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Comment: The aftermath of the downturn

By Angelos M Loizou 25 January 2010
What started in the summer of 2007 as a US sub prime mortgages crisis led to a liquidity crisis that quickly spread across the world and shortly turned into an economic crisis with global ramifications, affecting not only economic but also social classes.
 
This is precisely the feature which differentiates periods of downturn from periods of crisis. During periods of downturn, corrective government interventions are welcomed by the markets and negative consequences on the broader social classes, if any, are most times smoothed out relatively quickly. 

On the contrary, when periods of downturn turn into crises, interventions have a more long-term perspective whilst the impact is immediate and visible not only at the level of markets and industries but also in the daily life of citizens.

Unprecedented government intervention in stimulating demand and providing substantial support to the financial sector prevented a complete meltdown of the global financial system. 

The scale of public spending on stimulus packages was massive. The three largest economies in APEC (Asia-Pacific Economic Cooperation) namely China, Japan and the United States were committed to spend in aggregate US$1.5 trillion to restore confidence and restart their sputtering economies. These measures worked. 

This is confirmed by 53.7% and 58.2% of the respondents who agree or strongly agree that the worst of the economic crisis is over in North East and South East Asia respectively. A further 65.2% and 66.4% for North East and South East Asia respectively are satisfied or very satisfied with the monetary and fiscal stimuli in their country.

The sectors which are directly affected during periods of financial crisis or downturn are the construction and property renovation industry, the car industry, the tourism industry (hospitality and leisure) and travel, as well as retail sales (with the exception of the food industry).

 

A PricewaterhouseCoopers survey report conducted in collaboration with the Organising Committee of APEC CEO Summit 2009 identified three key areas which could make a substantial contribution, with an evident relevance to the tourism industry and its contemporary challenges that is facing.

 

1. Rebalancing the global economy will require reworking the global order, restructuring the global financial sector and finding the right balance between consumption and savings in the biggest economies of the world.

 

2. The financial and economic crisis has starkly exposed the degree of connectedness in the world today. Policy makers must work collectively to streamline regulation, discourage protectionism and break trade barriers at regional as well as global levels.

 

3. The global economic and financial crisis as well as environmental concerns has brought sustainability into sharp relief. Future economic growth will have to be underpinned by managing climate change, ensuring food security and investing in innovation.

 

In respect of the tourism industry, we have substantial indications and experiences leading to significant conclusions which directly or indirectly concern all those involved in the tourism industry.

 

There are always warning signs. Economic crises are not deployed “over night”. There are always warning signs which if they are realised timely this can diminish negative consequences. For the hoteliers one such warning sign could be observing gradual changes in customers’ behaviours and/or priorities. Or a well known, loyal customer whose priority was premium quality, now shifting to choices of lower price. Another indicator is from the supplier side, observing more inflexibility in financials and credits or even decrease in the variety of the products/services that he or she provides. An inexplicable loss of market share – no alterations in corporate strategy and no competitive actions – is also another indicator. 

It’s a slow-down not a melt-down. Leisure is postponed not cancelled. A recent PricewaterhouseCoopers survey revealed that holidays remain sacred to the UK consumer, for example, as those chasing the sun factor still refuse to forgo their annual trip. 

Change in psychology is a factor of stabilization. It is well known that psychology plays a very significant role in the markets as it can affect developments irrespective of the ‘realities’ recorded by economic indicators. 

Economy hotels perform better in downturns. This is a conclusion drawn from the percentage variation of Key Performance Indicators (Occupancy, Average Room Rate and revPAR) and the overall financial performance of these hotels. This is entirely reasonable since the cost of traveling and leisure comes under discretionary spending. It is therefore natural that tourists prefer budgeted holidays to no holidays at all. 

Downturn challenges can be managed. Periods of crisis not only they can be managed efficiently but they can also be an important source of opportunities for those who identify and exploit them in a timely manner. 
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