The downturn's aftermath - experiences gained, lessons learned.

Section 1 

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. 
A brief historical overview reveals that the first financial crisis - which is also a historical point of reference - was that in the US in the 30’s. Since then, worthy of note are the financial crisis of 1981, which left about 2 million people unemployed in Great Britain, 10 years later, in 1991, we had the consequences of the Gulf War, then the terrorist attack in the US on 11/9/2001 (9/11), followed by the war in Iraq and the threat from the SARS virus through to the bomb attacks in Spain in 2004 and the London Underground in 2005. 

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 travelling, as well as retail sales (with the exception of the food industry). One common feature was that, each time, the period that followed was marked by much higher growth rates than the negative rates recorded during the downturn itself. 
The crisis is still unfolding and the first safe conclusions for Europe (and especially the countries of the Mediterranean Basin) will eventually be drawn possibly after the Summer of 2010. In respect of the tourism industry, however, we already have indications and experiences leading to significant conclusions. 
In this first section of the article, reference is made to some general conclusions drawn after observing the manifestation so far of these negative economic conditions and 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. 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 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. As we will see also in the following sections, periods of crisis not only can be managed efficiently but can also be an important source of opportunities for those who identify and exploit them in a timely manner. 
In the three following sections brief reference will be made to experiences and practices regarding more specific groups of interest in the tourism industry. 
Starting in section 2 with the professionals in the tourism industry and refering to ten basic behaviours identified as being fundamental for correct management in periods of crisis. In the third section focus will be given on the tourist products of the tourist destinations and the way local societies and central administrations have responded. The fourth and last section will consist of a brief overview of the ways in which economic conditions have affected the profile, trends and behaviours of modern tourists. 
Section 2  
Tourism businesses in the ‘epicentre’: Managing in a downturn – 10 fundamental behaviours
When a downturn threatens, hotel businesses need to take decisive steps to understand the situation and what it means for their future survival. Planning for a downturn maximises the opportunities available, enabling the best prepared businesses to come through the bad times re-energised and fit for the future. Hotel businesses that will emerge from the downturn agile and fit are those that will focus on following 10 fundamental priorities.

1. Take a closer look
The industry is adopting new trends and practices. Understanding not only the broader picture but also the specific features of the crisis has helped businesses handle the crisis successfully; understanding, that is, the true reality and not a reality that suits or satisfies us. Understanding in particular the specifics means being able to see things in depth and in detail; understanding what ‘makes it different’.
2. Act decisively
This stance refers to the will for timely, decisive and preventive action. We must neither follow developments nor adopt a passive attitude. This is achieved by focusing our strengths on quality and identifying potential risks. As far as the ability to take decisive actions is concerned, it has been observed that also in periods of crisis there are three sub-categories of attitudes that people exhibit: those who wait for things to happen, those who plan before things happen and those who wonder what has happened.. 
3. Review of financial figures - Cash is King
Reviewing the financial figures mostly relates to:

1. renegotiating funding 
2. maximizing asset performance 
3. performance of operations in conjunction with the investment in order to create liquidity.
4. Focus on what really matters
The specific behaviour refers to the ability to focus on things and practices that really matter. A business, for example, can reap significant benefits if it realizes how much energy or resources it may be spending on products, services or even investments which don’t have any return in the end. An overall reduction of prices is not the solution. 
5. Managing the cost base
By cost management we refer to the targeted saving of financial resources and not to generalized cuts in all operations. To achieve this, it would be helpful, for example, to identify complex procedures and simplify or redefine them with a view to increasing performance. 
6. Reliable management information is key
Especially in times of crisis, access to reliable information is more important than ever. It is extremely important both for professionals in the tourism industry and State authorities to have access to the appropriate information which reflects trends and prospects, not only in the domestic market but also at global level. In this way, the decision making process referred to in point no. 1, will be based on facts and not on hypotheses or assumptions. 
7. Plan for different scenarios
Those who manage to differentiate themselves – as well as those who will be able to navigate successfully through unexpected and negative circumstances – are those who will show flexibility and adaptability; those able to plan and develop alternative financial or strategic models and scenarios. The setting up of a crisis/emergencies management committee is imperative since the interventions of such committees have proven to be highly important. 
8. Recognise the value of your people
A key factor of success is the existence of efficient, two-way communication and evaluation. Those who will distinguish themselves are those who can give answers to questions such as: who is employed in the industry? Are these people the best or the least worst; What is their culture; What are their expectations and what do we expect to have achieved by the end of the day? Training and appropriate reward incentives are equally important in terms of exploiting the potential of human resources. 
9. Take your stakeholders with you
Evaluate the likely impact of the downturn on your stakeholders; Make sure you understand their agendas. Perception is often reality so maintaining regular and open dialogue is essential. 

10. Take advantage of the opportunities 
Hoteliers and all other stakeholders in the tourism industry must have a long-term perspective. There is no longer room for shortsighted practices. Quick-win attitudes are doomed to fail. 
But who are the winners and who are the losers? The following table summarizes some of the most important features of each group. 
	Winners
	Losers

	• Strong cash management focus

• Well defined and differentiated brand and proposition

• Value for money offering – budget hotels

• Sophisticated rate and yield management

• Focused targeted tactical discounting

• Exposure to more resilient segments and consumer trends

• Well maintained and quality site portfolio

• Flexible operational structure

• Timely response to changing demand patterns

• Appropriate and innovative distribution channel strategy
	• Upscale full service operators

• Poorly targeted undifferentiated brand proposition

• Price premium for no tangible quality benefit

• Untargeted blanket discounting

• Overcapacity necessitating discounting

• Inflexible operational structure/higher cost ratios

• Inability to respond to changes in demand

• Corporate/conference reliance combined with upscale offering

• Highly geared businesses




Section 3 
Tourist products and tourist destinations: Attributes of success during the downturn period
The consequences of the global economic crisis on the tourism industry and the way they affect citizens in societies which are dependent on it, are governed by the same fundamental principles. We cannot, however, ignore the facts and the diversity between regions and countries where tourism revenues are the primary source of domestic wealth, such as for example Southeastern and Southwestern European countries, as well as many Mediterranean countries in the North of Africa. 

There is no doubt that in the last decades, the tourism industry in many of these countries has registered huge growth rates. Societies in these regions and especially tourism partners have matured and operated in a highly favourable economic environment, with increased tourist demand both at business and individual level, and with an equally important increased demand for investments in the industry.  
The economic crisis in the tourism industry has manifested itself with the supply remaining unsatisfied by the already reduced demand for the tourist product. This was expressed, in particular, with reduced occupancy rates at first, followed by a reduction in the average room rate. 
Tourist products which have managed to ‘survive’ the crisis are those which are in the position to expect recovery. The supply is now at significant lower levels and the occupancy rates are stabilized at low levels as well. It is evident now that there is “fertile ground” for deploying healthy competitive practices among those who have “survived” so as to satisfying the demand, leading to a slow but steady recovery from the crisis. 

But what are the common features of those societies (and in particular those directly dependent on tourism) which manage to survive the various financial crises? 
The most important perhaps of these common features is the collective tourist conscience which originates in and is communicated by the administrative authorities of societies (central governments and local authorities) to citizens (professionals or not) who live and work therein. In other words, it has been noted that in societies where tourism partners have the ability to pave their strategy and implement it timely and efficiently, their tourist product is much more resistant to exogenous destabilizing factors. But even when resistance eventually weakens, the power of the social tourist substratum helps towards a quick and appropriate recovery. 
This has been implemented in practice through the numerous examples of Private Public Partnerships (PPPs). The right partnerships between the public sector, local authorities and private investments, especially in this period of financial crisis, have shown to bring about substantial benefits such as the following:  
· utilisation of economies of scale 
· achievement of targets and results 
· achievement of synergies 
· multiplying positive results 
The negative economic environment has also revealed the significance of the performance of incentives provided by central administrations for ‘green investments’ in the tourism sector as well as investments in line with the principles of sustainability. 
Finally, an important factor in differentiating healthy tourist products which have managed to come out of the global economic crisis unscathed (or at least with less difficulty that others) was the setting by central administrations in cooperation with local stakeholders of specific priorities such as:
· Focus of public expenditure on research, research networks and education for the tourism industry and empowerment of private research 

· Support of innovative entrepreneurship and development of services to support innovation for investments in the tourism industry
· Development of financial mechanisms and establishment of a State guaranteeing and oversight body 

Section 4 
Downturn’s impact on tourist’s profile and behaviours
It is only natural that the tourist plays a primary role in the tourism industry, both in terms of business operations and in the broader societies in which these undertakings operate. Many studies conducted at different times have shown that the tourist’s profile does not remain stable but, on the contrary, is characterized by very dynamic features. Several studies have also concluded that these features are created and shaped by the socio-economic conditions which individuals-tourists experience. 

Perhaps the most significant impact of the financial crisis on the way tourists purchase their holiday is that they now attach even more importance to the concept of ‘value for money’, something which will be, of course, a competitive advantage for those destinations able to offer it. 

For large groups of people (e.g. tourists from Central European countries), taking an annual vacation abroad is part of their lifestyle and culture. In periods of economic difficulties they will take advantage of the diversity of available tourist products and will prefer to consider alternative destinations (or leisure activities) rather than cancel their holiday altogether. 

Furthermore, a recent PricewaterhouseCoopers survey revealed that holidays remain sacred to the UK consumer as those chasing the sun factor still refuse to forgo their annual trip, as research by the firm reveals. Over two thirds of those polled will trade down from their usual level of vacation, while only 16% will stop going on holiday altogether. 

In brief, the medium-term consequences of financial instability on tourists can be summarized as follows:  
· Tourists will now prefer to plan shorter and probably more holidays; 
· Medium – short haul destinations are now becoming more and more popular; 
· Saving on the cost of travelling to and from a tourist destination will be as important as the cost of accommodation and entertainment itself. There is a special preference for low cost airline companies;
· The ‘all inclusive” concept will revive as tourists now seek holiday ‘packages’ including a broader range of activities at the best available prices; 
· Tourists are now becoming more and more sensitive to issues related to ecology and the protection of the environment; 
· Vacation expenses will continue to be a priority in the family budget as they will remain at the very top of the discretionary spending list.
When the economy recovers it is worth considering whether things could be a bit different. Consumer behaviour may well be moulded differently. Travellers may travel shorter distances, and their holiday and short break behaviour could change significantly as well. If consumers and businesses find attractive value for money propositions adopted during the recession acceptable, they may well ‘stick’ with them.

Consumers will also not be in a position for some time to derive wealth by taking equity out of their homes. History tells us that the housing market will probably take far longer to recover than the overall economy. In addition, credit conditions may remain weak for some time and consumer spending will be constrained as a result. This means that hotel companies and the tourism industry in general might want to plan for a slower and more modest recovery rather than a strong consumer rebound.
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