J K I I Journal of the Korea Institute of Information and
Communication Engineering

M HEASS| =2 | Vol 22, No, 9: 1179~1184, Sep, 2018

)2t

ro

ICT7} Ot ZiEtziol OIXl etz CiSwok 312 OisALE
Silo=

i

The Critical Role of ICT and Core Strategies: The Case of Korean Travel
Agencies

Nan-young, Kim"

Department of Global Leisure & Tourism, Sunmoon University, Chung-nam 31460, Korea

2e

o UAE el AGUAE FEER Wskslo] ghom o)t FB A0l AT BTslA otk 53], 32
A SIELE el T oA W ) of WSS 3l kel ol T ol A wh
A R Aol 2 18-S L7131 gk olefah Aahe Tefste] 2 Qo) i A REAI7| o] Bt olaAb
ATl B AL R F AR LAF T olefek HAL O et ofsafe] 1ehA o3k A 8
HoiTh 3, 2R WHAE FE L0 st SAE ko] WX hslof stk S, ¥ HloH S olaAt A
o 431 02 B Aa o] ok A, B B2 Lop P HeFS ATH 02 Bea) vpAzte 2 12 ]
Q1 o AEshe Py DAY AHAS AR RA AR AT BARES Bolurtol & Aolth

Abstract

Korean travel agencies that have been utilizing the Internet passively feel threatened as global online travel agencies
are quickly permeating the Korean travel market. Under these circumstances, this study conducted a focused analysis on
how ICT affects the business environment of travel agencies. Based on the analyzed data, it also presents coping
strategies for the Korean travel agencies. First, it is imperative to accelerate platform development to counteract the
distribution structure of global tourism products. Second, it is essential that travel agencies actively utilize big data, the
new paradigm of technology where data are generated at high speed, high volume, and for numerous purposes. Third, it
is necessary to actively utilize a travel blog marketing strategy. As a communication tool for travel agencies, the
continuing development of the Internet highlights the usefulness of marketing activities using blogs. Finally, it is essential
to provide each customer more specialized travel consultancy.
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I. INTRODUCTION

The rapid development of the information and
communication technology (ICT) along with the
proliferation of the Internet culture [1], and the
increasing number of technology-literate customers are
swiftly transforming the business environment of the
travel industry[2]. Particularly, this business environment
is greatly influenced by the arrival of the Internet.
Specifically, traditional travel agencies are recently
facing a complex, dynamic, and uncertain business
environment. The reason is given by the changes in the
travel distribution system, brought on by the technological
revolution, increasing customer demand, creating
extreme competition, decreasing commissions for travel
agencies, and triggering conflicts between distribution
channels[3].

Although South Korea is a country with a powerful
ICT industry, travel agencies are facing a challenging
business environment. Until recently, Korean travel
agencies have used the Internet to a lower degree,
specifically, as an assisting tool in sales and marketing
for off-line travel agencies. In the meantime, overseas
online travel agencies (OTAs) are permeating the
Korean travel market through aggressive marketing. As
an environment limitless

such, characterized by

competition beyond national borders through the
Internet surfaced as an important threat to travel
agencies in Korea[4]. Under these circumstances, it is
critical for Korean travel agencies to search for coping
strategies to gain a competitive edge.

In this light, this paper has the following research
goals. First, it investigates the impact of the Internet on
the primary business function of travel agencies. Second,
it analyzes the characteristics of e-commerce and trends
for tourism products. Third, it examines the characteristics
and trends of OTAs. Finally, based on the analyzed
content, it presents coping strategies for Korean travel
agencies. The findings of this study have significance in
that they can help Korean travel agencies survive on a

market of limitless competition against global OTAs.

II. CRITICAL ROLEOFICTONTHE BUSINESS
ENVIRONMENT OF TRAVELAGENCIES

A. Changes in the Main Business Function of Travel
Agencies

The Internet is a computer network that connects the
entire world, and a tool for thee-business revolution.
Because tourism products are intangible and cannot be
stored, information becomes a vital medium of
communication. In this light, the Internet enables users
to access the same information at a lower cost than
traditional mediums and channels, functioning as a
means to enhance information accessibility and
usefulness[5]. Specifically, the Internet is a marketing as
well as a distribution tool that allows supplier and
customers of tourism to communicate directly[4]. From
a tourism supplier’s viewpoint, the Internet lowers the
distribution cost and overall cost bearing by allowing
customers to make bookings at lower costs[6].
Additionally, from the customer’s perspective, the
Internet has merits such as a lower cost, more
information, and more prompt responses.

On one hand, the function of the Internet from the
perspective of the travel industry can be seen as a new
and critical tool for sales and communication[7]. On the
other hand, it is threatening the intermediary function
travel agencies have customarily performed[8]. Travel
agencies have generated profits by playing the role of
intermediaries between customers and travel suppliers
by utilizing information, which is their primary stock.
However, ICT is advantageous to tourism product
suppliers who pay travel agencies. while it is discouraging
customers from using travel agencies. In other words,
such a phenomenon of disintermediation is transforming
the business environment of travel agencies into a

dynamic and competitive environment.

B. Characteristics and Trend of E-commerce for Tourism
Products

Worldwide, online travel sales have steadily increased
from USD 470.97 billion in 2014 to USD 564.87 billion
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in 2016, and are expected to reach USD 817.54 billion
by 2020. The time people spent visiting or calling a
travel agency to book travel has passed, and travel
websites and mobile apps connected to the Internet are
making digital travel plans increasingly easier. Internet
users have the ability to create a travel schedule with a
web portal search and the help of digital tools, such as
travel schedule and price comparison websites[9].

The Korean online shopping mall continues to grow,
and online shopping sales related to travel and booking
services showed the highest sales by reaching KRW 11
trillion 288.3 billion, at 17.2% of total online shopping
sales in 2016. Particularly, the arrival of smart phones
made mobile-based online shopping easier, at 54.7% of
total online trade. The travel and booking section in
mobile shopping also occupies a high percentage (15%),
showing a high volume of trade[10]. The global online
shopping market, including Korea, is expected to grow
steadily in the future, and the trade volume using
smartphones is likely to increase even more. Such a
growth of online shopping market will further stimulate

the trade of tourism products.

C. Characteristics and Trend of Online Travel Agencies

Along with the development of ICT, technology-
literate customers could make more intelligent choices
when buying travel services online. With the purchase of
online travel services, they increased the rate of utilizing
OTASs[11]. Traditional travel agencies are geographically
scattered, while OTAs have relatively integrated channels.
OTAs such as Expedia.com and Priceline.com are
characterized by services offered through the Internet
and the absence of offline offices. Representative global
OTAs can be roughly divided into the Priceline Group
and the Expedia Group. These two groups have the
strongest influence on the Korean travel market. The
performance of the two groups around the globe can be
described as follows.

The Priceline Group is a U.S. company founded in
1997.1t is a representative OTA that owns many Internet

brands, including Booking.com, Priceline.com, Agoda.
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com, and KAYAK. In 2015, the Priceline Group
achieved global record sales of USD 55.5 billion and,
over the past 10, their profits years have increased
annually. In 2016, sales reached USD 1 billion 74
million, USD 0.8 billion higher than in2007. With such
growth, the Priceline Group’s property value soared
from USD 1.33 billion in 2007 to 19.84 billion in
2016[12].

Expedia, Inc. is a company founded in 1996 in the
U.S. It is the world’s largest OTA, owning numerous
Internet brands, including Expedia.com, Trivago. com,
Hotwire.com, and Hotels.com. The gross bookings of
Expedia, Inc. worldwide continually grew from 2005 to
2016. In 2016, they exceeded USD 72.43 billion, which
are record gross bookings, bookings having multiplied
over three times in a span of 10 years. In the same year,
Expedia generated USD 8.77 billion. Recently, travel
websites such as Expedia.com have been widely used
because they offer popular alternatives to traditional
travel agencies by providing easy booking from home
for a complete vacation package, including hotel
reservations and plane ticket booking[13].

Prior to examining Korean OTAs, the characteristics
of Korean travel agencies can be described as follows.
As of December 2016, the number of travel agencies in
Korea was 16,605, representing 60% of the total number
of tourism companies. Compared to other types of
tourism companies, travel agencies were found to have
the lowest average capital, total floor space, and number
of employees. Moreover, the average sales of one travel
agency are relatively low compared to other tourism
companies. Regarding domestic and international tourism
product development, the percentage of commissioned
product sales was higher than the sales of their own
product development. Furthermore, the percentage of
travel companies that use e-commerce is only 32.6%, of
which 20.6% use e-commerce for sales and 4.3% for
purchases[14].

The concept of marketing using the Internet was
introduced to Korean travel agencies in 1997. However,

it was mostly used as a simple promotional tool. As the
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Internet user population gradually increased, Korean
travel agencies began to run offline offices in combination
with online marketing by creating homepages. The travel
agencies that are run only online are few, including
tour.interpark. com, and onlinetour.co.kr. As a result, the
basic functions of OTAs, such as searching for airlines
and accommodation worldwide, comparing prices,
booking, and making payments, were fulfilled by
overseas OTAs that entered the Korean market. The
main issue subsequent to the overseas OTA advancement
on the Korean market is that overseas OTAs are
increasingly dominating the travel industry in Korea,
booking 83.7% of Korean accommodation, and OTAs
from the U.S., China, and Japan are rapidly permeating
the Korean market[4]. To sum up, this study identified
that Korean travel agencies were high in number and
small in size, permeating in an extremely competitive
environment, with a low rate of utilizing e-commerce
and poor business expertise, without the competitive
edge to stand against the aggressive competition from

overseas OTAs.

IlI, CORE STRATEGIES FOR TRAVEL
AGENCIES

Based on the above analysis, the strategies of Korean
travel agencies to cope with ICT development and
overseas OTAs can be identified as follows.

First, it is imperative to accelerate platform
development to counteract the distribution structure of
global tourism products. The development of technology
allowed a new digital-based business model to emerge,
and digital platforms allow unrivaled connection, as
opposed to the past, through value creation by customers
and suppliers and an innovative form of delivery and
reception[15]. The platform consists of the owner that
creates and manages the platform; the device system
provider that enables the interface with the users; the
supplier that offers the services and contents; and the

customer that uses, shares, and spreads the generated

contents and services[16]. It is vital to improve the
distribution channel for travel agencies by developing
the platform business model with these attributes.

Second, it is essential that travel agencies actively
utilize big data, the new paradigm of technology where
data are generated at high speed, high volume, and for
numerous purposes[17]. This would provide potential
power to companies in developing new usages, products,
and services, and in improving their business management.
The use of big data analysis has benefits such as
reducing cost, making better decisions, and improving
the quality of products and services [18]. As such, big
data is used in a wide range of industries. When a
company utilizes big data for basic development, which
is needed the most, it can help the company gain a
competitive edge[17]. Therefore, it is imperative that
travel agencies establish the foundations for big data to
be actively utilized and innovate their management
methods by improving utilization skills to reverse the
situation in the market.

Third, it is necessary to actively utilize a travel blog
marketing strategy. As a communication tool for travel
agencies, the continuing development of the Internet
highlights the usefulness of marketing activities using
blogs. This is because blogs are linked or integrated with
the supplier’s website and can contribute to online
booking, which is the next step of travel planning and
online information search. Particularly, it is not easy for
small to medium-sized travel agencies to impose their
brand image through the sales of intangible products or
services. As such, travel blogs can be excellent media
and help create the brand image by describing travel
products or services[19]. The growing influence of
social networking services is also of great help[20]. In
this light, travel blog marketing can become a strategy to
gain a competitive edge in the Korean business
environment, full of random, small to medium-sized
travel agencies.

Finally, it is essential to provide each customer more
specialized travel consultancy. Although the Internet has

advantages for customers in terms of lower cost, more
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information, and prompt response, travel agencies can
provide better services than the Internet, especially when
there is the need of coordinating a complex travel plan,
answering questions, solving problems, or maintaining
relationship with travel customers [21]. Therefore, travel
agencies need to turn their focus on the trade process
into a detailed and more customized consulting service,
which is rarely available on the Internet. Additionally,
because the central role of travel agencies is to collect,
organize, and interpret a large amount of data to deliver
the best value and help customers to have the most
memorable travel experiences, agencies need to focus on

improving their consulting capacity.

IV, CONCLUSION AND IMPLICATIONS

The rapid development of ICT and the increase in the
number of technology-literate customers are swiftly
changing the business environment of travel agencies.
However, Korean travel agencies that are ill-prepared for
such a change are facing a crisis and losing their share of
the travel market to global OTAs that are rapidly
permeating the travel market. Consequently this study
analyzed the impact of ICT on the business environment
of travel agencies and presented coping strategies. First,
Korean travel agencies should strive to develop
platforms that can withstand the global tourism product
distribution structure. Second, it is essential that travel
agencies actively utilize big data. Third, it is necessary to
use travel blogs as marketing strategy. Finally, it is
imperative to provide each customer more specialized
travel consulting services.

The theoretical implication of this study is synthesizing
the previous studies on the impact of ICT on travel
agencies’ business environment. The practical implication
of the present study is presenting a direction on how
Korean travel agencies can survive on a market of
limitless competition against global OTAs as a result of
ICT development. Meanwhile, this study has limitations

in that it only focused on analyzing the previous studies
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related to this topic. Future studies should reflect more
specific details from onsite travel agencies and present a
more practical tool that further analyzes the coping

strategies this study has suggested.
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