industry and is driving demand foh®4r services during travel
andinR S & i A y licioN 2 y & yaiarghingiand bookinig likely to growwith consumers
taking advantage of shornoments to glance at their mobiles through the d&jobile is
displaying particularly rapid growth in emerging markets where lteisoming the booking
device of choice.

U Bigdata and Al.L¢ 2 Rl @ Q& LINR OS & a A yeaktimeJanalgsi8Jof lconbuthérd  F 2 N.
preferences and responses to consumer requeMstual assistants are already being
integrated into mobile devices and messaging appdirectly interacting with online
converations between friends and business colleagueBhe growing sophistication of
assistantand virtual reality will change consumer behaviour and shift greater power to those
players who control the technology.

U Regulation.National and internationalegulatorsdeterminethe rules governinghe level of
competitionin the industry Examples include display neutrality and content parity. A major
disruptive factor over the next decade will be the extent to which regulators intervene to limit
the power oflarger players such as large airline carriers, mega foeliae travel agencies
(OTA%and travel management compani€BMCs) In particular, the rise of gatekeepers such
as Google and Facebook who thrive on the-nentral advertising model will be detained
largely by the level of regulation or deregulation in different regions.

U Travel risk.Consumer behaviour may be affected significantly by travel risk, such as terrorist
attacks andnatural disastersat all stages oftravel, with associated impacten travel
distribution. Demand may increase for lersk destinations, safer times of the year or hotels
with higher safety ratings. Regulations could be strengthened for advanced passenger
information (API). At the same time, airport delays could resulincreased demand for
shopping or restaurant purchases, airport lounges and meal offers.

In addition to these five disruptive factors, drivers within the industry such as shared economy models,
advertising models, product differentiation, industry condation and others will have impacts into
the future. These are examined in pathways to the future.

Future pathways

Based on the analysis of disruptive factors facing the industry, as well as insights from industry leaders
and experts in the interviews cduocted, we identify four areas of the industry where the greatest
changes are likely:

complexity and innovation in air travel distribution;

the revolution of shared economy maodels in the hotel and car hire sectors;
innovation and hybridisation in onlirteavel retail;

the rise of gatekeepers such as Google and Facebook in traffic acquisition.

[ i i e i

For each of the four areas, we examine the trends, industry drivers and potential pathways to the
future for industry players and their business models (FigTlig. pathways are not intended to be
mutually exclusive, and we suggest that a range of pathways will be taken by industry players
simultaneously.
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Figure 1. Disrupive factors and potentiapathways for thefuture of travel distribution

Areas of distribution

AIRLINES
Complexity and innovation

Disruptive factors Pathways to the future

1. Consumer Growth indirect sales

expectations
GDS innovation and IT partnerships

2. Mobile

HOTELS AND CARS Adapting to the shared economy

s LRSS 0L Consolidation of large hotels

3. Big data& Al

TRAVEL RETAIL Enhancing the travel experience

Innovation and hybridization

4. Regulation Consolidation and hybridization

GATEKEEPERS Search control with virtual assistants

5. Travel risk .
Capturing the customer

Harnessing social media and virtual real

Airline distribution: complexity and innovation

The airline industry has faced increased competition from the rise of low cost carriers, whishiisg

the trend for greater differentiation and the rise of the retail model among full service carriers.
Potentialfuture pathways for distribution include:

1 Pathway 1. Full service carrierdFSCs) particularly larger airlines with strong brand
recognition, will grow their direct sales into the medium term. However, this expansion is
likely to face limits in the longer term as complexity leads to greater demand for content
aggregators.

1 Pathway 2.Partnerships with IT companieglobal distribution systems@DSsand other
aggregators will be needed to drive innovation and manage increasingipler content
across the industry.

Full service carriers with strong brand recognition are likely to continue growing direct sales in home
markets.Theyconsider that direct distribution provides more flexibility to expand a retail magli
differentiated products and servicethan current GDSs allonSome airlines alswiew direct
distributionas a way to circumvent GDS systems and other intermediaries.

On the other hand,many travel agents and GDS companies predict that the complexity of
differentiation that airlines are pushing fowill actually require more aggregation and indirect sales
through intermediariesConsequently, greatecomplexity could be an opportunity for aggregators
such as GB3nd other IT companiest the same time, a key quest will be how regulators respond

to airlines and gatekeepers who circumvent content parity and display neutrality, thereby
undermining industry competition.

These different perspectives in airline travel distribution are likely to lead tawlepathways of

direct and indirect distributiodevelopingseparately andn parallel over the short to medium term.

This could lead to constraints on enhancing the traveller experience, with a period of complexity and
potential confusion for the consumem Ithe Ianger term, some in the industry would like these

pathways to be integratedf 2 NJ SEI YL § GKNRdZAK 'y AYyRdzZAGNE &0 yF
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CapabilityNDC) However, given current trends, an industmide strategic approach seems unlikely
in the near future without greater preactive collaboration across the value chain.

The pressure to deliver more, differentiated travel content faster and in a digestible falswirings

technical chalinges and will require huggocessing capacitgsDSsndother IT companiewill need

G2 RS@St21L) GKS (SOKyz2t238 (2 RStADBSNI GKS FANI AY!
of increasing search frequency across muitigevices and channels. An effective way to innovate

rapidly will be to forge ne business models, opening up data platforms to third parties to leverage a

wider pool of talent and solutions.

Hotels and cars: new business models

The hospitality and personal transport industraa® being impactedhy shaing economy platforms
such as Airbnb and Uber, and by the success of online travel agencies using corvmaisstband
advertising models. Potential avenues for the industry include:

1 Pathwayl. Hotels and car hire will need to continuelapting to the shaing economyby
meeting higher consumer expectations of service and by incorporating business content into
new sharing economy platforms.

1 Pathway?2. The largebranded hotel chains are likely to continue consolidating to keep up
with the growing power of OTAS to negotiate comgeions.

Hotels and car hire companidace a future of two marketsOn the one handsharingeconomy
platforms will continue to create new markets and erode the mastsre of industry players who
currently intermediate for suppliers such as smallgipendent hotels. On the other hand, large hotels
chains and cahire companies who cater for business customers are likely to continue consolidating
to maintain an arms race of negotiating power with the larger travel agents. Overall, the consumer
should kenefitfrom greater choice, lower costs and the opportunity to participate in the hotel and car
hire industries themselves with their own homes and vehicles.

Travel retail: innovation and hybridisation

Travel agencies are facing growth in dirdigtribution from airlines and hotels, changing consumer
expectations in retail and the rise of sharing economy business models. In response, potential avenues
for the industry include:

1 Pathway 1. Travel retailers will need to embrace consumer expectaicand new
technologies toenhancethe travel experienceThis experience may include more tailored
travel packages aagreater flexibility to purchase additional services during the trip.

1 Pathway 2.Consolidation and hybridisation of travel agencies ametasearch companiesill
continue The rise of giant metasear€)TA companies will provide greater negotiating power
with the airline sectorthoughmay be limited by the regulatory environment.

The two pathways of enhancing the travel experience andsacliation in the sector will be
intertwined. The larger travel agents will be able to draw on significant technology investment and
brand recognition to enhance the consumer experience whether by offering a seamless travel
package, irdestination servicesa personal mobile travel agent or through expanding the retail
model. In contrastOTAs or metasearch companidst fail to follow consumers into newhannels

for purchasing travelisk losing market share rapidly

Consolidation will strengthen the netiating power of larger travel agents in relation to suppliers. As
travel agents transform into megaeta-OTAs, competition is likely to increase with technology giants
gK2 | OG +ta GKS AYyRddzZGNEQAa 3 S| SSLISNB-OTA¢HKEY INR g A
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also act as a counteweight to the larger airlines with aspirations of circumventing indirect
distribution channels.

Capturing the customer: rise of the gatekeepers

Gatekeeperg; tech giants such a&oogle, Facebook, Microsoft, Amazon and lappcontrol the
acquisition of billions of consumers, interfacing with millions of people everyTay have already
begun to disruptraveldistribution through their advertising models.

1 Pathwayl. The development ofiktual assistants wilknhancethe customer experiencby
reducing search times and personalising purchadéeshe same time, the search control of
gatekeepers will grow, consolidating their traffic acquisition power, giving them greater access
to consumer data and enabling more prectsmsumer targeting.

1 Pathway 2.Travel bookingis likely to beintegrated increasinglyinto social media and
messaging, with advertising and referrals tailored to social network discussions and searching.
The rise of wtual realitywill lead to more inspiration marketing and traffic acquisition.

Gatekeepers such as Google, Apple and Facebawk already disrupted the travel distribution
industry through their advertising modelThey have the power tadirect consumers to particuta
players, whether @lines, hotels or travel agents, in return for a fee. In addition, they can target
consumers with tailomade advertising based on search history, profile or conversations through
messaging apps.

Furthermore, gtekeepersare set to r@olutionise the consumer experience in the retail sector, with
consumer expectations quickly spilling over into the travel distribution industry. Rapid improvements
in virtual assistants, messaging and virtual reality are likely to combine to give thellgrasn
inspirational experience that permeates their daily lives, rather than the proactive searching approach
that consumers have traditionally used.

The impacts on the travel distribution industry are potentially huge. The new technologies will place
even greater power in the hands dfe gatekeepers. Other industry players will need to expl@e n
business modeland evolving opportunities for collaboration with the gatekeepéitsthe same time,

the power of the nomeutral advertising model will béetermined largely by the level of regulation

or deregulation in different regions.

The direction of travel

In a consumer driven market, success in the travel distribution industry will depend on a deeper
understanding of consumer expectations and harnessing innovation to transform the travel
experience for all customers. Furthermore, new business models baseallaboration, alliances and
shared innovation will be needed to grasp the opportunities fully. The question then arises:

U Isthe travel distribution industry prepared for the consumer revolution, and how will players
forge newcollaborations of innovaton in responsé€

The results of the LSE review suggest that the importance of the consumer and the emerging
technologies that will shape the future of travel distribution are relatively well known across the
industry. However, the size and speed of tk@sumer revolutiorg and the potential power it places

in the hands of innovative firmsis underestimated by many players.

As a result, much of the industry continues to focus on differentiation through bilateral partnerships
and contractual relatiortsips in narrow areas of the value chain. If this continues, the growth

7
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opportunities that come with wider strategic innovation are likely to be delayed and possibly missed
altogether by some in the industry. We recommend that the industry considers saté&ay to focus
on for future collaboration.

U Responding to consumer expectation€.onsumer expectations will rapidly spill over from
retail into travel distribution. Players in the travel distribution industry will need to respond
with broad collaboratios for aggregating, processing and harnessingbilyjedatainvolved.
Otherwise, the explosion of complexity and differentiation of services in the short term could
translate intopotential confusion for the consumer.

U Responding to the rise of gatekeeperls the power of gatekeepers to acquire billions of
consumers continues to grow, industry players will need to consider how to collaborate with
them as their power grows

U Harnessing technologyThe travel distribution industrys rapidly becoming a technogy
industry. Currently, many ialines and travel retailerdisagree on the relative importance of
technologiesused by GDS companies and metasearchers in shdpinge distribution.
Business models will need a more strategic approach that recogniseslie creation of
different technologies across the industry.

U Integrating travel distribution.To avoidconsumer confusion and lost opportunitigadustry
collaborationsneed to go beyond bilateral partnerships and contractual relationships.
Distribution business modelsvill need to evolve to encompass more shared innovatin,
culture of experimentation androssindustry alliances to grasp the opportunities fully.

U Adapting to sharing economy platformsharing economy platforms will continue to create
new markets and erode the market shareildustry players whdintermediate for suppliers
such as small, independent hotelsdustry players will need to adapt to this changing market
and carefully monitor the impact @ompetition rulings in different rgions as regulators play
catchup.

U Preparing for the rise of giant met®TA hybridsThe size and power of online travel agents
with metasearch capabilities and global brands are likely to continue growing. Consequently,
their influence will penetrataleeper into tre distribution chainwith the ability tonegptiate
better content andcondtions, whilst still receivingommissios. Other industry players will
need to prepare for their rising power.

While these six key areas emerged from the interviand surveys conducted for this report, the
travel distribution industry faces many other challenges and opportunities going into the future. For
some in the industry, travel distribution has appeared slow to keep pace with technological
innovations over tk last few decades. That seems set to change over the coming 10 years. Whether
the imminent consumer revolution is perceived as a threat or an opportunity by the industry may well
determine the winners and losers of the future.
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1. Introduction

Objectives

The overarching aim of this report is to provide new insights into the future of the global travel
distribution market. The report, commissioned by Amadeus IT Group, has been undertaken by an
independent team of researchers at the London School of Ecosoarid Political Science (LSE),
providing an objective analysis of the drivers of change and the impacts that these drivers are likely to
have on theraveldistributionindustryover the coming decade.

A number of previous studies have used economic aaistical forecasting to project market trends

into the far future. Our report draws on some of this analysis to provide a picture of businessial
pathways. However, forecasting cannot take account of major disruptive factors that may impact on
the industry and the wider market unexpectedly over the medium to long term. As a consequence,
the aim of this report is to examine those potential drivers and disruptive factors that are emerging
and could emergein the market, and explore the major oppartities and risks that may ensue.

The report is nderpinned by the followingpecific objectives:
x  To identify keydisruptive factorsaand driverghat are likely to shape the industry

x  To identify key opportunities anousiness models thaould emergen the industry
x  Tosupport an industrywide debate on the future of travel distribution.
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Scopeand methodology

Travel distributioncovers the process ddearching, bookingnd confirming travel arrangements.
However, a the travel distribution industry has become more complex with the rise of the internet, a
simple definition of the industry has become more challenging. One approach is to focus purely on
the intermediaries in the value chaiflowever, in order to undetand the evolution of the industry,

a more comprehensive view is needed. For example, an examination of opportunities and risks for
intermediaries and aggregators such as global distribution sys{&DSspr metasearch companies
would be incomplete without an understanding of direct selling (e.g. airlines providing direct bookings
on theirown websites). As a result, tifiecusof this reportison how travekuppliers seliheir products

and serviceso consumers whether intermeliated or not. In this way, waclude all actors in the
industry, from suppliers (e.g. airlines, hotels, car hire companies) to aggregators and travel agents
through to tecmology giants (e.g. Google, Facebook) who #emsformingthe way consumers
purchase goods and services in the retail sector.

As well as coverintpe main actors in the travel distribution chain, the scope of the report is global in
geographical coverage, and includes an examination of three key travel suppliers: airlines, hibtels an
car hire. Given the wide scope of the report, it is not possible to undertake detailed analyses of
distribution for every type of travel supplier in every region.

The study used a mixetdethods approach, drawing on evidence frdiwe main sources: litature,
interviews, data analysend two industry surveys. The literature review covered 1,410 sources, while
structured interviews were conducted with 37 experts. The surveys received 377 responses in the
travel retail industry and responses from 18 imtational airlines. More information on the
methodology used can be found in Annex I.

2. The industry landscape today

The consumer: fast evolving

Overall consumer demand for travel gfrong andrising. According to the World Travel and Tourism
Council(2016), leisure travel spendingncluding inbound and domestic, generatd&D3.62 trillion

in 2015 representing 76.6% of direct travel andrism GDPThis comparewith USDL.1 trillion or
23.4% for businegsavel spending. Overall, travel &urismcontributed 9.8% of worl@&6DRin 2015.
Recent growth has been particularly strong in the Asia Pacific region, with overnight visitor flows from
the region increasing by an average annual rate of 8.5% from 2002 to 2012 (Oxford EcpP@idics

This compaas with 2.1% from Europe and 3.7% from North America.

Demand for travel is driverby a range of factoréncluding general economic conditions, consume
confidence, and disposable incomeBusiness travel is linked to corporate profitability. Leisure
travelers are more price sensitivandthey may use other travel options to reach their destinations
(e.g. airlines, higlspeed trains, cars, ferries, and coaches). In some cases, business customers may
choose not to travel at all and to replace meetings byweidonferencing. Howeveother business

travel where personal relationships are key as well as-feng air travetouldremainrelatively price
insensitive due to the lack of alternatives.

¢tKSNBE A& y2 2y SonstalZravelléFs2anédotin SeBnhedtad dy region, by age group
and by travel purpose. However, these divisions are too siapteflect the reality of how travel is
purchased (Amadeussrost & SullivarR015).The level of brand loyalty varies acrosssumersThe
lowest cost seon a plane may be the priority for soneensumes, while others prefer a full value

10
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service while flying or search out integrated packages through a travel agent or tour operator. Regional
differences impact on these consumer choices. Business travd tenbe more prevalent in the
Middle EastPeople inAfrica or Chiawho have never travelled before or owned a PC are more likely
to demand a managed travel itinerary and turn straight to their mobile phone.

Furthermore the sameconsumemay demand diferent servicesdepending on the type of trip, who

they are travelling with, or even their particular mood at a moment in time. The same person may
travel for both business and leisure, sometimes even on the same trip. Another person may book a
package fo a family holiday online and use a travel management comg@MC)for a business
conference.

While consumer segmentation is complex, a number ofommon factors around consumer
behaviourdid emerge from theénterviewsfor this project These factors include the continued rise of
online bookingthe rising demand for low cogiroductswith greater online price transparency, and
the demand for higher value, integrated travel services.

A range of industry experts interviewed pointed trising tideof consumer expectations across the
whole travel lifecycle Consumersare stating to demand more in terms of being inspired, the
booking process being smooth, a responsive customer service during the travel itself, and the
opportunity to reflect and share the experience afterwards with friends, family and through public
reviews. To a large degree, these expectations come from consumer experiences in other sectors but
they present a unigue set of challenges for travel distribution into ther&u(see Chapter 3).

In summary consumer segmentation is considerably more diverse than current methods of
measurement in thalistribution industry. Thalifferent ways in whichconsumers wanto purchase
travel, alongwith their expectations of théravel booking procesand the travel experience itselvill
impact significantly on the entire distribution industry, with huge potential for innovation, niche
openings and more customdéocused services.

Suppliers: consolidation and fragmentation

The trawel distribution industryconsists of different supplierssuch as airlines, hotels, car hire, ralil
and tour operators with very different levels of consolidation or fragmentatidn.this report we
examine three different supplier sectors: airlines, dlstand car hire (see Tatllg

Theairline sector igelatively consolidated with a small number of large full service carriersirline
groups,which themselves have formed alliancegh a large sharg in key marketsNonetheless,
smaller FSCandlow cost carriersemain in the market foboth short-haul and longhaul flights with
the low cost carriers increasingly competing heachead with full service carriers at major airports,
especially in Europe

In contrastto airlines, the hotel secbr is highly fragmentedWhile the large hotel chain brands
represent a significant percentage of the market (e.g. Wyndham, Intercontinental, Marriott and Jing
WALFY30>X GKS AYRdAZAGNE KFa | AAIYAFAOLFIYG et 2y 3G Af

Thecar hire sector is a mix of large and smaller local play€fse potential for private individuals to
provide a room or car hire has opened opportunities $baring economyusiness models such as
Airbnb and Uber. We discuss these disruptive glegwhich effectively create ultfragmentation in
the market, in Chapter 4.

11



Table 1 Different structures in the travel industry

Main players

Nature of market

Direct/indirect sales

Competitionsharing
economyplatforms

Airlines
Full service carrier§FSC)

Low cost carriergLCC)

Hybrid carriers (FSC &
LCC)

Private jet clubs

High onsolidationand
alliances betveen airlines
with codeshare

Direct sales
IndirectviaGDS
Direct connect to travel

agentsand to
corporations

No

Travel Distribution: the end of the world as we know it?

Hotels

Independent hotels

Brandedchains

High fragmentation

Few large hotel
chains

Direct sales
Indirecte.g.online
travel agentsairline
websites

Indirect viaGDS

Yes

e.g. Airbnb,
HomeAway

Car rental

Few global brands

Local independents

High consolidation of
globalfirms

Some local niche firms

Direct sales

Some indirectales via
travel agents or airlines

Yes

e.g.Uber, BlaBlaCarr,
Cabify, Lyft

Distribution: a complex network

Today, the travel distribution industry is a complex network of playehs the past consumers would
purchase flights largely throudtricksand-mortar travel agents who liaised directly with the airline
companiesvia call centres and/or airline ticketing officésllowing the creation ajlobaldistribution
systems (GDSs)ravel agents have increasingly used oae more of the GDS to aggregate
information from airlines and large hotel chains across the wdvldre recently, the rise of online

retail has led toonline travel agents (OTAs) antb the creation ofmetasearchcompanies that
specialise in traffic acquisition through comparing prices across the internet without offering booking
servicesIn Chapter 4, we examine each of the key types of industry players: suppliers, GDSs, travel
agents, metasearch companies amatakeepersAs discussed in Chapter 2, the line between OTAS
and metasearch companies is blurring with consolidation in the industry.

The interrelationships among these players are many and divefBaure 2). Suppliers can sell direct
to travellers (e.g. through airline.com websites, or through direct reception sales in hotels)
indirectly, throughGDS%r travel agents Metasearchcompaniesand gatekeeperssuch as Google
and Faceboaglcan ether directbookingsto industry players operforma marletingrole.

As the industry has matured, consolidation has been significaRive globatravel management
companies now dominate the business travel agent sector. Three gtmmapanieslead the GDS
sector, while Expedia, Booking.com and others have beeglobal brands ionline travel retail At

12
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the same time, companies have expanded across the distribution chain to blur the traditional lines
between players. Examples include theetasearch companyTripAdvisor, expanding into OTA
territory by offering bookingwia its Instant Booking capabilitgr the takeover of thenetasearch
company Kayak, by the OTRriceline

The industry will face pressures from both ends of the distribution chaffirst, te relative

consolidation of airlines prades negotiating power with intermediaries in the value ch&acond

the rapidly evolving expectations of the consumgincreasingly digitalkgavvy with new online
purchasing opportunitieg continues to shape the distribution indust@ompetitive presures within
the industry will also play a major role.

Figure 2. The travel distribution industry today.

Indirect I
payment Referral fees
& advertising
Aggregators
and GDS
Metasearch
Travel agents Rummmmg .
BEEEEN companies
paymefpt
L ma 1ravel agents
A

Booking fee

Aggregators and
GDS

v y

Travel agent IT

Metasearch
companies &
gatekeepers

Referral fees
& advertising

Commission

Subscription
& travel agent
T

Incentive
payments

Direct

Service fee
and fare

Arrowsin Fig2a represent flows of content/informatiorrrows in Fi®b represenfinancial flows.

3. Disruptive factors shaping the future

In this chapter, we examine thmotential disruptive factors that are emergingand could emerge

in the marlet, based on the interviews undertaken by LSE with industry leaders and expeets.
disruptive factors emerged from the interviews and anaty#ii® consumer, mobile, big data and
artificial intelligence (AJyegulation and travel riskln addition, divers within theindustry such as
sharing economynodels, advertising modelproduct differentiation andindustry consolidation are

examined inChapter4.
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Consumerexpectations

Consumergrowth

Rising consumer demand will be one of the key drivers of the travel distribution industty the
future, with the global market projected to continde grow strongly over the next 10 yegi®xford
Economics 2014)Since the financial crisis in 2009, global overnight tourist flows have rebounded,
growing at 16.5% in the three years2012.

Global ppulation growth remains strongpver the next decadeAccording to he United Nations

Population Divid 2y X GKS ¢2NI RQ&a LR2LJzA FGA2y Aa 3INRPSAY3T 0oc¢
projected to increase by more than one billion people within the next 15 years, reaching 8.5 billion in

2030.

The population of Africa will grow 29.4% from 2015 to 2030, aehing 1.7 billion (hited Nations,
2015). However, growth in incomes in Africa is expected to lag behind, with a small proportion of the
population able to afford air travel and international tourism.

The AsiaPacific region is forecast to display strommppulation and income growthover the next

decade. The AsiRacific population is set to grow 10.8% from 2015 to 2030, reaching 4.4 00D

2016) At the same time, GDP growth in Emerging Asia (Sieastt Asia, China and India) is forecast

to grow obustly at 6.2% annually from 2016 to 2020 (OBCBmMc 0 @ ! AAF Q4 YA RRE S Of
represent 66% of the global middle class population compared to 28% in Rb@®a& 2010). This

middle class is driving demand for travel very strongly and wiilticue to do so in the foreseeable

future (see Box for an overview of regional trends in consumer demand)
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Box 1. Regional market trends

North America andzurope

Reaping the benefits of competition and technology, consumers in North Americkwaoge have
become experienced travellers, often searching different online sites, consulting peer review
using different devices before making the final booking choice. With risihgeosalesmetasearch
companiesand online travel agds havegrown to accommodate demand for easier comparisons, f
best price and/or value. Greater price transparency has historically also benefited low cost a
which are strongly established especially in Europe. Most business travel is booked through
manmagement companies to provide integrated services and to ensure that the location of pers
is known. Industry consolidation has happened faster in the US than in Europe, with three dor
airlines now controlling the US market, and with large hotehpanies merging to increase the
market presence. Europe is experiencing a similar trend, with increasing market power of a
number of airlines in their respective home markets.

Asia Pacific

The Asian market fool cost carriers has grown rapidlyith 117 million passenger trips a year toda
and is set to overtake Europe and North America over the next decaaldly driven by the
forthcoming deregulation of the ASEAN aviation aréordability is a major underlying cause ¢
rising consumer denmal for travel and tourisnbbookingsin the region At the same timemanyAsian
consumesare prepared to pay travelgentsto tailor travel packagefor them. Many Asian travellers
have never booked a flight or travelled abroad in their lives, and tiesgerienced travellerare
therefore looking for a morentegrated servicerather than doit-yourself booking with separate
components of their tripSimilarly, nany Asiarntravellersare leagrogging straight to mobil&ooking
and payments, havingever ugd bricksand-mortar travel agens ora desktop computer to book
travel. As a result, many of the big innovations in travel distribution are likely to arise from Asia.

Middle East

The Middle East has a large and growing business market. In respaiisesand airportsn the
regionare aiming to become alapal hub for longhaul travel. Dubai Airports is aiming to increa
capacity of Dubai World Central to 200 million passengers a year. This compares to around 90
passengers currently pasdin i K N2 dza K { 2 R lcAt@kta, Gebrild(8SA)i | A N1LI2

Latin America

5SaLIAGS NBOSyld LRtAGAOLf YR SO2y2YAO Ay
continues to grow strongly. LSE analysis of Amadeus data shows that in the fivdgweeen 2011
and 2016 the average year to year growth in bookings was 4.3%. According to Boeing, 04
and 2015, KS NI 3 A flegt@eew at AnNalvelgg rate of 5.2 percent per year, while Airbt
forecasts a doubling of their fleet out to 20 to meet long term growth in the region.

Africa

While Africa will continue to seeulge population growttover the coming 10 yearfncomesare not

set to grow at the same rate. This means that consumer demand will remain largely untapped

wide areas of the region. Nonetheless, low cost carriers have begun entering the market since al
skies agreement in 1988. Examples include Kulula in South Africa and FastJet in Tanzania.

SourcestSE interviewdJNDESA 2014; Oxford Economics 2014.
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Theconsumerexperience

Consumerexpectations of retail arechanging radicallyAs consumer expectations grow in the wider
retail sector to includeeasy purchasing, inspirational shopping and personalised services, these
expectations will spill over into thieavel market. This is likely to lead to magbsruptionsin the travel
distribution industry.

Consumersre already expecting moreserfriendly websites and apps backed up by smooth and
speedy transactions.Consumers are

looking for the process to be frictionless In the future, consumers will dema

and safe. They turn to online retailers .
who recall their profile and paynme more comparison and mo

preferences, have a short and efficient convenience
purchasing process, provide clear - _ Greg Schulz
delivery options and pricing, have Senior Vice President of Commercial Strategy

6S0aAriSa GKIdG R2yQd ONIaKI ryR NBI &YENE
the customer tlough payment i
confirmation.

Consumers aralsoresponding to online price transparenc®ne of the consequences of

e-commerce is that consumers have more information to compare services and more choice to
purchase services from different

suppliers. The ability to compare prices

directly has increased with the advent of Brand trust and content are critic
metasearch companigOTAs and online With growth inonline and mobil
pe_er re_views suchas_ those US.6d by Shopping’ and greater use of d.
TrlpAdV|§or. _Accordlng to industry FyFt e GA0a> AlQ:
experts interviewed, this has led ta

decline in brand loyaltysupport for the Where can | see the best conte
rise of low cost carriers in the airline the offers most relevant to me, ti
industry, and the response of full service best prices, the most comple

carriers to reduce their prices and further
commoditise their service around the
cost of a seat. This is particularly true for
domestic and short regiondidhts.

information, the best comparisol
David Orszaczky, HeadSdlesand Commercii
PlanningQanta:

August 201

Other consumers want to have

_ ) ) the choice managed for them
What people want is changing. Expectations of  gyen  with  better  price

ownership are changing, driven by companies |  comparisons  offered by
Uber, Netflix and Spotify with their edlemand metasearch ~ companiesand

services. Millennials are Iess interested in OTAS a substantial proportion
consumers demand a

LI2aaSaarzya FyR Y2NB A)é.é,ha%ed SeritalStA @ny O S & «

lifestyS o N} yR&a GKI G @Aff reduce thér time searching as
wO2YYdzy A& Q y20 2dzad | “WH gy '“ﬁ}/‘@‘w'th a

Dr Wouter GeertsJravel Analyst, Euromonitor International tailored, integrated package.
May 2016 This isthe case for businesses

who use TMGs as well as
individuals. In China, where
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many middle class travellers have never flown before, the demand for managed itineraries through
travel agens is higher than in Europe and North America, where experttregellers often prefer

to search for, and book, their owtravel online. Similarly, the reassurance of fasdace time with a
trusted ageacyin a bricksand-mortar building has led to MakeMyTrip, an Indi@TA investing in
shops to build client confidence.

Many consumerswant their transactions to work acrosslifferent devices starting a purchase on a
mobile phoneand completing it later on 8C They expectamplex transactionso be reduced to a
couple of swipes and a fingerprinhdeed, br manyconsumerstoday, the ease and reliability of
websites and apsplays a more determinant role than brand loyalfyhe rise of mobile may replace
different devices, with searching, booking and sharing the experience all taking place through the
smartphone.There will also be a growth of smart devices, whether wearabthnologies or the
internet of things, that will augment the challenge of integrating across devices

Industry experts suggest that increasingtpnsumes will expecta more seamless travel experience
with different elements of travel beingntegrated. In the leisure market S E LIS MbpfinfBs &
been steadily growing. The evidence of a trasglerience €.g.photos videg) and the sharing of that
experience online becomes an opportunity to prolotige purchaseThis is particularly thease for
the Millennial generation.

Mobile

Almost allexperts and leaders interviewed by LSE regaraeobile asa keydisruptive factorshaping

the travel distribution industry over the next decadéobile is already shaping the market today and
its role as a major disruptor witbntinue to grow. According to industry experts, around 85% of the
g2NI RQa LaRdatiizf livel A 2 v

within range of_ a dataapable Li0o3 i NHzE & GKS Y2
network. This raises two related o

people be enabled to gain access to are using the internet in ways we he
those networks, and éw can the never seen beforeOver 50% of our queri

networks be extendedto the
remaining 15% of peopléving in
remote area® One potential
solution is for mobile operators and
international donors to collaborate
to bring down costs until incomes rise to a sufficient level to make it commigreiable. At the same

time, tech giants areextending global network& remote regionsusing satellite, solar phes(e.g.
CF0S06221Qa !ljdAftlr oy YR KAIK tftOGAGdZRRS olftft22yao

come from mobile phone
Sundar PichaCEGGoogl¢
May 201¢

Mobile is becoming the bookingelice of choice in emerging marketdobile devicesave different
roles indifferent parts of the travel life cyclén North America and Europe, mobile tends to be used
for background research and last minute deals. Relativelyctavgumersuse it for bookingthough
airlineshave set up online chedk on amobile app In contrast, mobile is rapidly becoming the
primary means of booking in emerging markets sucBlaisia and Indialn these countries, mobile is
often the only accespeople haveto the internet. As a result, travel agents are movingnmbile
booking while TrijAdvisor traditionally ametasearch companyhas expanded its services into travel
agent territorywith instant booking.
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Portability is changing the way consumers interact withe industry. As a channel, mobiles offer
unique capbilities that open uppportunities andrisks for the travel industry. Unlike a fixed PC,
mobile devices includeamera, audio, video, locatiosensor,finger print scanner server and
intelligent agent accessThis range of functionalities hagr-reachirg disruptive impad as it
transforms travellebehaviour throughout the travel lifecyclenost notably while the traveller is on
the go during the trip The development of more sophisticated voice technology will also allow
travellers to use their mobilenore easily as airtual assistant

az2zoAfS Aa ONBYSYYE &K T KINER AKePortabififRof the2rdhilé pfaform

means that it use igpervasive: consumers are connected to the internet thraughtheir journeys

and increasinglhexpectto be servedcontinuously This ease of use means that consumers are
aSEFNOKAY3 Y2NBxX tSIRAy3 G2 +ty AYyONBlFaAaS Ay GKS a
systems as well as opportunities for aggregators to provide melevant and rapid caent. Mobile

KIFa I f aicrofmSrentis@arching and bookingvith consumers taking advantage of short

2L NI dzy AGASE G GKS 0dza aid2LI Ay | OPFFSBIdNBI ]
have implications for targeting advertising &consumers are in the right place and the right mood

as discusseth Chapter 4.

With smartphones consumers can expe@4-hour servicesduring travel andat their destination
Examples includshopping theatre, tours, car hire and restaurarg booked at the touch of a finger
Makingchanges to flights and ordering hotel meals while 4tnipl are also likely to growl he value of
the marketfor servicesconsumed during the trifis hugeg larger thanthe travel and hotel markets
themselves. Amordingto Rossini (2040 In-déstination services accounted for almost U5000
billion globally in 201@While this inventoryis already being broughtnline! GDSssuppliersand
travel agents have a major opportunity incorporatethis offering into their servicesNonetheless,
the extremely fagmented nature of irdestination services presents a challenge for aggregatiah
bookingin terms of cirating a different style of content.

The potential for geolocation to tailor mobile services is stiastial. Consumers are becoming

accustomed to wearable devicesd interacting constantly with their smartphoneshis is already

paving theway for beacon technology. the travel industry, the best known examples are airports or
hotels using beacons totarget

The main innovation in our industrynsalk travellerswith special offers as they
time platforms using geolocation services. ~ Pass by. Other locationspecific

Improvements in mapping technologies ha services include special offers at the
P ppIng g airport, automatic hotel check on

helped route calculation approaching the hotel, seamless
Juan Garcia Brelsi automatic translation, or suitable
Regional Manager for Spain & Portudgaabify restaurant suggestions at the righ
June 2016 time and location when on a trip.

1 Examples includ¥iator, Vayable, Isango and GetYourGuide and in dining reservations such as OpenTable
and LaFourchette.
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Big data and Al

Overall, expertssurveyedby LSE regarded big data aadificial intelligence @Al) as key disruptive
factors shaping the travel distribution industry over the next decad&lines surveyed scored the
importance of big data at 9.5 out of 10, while travel retailers scored its itapoe at over 8 out of 10
(Fig.3a & b). While its rise has long been heraldefl, has not yedeliveredmajor changen the
commercial worldHowever, its impact on travel distribution is now at the forefront of many industry
Iyl f&ad anQparticday Ra @

the industry has the potential Progress is accelerating thanks to profo

to tap into huge amounts of advances machine learning and

traveller information that can . .
be used to target consumers | believe we are at a semlnal mome
Sundar PichaCEO Goog

more precisely. Th!s_ in turn May 201¢
provides opportunities  for

improving the travel experience, selling a wider range of services, and targeting advertising in a more
personalised wayOne example i® 2 2 3 f SnQriobilsl BpPBripR whichdraws ondatarelating

to how long people spend at particular tourist sites in order to plan sightseeing trips around the
g2NI RQa o0A3IISad OAdGASao®

Figure 3a. The mportance of different technologies in disrupting travel distution (travel retail
view)

Mobile apps

Maobile messaging and bots
Websites

Sodial networks

Online retailing

Big data analysis

Global Distribution Systems
Virtual reality

Email

Augmented reality
Metasearch analysis

Blogs
7.5 3 8.5 9 9.5 10

-

Importance of technologies in shaping and disrupting travel
distribution (scale of 0 to 10)

Source: LSEiwey of 377 travel retail specialis®016
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Figure ®. The mportance of different technologies in disrupting travel distributioairline view)
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Source: LSE survey of 18 international airlines, 2016

Big data and Al will develop hand inhand.2 Rl @ Q&4 LINRP OS&aaAy3a LRogSNI Iff2
data to find hidden correlations, consumer information and other buskneks/ant insights. With
developments in cloud services, the capabilities of datalysis are increasing at the same time as
progressin the field of artificial intelligenceuch as deep learnin@he Economist, 201.6Machine

learning allowscomputers to crunch vast amounts of data, recognise patterimluding real time

image recogrion of shared photog and get better at what they do with experience. This has the
potential to disrupt many aspects of consumer purchases.

For the leisure travelleryirtual assistans will reduce the time needed to search for travel services.
Virtual assistang will be able tdearnthe i NI @St f S NXrdore lpiNdalySift BinsuQIs the
options and present taired solutionsfor example about amew destination, a new travel route or a
multi-modal travel bookingsee Box2). A virtualassistant can gathgsersonal data to make better
recommendations on destinations, specific hotetsancillary sendes In addition,a virtual assistant
could use locatiofibased services for suggestions while on tifie.

For the business travellenirtual assistans will reduce the time spent planningA virtual assistant

couldbooki KS G NJ @St f SNNRA dzadzZ f FfAIKGZ K2G4St FyR OFN
isacceptedl Yy | aaAadlyid O2dzZ R &dz3a3aS admniRdomimBINSyKiIA QK2 YYLEZ2TYI
include ahotel nearthe conference venue, airport car parkinghe trip is less than a weelr a taxi if

longer, automatic flight réoooking in the case of any cancellations, and propogematic checkn

to a hotel once thearaveller has left the airport.
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Artificial intelligence could

have impacts on the travel There is already a push to personalizati
industry that go beyond product differentiation, customer segmentatio
E‘ﬁ“;? arg‘gots b°2‘§”|%' but the scale will be much greater in 10 ye
\Y y u 2 & ~ A~ w A v 2
provide more sophisticated SQNB tAlSte u?2 a_S
room service in hotels product development. It makekat comparisol
while selfdriving cars could more challenging but all the more importa
become a hreat to other Greg Schul:
forms of travel such asar Senior Vice President ob@mercial Strategy an8ervices, Expec
hire, but also potentially July 201

short-haul flighs and ralil

journeys One expert interviewed even suggestindit single passenger drones could open up the
sharing economy business model in the airline indystipugh the timeframe for this kind of
revolution is difficult to predict.

Box 2 Bots and virtual assistantg lessons from the tech industry

Botsand virtual assistants are set to revolutionise the interface between consumers and ser
A bot, also referred to as an internet robot, is a software application that automates tasks
the internet. Essentially, bots provide an opportunity for cansus to have their own virtua
FaaAradlyda 6Kz FI OAf -makindioBlindl Rh&chib®gy Hedimds s Bl
online virtual assistants is evolving rapidly with severalers entering the market: e.g. Si
(Apple), Google NoyGoogle), 6rtana (Microsoft)Echo (Amazod) | YR CIl 0S6 2 2
of chat bots. Virtual assistants can be t&esed or use voice recognition.

Virtual assistants are being developed to handle business diaries and scheduling meetin
example, Amy devdoped by New York starp X.ai- is a virtual assistant who can schedt
meetings with colleagues, reschedule automatically in response to colleagues, and col
emails to participants.

I 002 NRA Yy 3 Wé ilieleave ald aBa>seminal moment. Peapéeincreasingly interacting
Y6l GdzNItfe gAGK D223ftS> YR INByQld 2dzaid f
Google to help them with their daily taskd he assistant is conversationahn ongoing tweway
dialogue between you and Googleat understands your world and helps you get things dont
makes it easy to buy movie tickets while on the go, to find that perfect restaurant for your f
to grab a quick bite before the movie starts, and then help you navigate to thed¢tégeat

Virtual assistants are already being integrated into messaging apps, so that the assistant in
directly in online conversations with friends and business colleagues. Consumers will be
ask the assistant abotiteir agenda for the dayadvice on trael itineraries, to see holidgyhotos
or suggest a restaurant nearby when at the destination

Source: LSE interviews, Google blog.
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Regulation

In Europe, Global Distribution Systems are overseen by the Code of Corfduc€omputerised

Reservation System{(€RSs). The Codas first implemented in 1989, and has been reviewed and
amended in 19931999and 2009 ¢ KS Y2 aid NBOSyld acAalySaa / KSOl¢ 2
the need for a Code to safeguard airline competitand a neutral and transparent marketplace for

air travel information, while highlighting the need for the EU Commission to follow the developments

in the industry closely, e.g. the growth of metasearch players and their impact on neuffalgzU

Coce of Conduct covers the following main areas: (1) any airline can participateéR&m an equal

and nondiscriminatory basis, (2) airlinesntrolling or participating in the capital @/ w{ 06 WLJ NB Y i
O NNn&MNBMunicate similar information tong other GD§ (3) CRScompanies must not

discriminate between airlines in terms of loadimgprocessing data, and (4) CR&sst provide display

parity for airlines, i.edisplayof airline optiongnustbe neutral andcontain accurate, nomisleading

information and rank airlines based objective criteria, and not oadvertising or other revenue.

In the United States, travel distribution operates in more deregulated market.The GDS market
was deregulated in the US in 2004, though the Department ahgporation (DOT)etained its
authority to investigate unfair competitive practices in the distribution of air travel services. In Canada,
regulations remain in place, for example on display neutrality, though the level of regulation is lower
than in theEuropean Union.

Airlines, GDSs anttavel agents haveexperiencedstrained contractual relationshipsA number of
lawsuits have been lodged between industry players over the last 15 years, particularly in the US. In
many cases, players have remainedriligttion partners while at the same time taking each other to
court. For example, in 2002, American Airlines (AA) formed an agreement with Orbitz to book fares
on a direct connect system, bypassthg GDS. After the GDS Travelport acquired a majorityesimar
Orbitz in 2006, Orbitz increased the proportion of its fares sold through Travelport rather than the
direct connect. Following unsuccessful negotiations, AAistied their fares from Orbitz and
Travelport responded by suing AA. In 2011, a court orgiastated AA fares on Orbitz. Aldentook

Sabre to court for similar practices.

Regulation has also been influential in the competitive environment of metasearchber011, the

US Justice Department brought an action against Google for breachintrusttlaws over their

LINP L2 ASR GF(1S20SNJ 2F L¢! s GKS AN GNIF @St FIFNB LI
- the system used by many metasearchers such as Kayak, Bing Travel and Orbitz. Google completed

its takeover after agreeing to contied provision of the fare pricing and shopping systems to its
competitive rivals.

In Chinathe market remainsclosed to foreign CRSs, despite the introduction of new, interim CRS
regulations in 2011.Foreign companies face regulatory and administratdiecrimination. Travel
agents need to be licensed by the China National Tourism Administration, while almost all airlines in
China sell fares through TravelSkie state owned GDSwhich is licensed by the China Air
Transportation Association.

Future regulation and competition rulingould limit further consolidation in the airline and travel
agent sectorsCompetition rulings on any abuse of dominant position in certain markets would put
constraints on the growth of large airline alliances and giant metase@nch hybridsThe degree to
which the consolidation of airlines, OTAs atrdvel management comparseis tolerated by
authorities, will determindoth the survival of small players and the negotiating power that the larger
players have through the rest of the distribution chain
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The growing powerof metasearch companies and gatekeepers would be reséttcif neutrality
provisions were extendedo include them.Metasearch companies that use an advertising model rely
on nonneutral comparisons as their revenues are driven by favouring those paying a tee.US,

Wi A Ol S @urrén®y Lg0er@DSs andravel agents, obliging therto discbse any display bias
Whether Google and other metasearch companies should be covered by the definition is under
discussion. Similarly, any review of the Code of Conduct in Europealsaldffect the definitiorof
industry players who fall under regulatiplGDSs are currently clearly covered but uncertainty
surrounds the position ahetasearchcompanies.

Deregulationwill impact ondistribution channels in the htel sector. Withthe removal of hotel rate
parity in parts of Europe, hotelsave started tadifferentiate their rooms throughheir own website
sales. For exampléjyatt and Intercontinental offera 10%reduction on room rates through loyalty
schemes booked directly withem. Any further loosening of such parity provisions in the future could
impact on travel agents.

Deregulation would radically disrupt travel distributiorin China.Deregulation inAsian markets,
most notably by opening up State monopolies in Chinalcclead to new players entering the market,
such as LCCs and a greater choice of aggregators and travel agents.

Future regulatory developmentsare also likelyin data protection and privacylaws. Experts
interviewed by LSE considered that consumers accepted the increased use of their personal data
where the improvements in product or service were clear and appreciated. However, if consumer
concerns over the use of personal data increase, reguiatcould follow. Gatekeepers such as Google
that pick up information from email and search terms to drive targeted advertising could be
particularly affected.

Finally, he rise of sharing economy models éhallengingthe traditional regulatory environnent.
Sharing economy platforms tend to challenge incumbents and protected sectors, such as the effect
that personaltransport schemes have had on local taxi monopolies. At the same time, incumbents
argue that companies such as Uber and Airbnb should meetsame level of health & safety,
environmental and other standards that are faced by traditional providers. Specific rulings are already
creating different levels of competition from sharing economy models in different countries.

Travel risk

Travel distibution is affected by risks to théndustry as a whole Exogenous riskacluding oil prices,
terrorist attacks, storms and natural disasters such as the Icelandic volcano ash ioftuehce
consumer perceptions of travel and ultimately impacts on étadistribution. As part of the analysis
for this report, LSE examined the impact of two risks that could potentially increase in the ¢uture
terrorist attacks and storme with associated implications for the distribution industry.

Travel has always beeexposed to political risks, and attacks on airports are still relatively unusual.
However jnternational terrorism has grown over recent years as a major threat, particularly in Europe,
Asia and AfriceExamples of attacks targeting airports include @dasAirport 2007, Peshawar Airport
2012, Brussels Airport 2016, and Istanbul Airport 2016.

Analysis shows that bookings for flights departing from Belgium dropped significantly following the
Brussels attackwith many passengers also being reimbursedctorcelled flights (Fid). Interms of
Amadeus data alon€4,700 fewer bookings were made (including reimbursemeshising the week
following the event compared to expecteBurthermore, booking rates have taken several months to
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return close to normd, and by early June a cumulative total of 317,000 booKmgged by Amadeus

had been lost compared to busineasusual] { 9Q& Iyl feaAia faz2z akK2gSR
bookingslogged by Amadeusut of Paris in the three months followirtge 2015 Paris bombings,
despite the airport not being targeted. The question then arises: could the risk of terrorism increase
in frequency in the future, with a structural impact on the distribution process?

Figure 4. Impact of the Brussels Airport attack on flight bookinfem Belgium
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Source: LSE 2016. Data from Amadeus.

Severe storms can also have a major impact on travel bookingghe week following Hurricane
Sandy in 2012, 167,600 fewer bookitggged byAmadeusvere made for flights departing from New
York City. Booking rates following the storm recovered within a mqntiore rapidly compared to

the Brussels attack (Fif). As scientists predict an increased frequency of major storms globally as a
resut of climate change, this could have a significant impact on the tiadektry in the decades to
come
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Figure 5. Impact of Hurricane Sandy on flight bookings from New York
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Consumer behaviouin the inspiration and booking stages of travedlay beimpacted by travel risk

For example, better information before a trip coul@ad to a change in location for a business
conference affected by winter snowstorms, or a change in timing for a family travelling to the
Caribbean in hurricane season. Airliney R (i NI} @St NBGIFAf SNE O2dzZ R LINR O/
attached to the flight purchase, notably in corporate travel where risk assessment has particular value.
Improved information could alter consumer decisions to purchase additional travel =gt the

moment of booking or nearedp the travel date.

During travel, disruption may result in the need for additional travel services and a responsive
distribution agent A virtual personal assistant, based on machine learning, could easeNde @St f S NI a
discomfort by automatically bookirg hotel room,informing the cahire company of delayed arrival

or rescheduling meetings when a key participardetayed Mobile interaction will gain in importance

as a communication channel with supplieespecially during a crisis.

After the event,the suppliers and travel agents who respond to consumers adequately in terms of
emergency response or compensation, will have significant reputational impacts beyond the
immediate customers concerned. Theilép of social media to broadcast personal experience, good
or ill, magnifesti KS A Y RA @A Rdzl UlhratelySafactStNRbptiPPStentialyy Fhcreased
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risk perceptiorcouldRNRA @S Odza 12 YSNB (G261 NRa Wal TSevicdiNl Yy Ra 2
a crisis, such as smooth-beoking or compensation.

Travel disruption caropen opportunities for many industry players.Airport delays couldesult in
increased shopping or restaurant purchases; travellers may be prepared to pay for adoess&s;
hotels may see reservations extended for travellers with cancelled flights or opportunities to propose
meal offers. The increased security requirements may present opportunities for aggregators to
manage the additional information required: momteégrated information managememould save
travellers giving oupersonal information several times.

In conclusion,while travel disruption is likely to impact on different playersan the industry

depending on their geographical presence and risk expasthe perception of risk could be equally

if not more important. Innovative solutions from the industry that minimise the inconvenience of

travel will help reduce that risk and could provide opportunities for companies who oweetumer
expectations. Theresponse S RA &G NRAR 6 dzi A2y Ay Rdza i NBskmayplayKS O2y
a role in reducingunnecessarybehaviour, such as avoiding all flights. For example, adding
independent information to advertised travel options, suchaasravel risk score, might improve

O2y adzySNE Q dzy R SN iielatiyeRoleyinIravel¥ NA a1 |

4. The industry: future pathways

In this chapter, we examine

the potentialfuture pathways : :
thatpdiﬁerem are(,fs of tﬁe Everyone looks at their part of the industry fr

travel distribution industry GKSANI 286y LRAYOG 2F |
could take. Thﬁse PalthVYaySf look at the consurar. The retail business
are based on the analysis o much more consumer orientated and has b

current trends and disruptive )
factors explored in Chapter 3 for 25 years. The travel industry could learn ¢

(e.g. the rise of lgj data and FNRY NBOGFAET Ay (SN
artificial intelligence), as well the best solution for consume
as insights from '”QUSW Kenny Jacobs, Chief Marketing Officer Ry
leaders and experts in the August201€

interviews conducted by LSE.

Based on this evidence, we identify four areas of the industry whergtbatest changes are likely:
complexity and innovatiom air traveldistribution, the revolution ogharing economynodels in the
hotel and car hire sectors, innovatiand hybridisation in online travel retdib provide a seamless
travel experienceand the rise of gatekeepers such as Google and Facebdific acquisition.

For each of the four areas, we examine the trends, industry drivers and pottritied pathways for
o _ industry players and their business
It WOUId be gOOd to see more net pI’ICIng in models. The pathways are not

hotels, where the commission is added on to]  intended to be mutually exclusive,
the net rate and we suggest that a range of

Skye Legon, CEO Bookbedder pathways will be taken by industry
June 2016 players simultaneously.
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Box 3 Emerging business models in the teg\distribution industry

Business models describe the process by which a company extracts value from its busine
complexity of the travel distribution industry lends itself to a wide variety of models.
following covers some existing and emergimgdels of relevance to travel distribution.

Transactional or commission based model

In this model, a service is delivered in exchange for a percentage of the value of the proc
for a fixed fee. It provides an incentive for the two partners to inseeaales of the produc
together. In the travel industry, this is the traditional way that travel agesmsl Global
Distributions Systems (GD®sl\ve been remunerated by the airlines or hotels for the produ

sold.

Retail model

As t applies to the trael industry, the retail model encompasses more than a single purch
¢CKS LRAYyG 2F alfS adzlll2NIia | WwYodzyRf SQ s

encourages theravellerto buy ancillary services on top of the main product purchase,amn
suchis favoured by many airlinéscreasingly as their future distribution business model

Advertising model

Some companies generate their income, or part of it, through online advertising. They me
be involved in travel bookings directly, but provide a service, suthwad searckes on the basis
of advertising revenue. Successful companies in this field, such as Google, commar
premiums for sponsored search results or for contezlevant advertising.

Sharing economy

The sharing economy is a broad concept that encompasseshtired use of private assets ar
services. In the travel sphere, it includes online platforms that facilitate the rent of assets
owned by private individuals such as a room or apartment (e.g. Airbnb) or the hire of serv
such as a car ride (e.g. Ubaxhere the car is usually owned and driven by a private individt
Sharing economy models are also known as fegreer platforms (P2P).

Partnership model withthird parties

Business partnerships can take many forms, including joint ventures or lqusgct
collaborations. An innovative way to grow value is to open access to data and platforms tc
parties in exchange for sharing future revenues or a commission for sales. This business
helps to create incentives for consumicused experimetation and can leverage expertis
and innovation beyond the capabilities of the existing business. This model is being ex
increasingly by airlines, IT companies and some GDSs in the travel distribution industry.

Auction model

An auction model is method of price setting whereby potential buyers bid against each ot
F2NJ I ALISOAFAO LINPRdAzOG® 2 KSNBIa vYz2ad 27
based on demand, some airlines are now looking at auctions for seat upgrades int@r:
maximise revenues. Some hotels are also considering auctioning for vacant rooms.

Sources: LSE interviews, The Economist
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Airline distribution: complexityand innovation

Trends

The dobal airline market continues to grow stronglgince rebounding aétr the global downturn in

2009. Global passenger growth was an estimated 7.4% in 2015, with 3.57 billion scheduled passenger

numbersfor the year(IATA 2016)The main drivers of growtturrentlyare lower oil prices and strong
consumer demand, whictogether compensate for a relatileweak global economy

Figure 6 Global scheduled passenger numbers
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Profit margins in the airline industry have
been growing recently.The industry made
estimated revenues of USD 718 billion in
2015(IATA, 2016). Although this represents
a 4.4% fall compared to 2014, it simply
reflects lower costs (partly due to falling oil
prices and efficiencies in the industry) and
therefore lower ticket prices. Indeed,
profitability of the airlines grew to USD 35.3
billion in 2015, representing an average 4.9%
margin compared to margins below 2% in
the preceding four years (see Fry.

Market growth has been highly variable
across different regions The Middle East
and Asia Pacificegions¢ now the largest
region in terms of passenger numberboth
recorded passenger growth of over 10% in
2015 (Fig.8a & b). In contrast, annual

Figure 7 Annual net profit of global airline industry growth in Africa was zero, leading to an
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overall loss for the region of USD 0.5 billion.
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Figure 8a. Total passenger traffic shares by region, 2015
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Asia Pacific
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Airlines have historically relied oglobal
distribution systems (GDspto reach their
consumes. Theyprovide a single port of
aggregated content drawn from hundreds
of travel sippliers including airlinedarge
hotel chainsand car rental companies
around the world. Airlines are able to
reach a wider globatraveller base by
accessing regions where brand recognition
and brand loyalty is lower, via a network of
agents. Following the creation of Sabre in
the 1960s by American Airline&alileo
(now Tavelpor) in the 1970s and
Amadeus by a consorta of European
airlines in the 1980stravel agents have
increasingly used onar moreof the GDSs
to reach awider consumer basas a one
stop-shop for searching and booking.
China has developedits own GDS:
TravelSky.
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Industry drivers

A key driverin the airline industry will continue to be growing competition from low cost carriers
(LCCs)ver the last 30 years, airline liberalisation in Europe and other regions has atlosvedtry
of new competitors particularly low cost carriers QICs) such as Ryanair aadylket. LCCs araow
particularly strong in Europe and North America, with 250 and 173 million passémgs a year
respectively (Oxford Economics 2014t the same time, LCCs such as Air Asih Jetstar are
penetrating the Asian market.

The rise of LCUsas created a different approach to the services offerbyg airlines The costs of

flights have been unbundled, with extras such as baggage, meals and seat allocation being charged as
optiona extras. The underlying business model of low cost carriers also differs in terms of their
network, fleet and cost structure: traditional airlineperate a hub and spoke network structure with
several aircraft typesvhereas dw-cost carriers operate oa pointto-point modeland homogenous

fleet in order to create additional maintenance efficiencies

The rise of low cost carriers has led to the divergerafewo markets: domestic and longpaul. In
the domestic marketcompetition from lowcost carriers has led to flights becoming a commodity,
particularly in the

leisure sector, where

litttle else matters Global passenger numbers are growing, but LC
than the price of the Europe and large carriers in emerging cias are
seat. Consequently, eroding market shar
domestic air travel EmmanuellgGailland VP Distibution, AirFranct
hasbecome a volume SeptemberR01€

incentivised industry,

driving down unit costand driving up passenger numbehs.the longhaul market, bundled services
are stillvalued, with low cost carriers only now beginning to experiment with models with which to
competec largely enabled by new developments in aircraft design

A number of experts interviewed suggested thdifferentiation of services by full servicearriers

will be a key industry drivepver the next decadeHaving competed with LCCs on cost in domestic
markets,manyfull service carriers are already starting to explore wddifferentiation. Cost cutting

and unbundling fight purchases has madénflya more generic experience. As a result, some airlines
are beginningo differentiate themselveshrough improving theoverall experience and the value of
the flight. In this way they can movieackaway from flights as a commodity dictated by the pride

the seat.At the same timesome full service carriers have launched low cost subsidiaries to compete
with LCCs in domestic markets.

Differentiation is likely to see airlines growing retail model for sellinga value package adncillary
services andntegrated travel Currentoptionsfor differentiating the services for sale arelatively
limited. Examples includdifferent classes of seat, different styles of carrier and various pricing
mechanisms to reflect demand. However, most air industry coattires depend on the average
plane being above 80% of capacity, which restricts the variety of aircraft on offer and reduees less
commercially viable routes. Consequently, differentiation is likely tthbeugh a wider range of fare
families with diffeent levels of service, more ancillary services, and more joined up trafe
example with hotels, car hire, fast track sety, and airport car parking.
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Box 4 Surveys on the growth in importance of distribution functions

Airlines andtravet 3Sy ia KI @S RAFFSNBY UG LISNELISOGA
airlines and travel agents were asked to score industry players in terms of their impor
today and in 10 years. For airlinadirect sales scored most highly with 388% growth
importance (Fig. 9a), followed by metasearch companies with 281%, and online travel ¢
(OTAs) with 255%. However, travel retail respondentsed GDS companies most highly w
184% growth in importance over the next decade (Fig.9b), followed by @id\ TMCs with
153% and 116% growth in importance respectively.

Figure 9aAirlines survey
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Source: LSE survey of 18 international airlines, 2016

Fig. 9b Travel retailers survey
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Future pathways

PATHWAY1: GROWTH IN DIREGRLES

Full service carriers with strong brand recognitiane likely tocontinuegrowing direct salesin home
markets. Largeairlinessuch as Lufthansa, Air Canada and Air Franealready actively expanding
direct salesparticularly through tleir own websits, and airlines predict that their direct sales will
grow strongly in importance

(Box4). These airlinesonsider Tailoring the price, premium cabin optio
that  direct  distributon bundling packages etc. puts control back in
provides more flexibility and hands of the airline
freedom to differentiate their Keith Walli
services and to expand a retail Director of Global Product Distributipiir Canad
model compared to curreh August 201

GDSs For example, Lufthansa
has introduced its distribution cost charge for sales made through travel agents that rely on GDSs to

I 008484 [dFGKFyalQa O2ydSyd Ay wnwmpzZ a | YShHya

Some airlines also view rdct distribution as a way to circumvent GDS systems and other
intermediaries.

Direct sales are unlikely to replace indirect distribution channeisthe global market While direct
distribution can be effective for FSCs with strong brandeéome markets reaching consumers in
international marketsrequires global networks providectither by GDSs and travel agents or by
gatekeepers and metasearcheBg brand airlines could expand global direct sales in collaboration
with gatekeeperssuch as Google andaéebookby paying higher fees for advertising and traffic
acquisition Howeverthe power of the airlines to negotiate will decrease as the search control of
gatekeepers increasedAt the same time, maller FSCs wilheed to rely on the transparen
comparsons provided bysDSs to competeffectively If the power of gatekeepers increases, and
regulators allow them to remain outside the obligations digplay neutralitythe smaller=SCuwill be
substantially threatened by the larger airlines

The costs b direct distribution will rise with the advertising model.Some in the industng
particularly airlines, suggesthat suppliers can cut costs by bypassing GDS and driving more travellers
directly to airline websites. Others in the industry consider thatcost of direct distributiors similar

to that of indirect distribution because servicing, marketing and refenas$ts need to be factored in.

The increased permutations created by a network of direct connections with travel agents could
further increase costs for airlineésee Figure 18). In addition, he costs of consumeacquisition
through gatekeeperadvertisingand referralswill continueto growas the power of gatekeepers over
billions of online consumers consolidates over the next years

Direct distribution to business travellers will be limitedAs well as website sales, airlines could seek

to connect to corporate IT systems and sell directly in that way. This approach is likely to be limited to
companies with sufficiently large volumestivone airline customer only. Furthermore, these direct
bookings could potentially still require a servicing aspect, via an airline or travel agent, as these
bookings are liable to modifications.

Metasearch may move traffic from direct to indirect chaets. Metasearch companies are adept at
acquiring consumers and passing them on to other partners, including direct to airlines, for booking.
With the rise of meg@TA hybridghe metasearchmodel may gain broader adoption and impact the
balance of trafficbetween online travel agent and airline.com channels, however the rise of new
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channels such as mobile and chatbots requiring an integrated booking flow will potentially counter
any shift towards the direct channels of airlines or other suppliers.

At the same time, low cost carriers may increase indirect sales via the GDS, particularly to capture
the business travel market in someegions LCCs have traditionally used direct selling (around 90%
of their sales today) rather than GDS facilitated travel agdyokings. However, this is beginning to
change in someegions largely because LCCs want to access the business segment.

PATHWAY 2: GDSNNOVATIOMND IT PARTNERSHIPS

Product differentiation by airlines will lead to morecomplexity, providing opportunities for GDSs
More fare families and ancillary services are harder to compare andmaybject tadifferent levels
of taxation Consequently,

many travel agents and 2SQU0S Ay@dSauSR | 2

GDS companies predict creating better customeexperience that way.
itr':aégr‘fprl‘zi‘iit'”cimriaesz the same time, direct sales will never be 100
major opportunity for the business and we need to work vylth_l
aggregators such as GDS partners to serve customers who prefer indir
and other IT companies. channels

David Orszaczky, Head®dles and Commercial Planni@@nta:
GDSs will need to meet

new technology challenges stemming from complexitgDSs will ned to develop the technology to

RSt AGSNI GKS FTANIAYSaQ S@2ft@Ay3 NBGlFAfT Y2RSt | yR
across multiple devices and channels. Some interviewees focused on the need for investment in back

end systems that copwith the new type of airline content (such as ancillary products or premium

fares). The challenge is to aggregate the Application Programme Interfaces (APIs) and present the
information in a way that is useable and efficieBobme experts interviewed by E®onsidered that

the rise of the NDC may help systems become more dmperable and may support current large

players, such as GR%o aggregate more complex content.

Complexity will require huge investments in processing powefhe pressure to delivemore,
differentiated travel content faster and in a digestible format brings technical challenges and will
require ahuge processing capacity. The differentiated distribution methods will generate more
transactions, with more search criteria, so the sadleomputation will be significant, requiring major
investment.

Distribution business modelswill need to foster increased innovation and a culture of
experimentation. Companies willing to experiment with new distribution capabilities might find new
opportunities and strengthen their market presence. Other sectors have found effective ways of
multiplying the innovation potential including through opening up systems to third parties: Apple has
taken this route in the development of new apps, and Amazondpgdied the model to its market

(see Boxo). For the travel distribution industry, this might mean that third parties are allowed to
access data in a managed way in return for sharing the value from new applications. This would open
the potential for newplayers to bring specific skills, such as artificial intelligence or algorithms from
other high tech sectors, and work with GDS to deliver new distribution functionalities. New
partnerships with data analysts may unlock the potential to personalise tprodlcts.
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_ hyS NBalLkRyasS G2 02YLX S
NDC is a great step forward. Of course New Distribution Capability (NDCNDC
different airlines will make their own choi  is anXML:standardthat could harmonise

on APIs and other new technologies the way that travel content is dispjad.

Emmanuelle Gailland/P Distribution, AiFrance NDC aims to provide an industry
September 2016 standard that allows for greater product

differentiation and timeto-market,

access to full and rich aiootent and a
transparent shopping experience. Soraglines interviewed by LSE considered that NDC will help
them present their product differentiation to the consumédther airlines are developing their own
systems or working with GDS and other IT coniggn

NDCcould be viewed either asn alternative toGDSor an opportunity for GDS expansiosome
airlines interviewed suggested thDC could circumvent the GDS allowing airlines to connect directly
with travel agents and other playeirsdistribution(Fig.10). At the same timegther experts suggested

that the likelihood of airlines agreeing the detailed standards necessary for direct connect to operate
at scale is very low and would take yea@ther industry experts expect NDC to create new
opportunities for GDS companies aoither aggregators, as the complexity of information will require
more sophisticated aggregation in the long run. A number of interviewees also expected that NDC
would run in parallel with the BIFACBystem traditionallyused by the travel industry companies in

the short to medium term.

Figure10. Different models of airline distribution (a) GDSggregationmodel, (b) Direct connect
model.

Aggregation through GDS

Airline Airline Airline Airline Airline Airline

Aggregation & value
creatlon

Travel Agent

Travel Agent /
Travel Agent Travel Agent
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Differentiation and direct connect

Opportunities for
GDS and IT
companies

Aggregation rojes

Travel Agent

Travel Agent

Smaller players willtake
advantage of new market
opportunities  with  low
entry barriers. Online
content aggregators such
as Farelogix or Travelfusion
have been forging new
partnerships with airlines in
recent years and this is
likely to continue into the
future. These playersare

Airline Airline Airline Airline Airline

Risks for GDS
without
innovation

Travel Agent
Travel Agent

The middleman will always be squeezBdt GD
Is an important part of the value chain at scale
takethat disparate dataequires significar
computing power: that aggregation happe

largely with GD.
Greg Schul:

Senior Vice President of Commercial Strategy and Services, E

July 206

not large GDSs in the traditional senaed have no global network. However, they gtovide IHled
distribution services amcan facilitate thedirect connects between airlines and travel agents.

The uncertain future

¢tKS 2t R D5{ o0dzAy
the new worldg as airlines sell a widel
range of products it will have to chanq
Keith Wallis

Director of GlobaProduct Distribution, Air Canada
August 2016

Full service carriers with strong brand
recognition are likely to continue growing
direct sales in home marketsthey consider
that direct distribution provides more
flexibility to expand a retail modeivith
differentiated products and servicethan
current GDSs allowSome airlines alsgiew
direct distributionas a way to circumvent GDS
systems and other intermediaries.

On the other hand, many travel agents and GDS companies predict that cbmplexity of
differentiation that airlines are pushing for will actually require more aggregation and indirect sales
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through intermediaries.Consequently, greatezomplexity could be an opportunity for aggregators
such as GDS and other IT compamgshe same time, a key question will be how regulators respond
to airlines and gatekeepers who circumvent content parity and display neutrality, thereby
undermining industry competition.

These different ' . .

perspectives in airline We're likely to see the NDC system workir
travel distribution are parallel with the old ®S system for a whi
likely to lead to the two David Orszaczky, HeadSsles and Commercial Planni@gnta:
pathways of direct and August 201

indirect  distribution

developing separatelyand in parallel over the short to medium ternilhis could lead to constraints

on enhancing the traveller experience, with a period of complexity and potential confusion for the
consumer. th the longer term, some in the industry would like these pathwaybé integratedfor

SEIFIYLX S GKNRdAAK |y AyRdzaGNE adl yRIFNR adzOK & L!
current trends, an industrwide strategic approach seems unlikely in the near future without greater
pro-active collaboration across thablie chain.

The pressure to deliver more, differentiated travel content faster and in a digestible format also

brings technical challenges and will require huge processing capaGBSsnd other IT companies

will need to develop the technologytodelNd G KS | ANI Ay SaQ S@2t gAy3 NBGIF A
habits of increasing search frequency across maeltighbvices and channels. An effective way to

innovate rapidly will be to forge new business models, opening up data platforms to third parties to
leverage a wider pool of talent and solutions.

Box 5 Amazon Marketplace lessons in retail partnering

Since 2000, Amazon has opened up its online business to independent rdtaitergh Amazon
Marketplace. The retailers amften small and medium sized companies who sell their prodt
alongside Amazon's own products. These third party vendors gain access to Amazon's ct
base as well as its readiyade distribution system and pay Amazon a commission for this ser
Amazon gains financially, is able to offer increased consumer choiceddiedtsa wider range of
valuable dataon salesthat may guide its own future product mix.

For third parties, retailing through Amazon is a complement to their direct sales: thédigin
costs may be higher and the direct competition stiffer but the greater marketing and sales
makes it worthwhileFor Amazon, opening up its platform to third parties has significantly cre:
new value, accounting for around 40% of Amazon.caless

Sourcest.SE interviews, Y T 2 y = wmazoh SeNdidd Sun@y
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Hotels and cars: new business models

Trends

HOTELS

Theglobal hotel industrycomprisesan estimated15.5 millionrooms and generates revenues ofSD

550 billionUS dollargHospitality, 2015) There are key variations across different regions, with the
highest occupancy rates of over 68% to be found in Europe and Asia Pacific and the most expensive
room rates in the Middle East and Africa at US d&JI&D 166er night (Hospitality, 2015)

The hotel sector is highly fragmenteaind becoming more swith the expansion oksharing economy
platforms. The hotel sector can be categorisetio branded hotel chains (such as IHG, Accor, Hilton,
Marriott or Starwood hotels andmany smalindependent hotels Branded hotel chains amaore
dominant in the U$han in many other regionsepresenting around 55% of the market according to
Inter-Continental Hotels GrouNonethelesspne expert interviewed by LSE considered thagn the
largest branded hotelchain represened only 5%of the global hotelmarket Competition in the
lodging industryis nowgrowingfrom new rooms available througtihe sharing economyThese new
business models are creating even greater fragmentatiahe supply of accommodation

The fagmentation of the hotel sector has impacted travel distributiodifferently from the more
consolidated airline sector. Reachitrgvellers is more challenging for independent hotels with little
brand recognition ira crowded marketplace. This has facilitated the growth of search and cisopar
websites, both those that take bookings (such as hotels.com or bookings.com) and those that do not
(such as Kayak). As a result, the

distribution industry has diverged
Independent hotels need OTAsto openup o two broady areas: ?he

YIN] Sia GkKSe 2dzaid Ol yinfpendehBS hollk markétingy 4 S f ¢
| 20Sta OFyQild NBfe 2y themgelgegndtakingthe maortyof 3 S (j ¢

because of the way consumers book travel ~ el bookings  through online
comparisorsites and the large chains

online now taking comparatively mordookings
Dr Wouter GeertsTravel Analystzuromonitor International from travel agets viaGDSs
May 2016

Large Iotel chains are currently
attempting to increase direct sales'he successfonline travel reil has had a knoefin effect on
the cost structure ofmany hotels with commissions to travel retailers aveiag around 15-20%
according to interviewee That model works with a relatilyeeven spreadf distribution methods,
but itis less sustainable when half of all bookings incur that level of commistimods of increasing
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The rise oimetasearch companieto drive traffic to hotel websitescouldfavour larger hotelsn the
future. There are fears in the independent hotel sector that the adsery model used by meseaarch
companies favours the branded hotels who can afford to payenigiies for better visibilityOn the
other hand,oneexpert interviewedhoted that, at least for nowJripAdvisor does not give preference
to major hotel brands in its search results but instead bases its ratings purely on customer reviews
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