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ABSTRACT

The market for hotd and travel-related services can be seen as one in which
the goods ae differentiated products Classfication by the information content of
goods — search goods, experience goods, post-experience goods and credence goods
applies wel to this maket. Corrective messures are suggested for the market
imperfections implied by asymmery of informaion and transactions cods.
Implications of this characterization for nationd policdes and private  busness
drategies in trave-rdated indudries are examined, specificaly for Thaland. Mass
media maketing campaigns for tourism expanson, over-utiliziing our neturd resource
and commoditizing travel products and culturd tourism, are not advocated. Efforts to
achieve baance between demand and cgpecity through locd invovement are more
productive for sudainable tourism; examples ae given. Innovaive development,
niche maketing, and high vadue endeavors ae criticd dements of a vaue
enhancement busness drategy. Internet usage ads in the reduction of informationa
imperfection. In order that online advertisng be effective and directed a the rdevant
customer needs, it must make use of search engine marketing in the proper context.

JEL keywords. theory of choice, economics of information, asymmetric information
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Value Resolution of Differentiated Goodsin the Travel Industry
By Pongsak Hoontrakul

The traditiond trave related and hote indusry business modd was based on
the assumption of a location specific, room and bed provider. Recently, hotdiers and
tourism supply providers darted to redize that daying in a hotd and travding can
provide a unigque feding and enjoyment to vistors. Many gppeding hospitdity offers
have emerged with countless marketing and sde campagns. Indeed, the trave
busness is in the busness of creating experiences. What kind of experience are we
taking aout? Wha ae the policy and busnes implicaions for cresting
differenticted experiences? Few theoreticd, economic perspectives have been
presented extendvely on travel-rdated products and services especidly hotd and
hospitdity. In this paper, | attempt to discuss the hotd, travel and hospitdlity business
andogoudy to other types of goods and services, by dassficaion according to four
different informationa processes, and discuss business implications.

|. Introduction

Consumers wishing to purchase products [eg. hotd rooms, tours, cars, soap,
etc] in red life face the daunting task of sdecting from different dternatives. The
benefits they condder can often only be viewed as expectaions in most cases,
egpecidly in the hositdity or hotd busness. Given the vaidy of needs the
knowledge of others may not fully reved the level of satisfaction they will achieve by
consuming a certain product. h generd, sdlers know much more about their products
than do buyers There is consequently inherent uncertainty about the product
specification and quadlity, and a lack of understanding of the match between the needs

of aconsumer and characteristics of a product.

The choice between product variants is dso gregtly influenced by the avalable
information channd and the reated uncertainty of information concerning different



queiity1 characterigics. The consumer can improve his or her level of information by

conaulting an expeat or searching for more information. The variations in qudity and
other dtributes, however, between the different types of good remains a mgor
condderation, wheress the increased information leve is cogtly. On the supply sde of
information economics, there exig production and transaction cost of information.
The process of gaheaing daa, andyzing these daa into useful  information,
converting this informetion to vauable knowledge, and disssminging this knowledge
to the erd users in timey fashion is time consuming and codly. On the demand Side,
there exigs a tradeoff between cods and bendfits in searching for useful, timey and
unbiased information.

Each person in society has varying amount of information and perceptions on
any goods. Buyers and Hlers in a marketplace occasiondly transact with different
amount of information about the qudity and atributes of the goods being traded and
how the goods are didributed. The vaue of expenditures by each person for acquiring
more information differs greetly in different contexts. Often buyers vadue the goods
subject to the information provided in sequence by <dlers. More often than nat,
informationa asymmetry is one of the primary reasons for a ‘free exchange market
to fail, as presented in the semind paper of Akerlof [1970]. In essence, a market price
falsto reflect al the socid costs and benfits.

I1. Four Different Typesof Goods. Theoretical Perspectives

Condder a product or sarvice with two smple attributess price and qudity.
The former would be objective messured in teem of monetary vaue, and
unambiguoudy quantified and readily compardble The ldater is quditaive and
subjective depending on the need, usHfulness, taste, design, texture and context; by
contrast, it can nether be readily quantified nor verified due to asymmery of

information and knowledge between buyers and sdlers. Hence, consumers face
varying degree of ambiguity in choosng different type of goods.

1
In an economic context, quaity is meant here to encapsulate al senses: design, visud, taste,

innovation, preference, texture, image, etc.



There are four types of characteristics summarized in Table 1. In a sde, a
“pre-cos” is defined as the cost of ingpection prior to the purchase decison, and a
“pogt-cod” is defined as the diautility coming from disstisfaction with qudity, both
of these codts associated with a particular consumer. Goods can have ether a low or
high “precos” of qudity detection before purchase; then, there may be either a low
(or even no) or high post-cost, which may be reveded immediately upon consumption
or over time Consumes may then make their purchasng decisons based on
gathering information on products as follows:

1. Search Goods. Those goods (or services) which are sandardized or have
a low pre-cogt of qudity detection. Qudity may eesly be obsarvable before purchase
by smple physcd or visud ingpection. In essence, search goods qudity may be
learned without actudly using them. Subsequently, because the qudity may be known
ex ante, any post-cost of qudity detection is usudly low. Consequently, information
on the product can be obtaned and compared efficiently with litle search cog.
Consumers commonly shop around and find the most preferred combination of price
and qudity. Given a low effort/low cost search, a consumer tends to do more
searching for a bargan than necessay. In a nutshdl, these production-process-
oriented specifications goods have essntidly ‘low involvement with low vaue. It is
merdy identified as a commodity type. Soap, shampoo and unbundled twin bed hotel

room are among the fine examples.

Branding2 this type of search good to associate with certain organizaions or
atributes would naturdly hep a consumer to identify the product qudity. The
benefits to different consumers from branding may vary across time. Congtraints on
time and effort restrict the consumer’s ability to identify the best product from a range
of dternatives. The key to sdling a search good is to be competitive on price snce

product differentiation is margind. One of the solutions for marketers may be to
bundle products of different vaue to disguise the true cost. Moreover, the marketers

can utilize price disrimingtion for different cusomer targets to maximize totd sde

2
A ‘brand’ istypically associated with an organization as the result of combination of theunderlying

product(s) or services, identity (and packaging), (intrinsic) vaue and (psychological) image. Thisis not
just the trademark. In short, ‘branding’ is the differentiation and added values provided by brands over
unbranded commodity products.



and profit. In sum, marketers would atempt to limit ther products to attract smal

niche demand and to extract consumer surplus as much as possble. The promotiond
tactic for search goods would genegdly be a “pu§1’3 or ‘had s’ modd, usng

persuasion in place of rationa arguments as to attributes.

2. Experience Goods: those goods often intangibles, with easily observed
qudity after purchese and knowledge or sequentid acquigtion of exdusve sensation
about the product quaity. Qudlity satisfaction can be reveded effectivey ex pod. In
other words, the qudity of experience goods is normdly learned only from experience
— from actudly usng the product or ‘trying them out'. Consequently, the high pod-
cost of quaity detection is a deterrent when a customer decides whether to buy the
product. Since experience goods require more complicated appraisal than search
goods in generd, a cusomer tends to search less for the product comparison — in
sharp contrast to search goods. Ingtead a customer would spend more time on learning
about the product spedfic qudity and on delermining the potentid levd of
sideaction. In summary, this product has potentidly ‘high involvement  with
ambiguous vaue. Hence information and content input on the product becomes a

necessty for consumers to resolve the purchase decison. Repeat customers and
referrds ae the norm if the cusomers have once encountered an enjoyable
experience. Amusement theme parks, Starbucks premium, fashionable coffee and
threedays/ two-night cooking or mediation cdass offer good examples. (See next
section for details)

Clever marketers should be aie to convince customer to purchase by
providing useful as wel as timdy information on this kind of goods Informative and
well-designed substance advertisements are precticd, while good narative content
directed to the customer target is critical. Interactivity with customer is dso another

key to successful sde. The ‘demand puII’4 or ‘soft sd€ promoetion is pertinent, while

3
In‘push’ advertising, one actively sends aone way unsolicited message to seek out potentia

audienceto buy its campaigned products and services. In other words, sellers push their product to
Bfuyers without customer specification on their desired products.

A pull mode involves a passive message sending to potential customerswho are in search of product
information.



emphads on missng the pleasurable chance of not buying the product may be a
successful  psychologica  tactic. Product customization may be needed for each niche
market. If secondary markets are avalable, then market vaue would help consumers

to gppraise their purchase decison.

3. Post Experience Goods: those goods characterized by a low cost of
uncertain qudity tes, but high cost qudity detection long after usage. ‘High vadue and
complex_involvement’ describes this kind of product. A vivid example is provided by
antibiotics and vaccines. The cos of purchase and use of both is inggnificant
compared to the paramount importance of on€'s hedth. Ye, the actud effectiveness

of such medicine may not be known long after usage. As the result, consumers tend to
over-consume anti-biotic medicines when they get sck. On the other hand, a
consumer tends to under-consume vaccines because of seemingly undetectable gain.
When a consumer takes a vaccine, he or she hardly knows whether or not the vaccine
actudly prevents the corresponding disease. Unless he or she gets dck, the vaccine is
assumed to be good qudity. Smilaly in the trave-rdated industry, surgicd tours,
English summer camps and ecotourism are prime examples. (See next section for
detals)

Suppliers have drong incentives to assure excdlent qudity by having a third
paty officidly endorse, accredit or certify ther merchandise. Frequently, government
invention is needed to vdidae the product qudity and to ensure public wefare, while
an internationdly recognized organization's advice is dedrable Refard, word of
mouth and peer pressure are adso very important. Scientific content and advocacy

advetisng are hdpful. Private as wel public advocacy5 groups, as trused media

would pogtively provide more creditbility to the product and facilitate the sde Tier
pricing for each niche market smilar to other type of goodsis possible.

5
Advocacy groups normally evaluate the products and offer their research result information to

consumers. Usually, public third parties have no profit motive, but lack sufficient funding, while
privete third parties provide informetion for afee either astheir business, or financed by private
interest.



4. Credence Goods: those goods with high pre-costs and post-codts of qudity
detection”. Since the good is very complex with likdy ‘hidden qualities’ and
involves high detection cost before and after purchase, buyers have insufficient
knowledge to judge the true qudity of the product and service. Heavy reliance on the
sler's credentids is the primary factor to buyers. An undisputed record of honesty,
excdlence and commitment with respect to the qudity of supply are among the usud
good ggnds from sHlers to buyers ‘High vaue with high involvement'  reflects the

credence good. This is the dream of dl suppliers, where the price is rdatively
‘indadic and can be talored to individud buying power. In short, credence goods
show an asymmetry between sdler and buyer with respect to knowledge acquisition.
Buyers must combine the qudity dams of the sdler with information about the
credibility of these dams before meking any commitment. Finding a specidized
doctor to treat for your own bladder cancer would be an excdlent example in a red
life case. ‘Rehabilitation centers, ‘ddely friendly hotds,  ‘nursery ca€ and
aurgicad tours are dso other good ingtances for hospitdity-rdated businesses. (See
next section for details)

[I1. Implications

All goods or savices paticulaly in hospitdity busness ae not uniform.
Travelrelated experience or pleasure associated with touring varies by location, even
within the same country or same hotd chan. Policy mekers as wdl as
businesspersons ought to be aware of the differences and how these reflect the four
broad perspectives discussed above. With good understanding, one can effectively
cgpitdize on time and effort to market and sdl tourism products. Some implications
areasfollows:

6
Credence implies confidence based on externd evidence. A credentid is a certification of the

credence property implying an undisputed record of honesty, competence and determination with
respect to the quality of supply. Buyers evaluate credence characterigtics normally with reference to the
sdler’s credentias. In sum, credence goods are the goods which the buyers decide to buy based
predominantly on concerns about credence characteristics and the seller’ s credentials, not smply by
ricing comparison.
Some of the hidden characteristics may be nutritiona, hygienic, ethicd, faith, professona and
technical kill.



1. Policy Implications:

1.1 Rich mass marketing and poor value gain: A mass marketing campaign
bascdly treats the offered goods (or services) as a homogenous search good, with
few digtinctive features. This adds little vaue to individud trave-rdaied but digtinct
products, despite the tremendous amount of money and resources spent. The usud
rellt is an ‘out-shouting’ search goods propaganda to an unsolicited audience in a
world suffering from information overload. The ‘Amazing Thaland’, ‘Be My Gueds
and ‘Unseen Thaland’ billion baht campaigns may, for indance, am to incresse the
number of tourig arivals without focusng on high vdue credtion and profitability in
the tourism indudry. Indeed, increesng numbers of tourig arivas yiedd margind
direct bendfits, while generating negdive externdities when capacity is exceeded.
Economicdly, negative impacts can exig as hidden costs with import as wel as
export leskages, these are often exploited by rich countries that profit more from
tourism than poor countries Thailand, for ingance, retains medy 30% of vaue,
which is among the lowest vaue added tourism indudtry in the world compaing to

the Caribbean (80%) and India (40%) according to the United Nationss. An edimated

70% of dl the money spent by foreign tourists in Thailand ends up leaving the hogt

country (via foreign tour operators, airling, imported drinks and food, hotd, etc) as

indicated in Table 2. In addiion, sodo-cutura® and ewironmentd  problems

witnessed from mgor tourit dedtinations ae direct results from over cgpacity
condraints. Thus, excessve mass tourism campagn can be detrimentd to socid

welfare as the whole,

Tourism Authority of Thaland (TAT) should, for instance, re-orient away
from ‘maximizing tourig arivds and sde receipt’ policy by turning locd naturd
resource and culture to be commodity or search good for low vaue mass market to a

8
See more details at http://www.uneptie.org/pc/touri sm/sust-touri sm/economi c.htm#contribute-econ

% Changes in community structures, culture clashes by economic inequality and irritation due to tourist
behavior, physica influences causing socid stressand ethical issue involving child labor, progtitution,
crime generation and others are common pitfals of excessve tourism. See more details and discusson
a  http://www.uneptie.org/pc/tourism/sust-tourism/soc-drawbacks.htm

10 There are at least three primary impact areasin environmental issues— natural resources, pollution
and physica impacts. See more details and discussion at http://www.uneptie.org/pc/tourism/sust-
tourism/environment.htm




‘more innovative, more value added’ policy. A subgtantid portion of the mass
media marketing of TAT budget should be diverted to knowledge-based research and
devdopment to empower travd rdated suppliers to produce higher vdue and

sophidicated travel propogtions — experience, post experience and credence goods for
more affluent travelers. The efforts might be decentrdized to locd participation,
where experience and awareness of the locd context can be matched to potentiad
vigtors preferences in a knowledge-building community. At the same time the
centrdized TAT should function as an organizer and the platform for sharing of locd
knowledge and globd dissemination of information.

The marketing campaign needs to be decentrdized in order to be suitable for
more research on product innovation and development products in the high vaue
added market niche. Beach travel in the Caribbean and culturd tourism in Seville ae
excdlent illusrations of drategic orientations towards ‘leisure and culturé  offerings

and destingtion marketing integrated with locd  sugainable development . This

would generate more podtive extendities (eg.  aesthetic  tradition, heritage
presarvation) benefiting the public, rather than negative externdities (eg. pollution,

over-capacity issues) resulting from too many tourigt visitors,

1.2 Tourism, Culture and the Product Quality Cycle Evolution: All
tourism, one way or another, is fundamentdly culturd; it is a ‘holisic experience.
Discerning and affluent travdlers vadue the tourism experience as an opportunity to
enjoy the world of differences from ther daly routine life. Yet, in contrast to the
treditiona concept of marketing based on the consumer's need, tourism commonly
begins with the supply sde. Once a marketable travel-rdated product is introduced,
the target make can be draegicdly organized, planed and implemented
intellectually.

It is intrigung to note that the devdopment of individud product
characterigtics, even travetrdaed, can be modded in terms of the qudity life cyce
Initidly any no lite known product or ‘new dedtination’ - newly welcoming tourism

1
Seefor reference “Marketing Paper: VVol. 17 of the World Tourism Organizetion [2002].



countries like Vietnam, Burma or Thaland (as it was severd decades ago) — may be
viewed as a credence good. The attributes of the new travel product are subject to
much interest among buyers and sdlers. The mystery of the ‘unknown’ becomes the
man aitraction. The end result is a minimum sandard with respect to the particular
characterigic, snce nothing much is to be expected except safety and comfort with
this exotic encounter. Foreign travders typicdly face a sdection problem to identify
what is best for themsdves in an unknown territory. The norm is to pay a premium
price for a trusworthy brand and for expert advice to reputeble internationa trave
agents in order to guarantee a rewarding adventure in an unfamiliar terrain. Loca
agents lack the resources to secure internationa recognition.  In sum, the problem of
imperfect information causes buyers inevitably to prefer wel-established travel agents
or Hles This preference in effect gives market power to these agents resulting in
the establishment of an oligopoligic dructure dlowing them to extract excessve rents
from both loca suppliers and firs-time vistors Essentidly, the lack of consumer
knowledge of the product dlows travel agents to charge a higher price than the
margind cods of production and engage in price discrimination agang consumers.
Consequently, the government has a good reason to intervene to provide more
information and guarantees for foreign tourists and to set minimum standards and fair

pricing guidelines to counteract the intermediary’ s market power.

Once a market has developed and prospered, most of the mystery and charm
has been discovered. Hence, with an increesngly long history the credence good
evolves to be a search good or an experience good. The market is progressvely more
open to competition soldy on price by new travd agents (‘free riders) offering
sandardized tours as a commodity. (One current example of a package from China
Thaland is cdled ‘Ner zero profit inbound flight and hotd tour'.) Many trave
agents ae now profiting by luring these new, nave vidtors to buy over-priced
merchandise (eg. jewdry, souvenirs dothing) in order to survive and prosper in the
travel busness Consequently, boom and bugt cydes in tourism and the hogpitaity
industry are widdly seen in popular destinations.

A common migake is for a ndiond tourig agency not to recognize the
tempord trandformation in the business cycle devdlopmert and to rdy too much on

the old formula for success of mass tourism. Insdead of emphaszing the creation of

10



additiond demand from for example Russa and China, the agency should redize the
diminishing importance and limitations of traditiond media intermediaries and a
mass marketing drategy. In paticular, the TAT should re-orient its policy to a value
enhancing strategqy and to devdoping higher vaue products via the new media

online szewice12 The public policy focus should be on changing perceptions in order
to re-edablish the credence dimenson for customers & higher vaue. Tourism in
sendtive aress (eg. protected aress, coadtd ling idands, mountains) must be
managed for sudainable use, for equitable sharing of benefits among loca community

and indigenous people, and for conservation of biologicd diversity.13 The TAT

should dso activdy paticipate in conventions such as the Biologicd Diversty
Convention, of the UN Commisson on Sudanable Deveopment, or the Blue Fag
project of recognizing improvement of the coastal environmerntt.

New knowledge on higoricd, archaeologicd and achitecturd heritage, for
example, ought be dressed with the am of bdancing demand and capacity and
furthering loca sudainable devdopment. The atisic expressons of folklore, musc,
panting, sculpture and other ats should be additiond components in a product-
market conceptud modd. Thus, product innovation and substantid and expert content
development dong with research should be a primary concern for the date (for the
premium niche market). More podtive externdities would be generated from these

activities, in particular leading to the preservation of components of our heritage.

1.3 External Shocks—9/11, SARS and Policy Responses: Today wedl live
in an age of awxiety and a world of uncertainties. An exogenous shock with severe
adverse magnitude such as 911 or SARS in one pat of the world is likdy to have
devadating effects on other pats of the world, paticulaly in the tourism industry.
Deep discount pricing, specid promotions and giveaways, dong with mass media
campagns are typicad reactive policy responses. What policy mekers misunderstand

12
See more discussion by Ryan and Hoontrakul [2003]

B Moredetailsare availableat http://www.uneptie.org/pc/tourism/sensitive for guiddinesand
discusson on sengtive areas, www.UNEP.net for helpful links on environment dataand scientific
ingtitutions to develop environmental friendly policy and http://www.sidsnet.orgfor small idand
networks and others.

11



is the perception of vaue by consumers Smply as benefits less cods. Yet what many
fal to comprehend is that cost to consumer is not only gppraised in terms of monetary
vaue or price, but dso in term of time, effort and psychic codt.

According to Hara and Sdtzman [2002], a prolonged price cutting Srategy
after 9/11 incident crested no sSgnificant increase in the occupancy rate and no vaue
for the US hotd industry. Luxury hotes, tha may be thought of as ‘experience
goods, obsarved little impact after cutting prices on totd revenue, with negaive
revenue per avalable room (RevPar). What is interesting is thet price cutting in
luxury hotds hes yiedlded the wrong kind (less afluent) of guests with less spending
on other, profitable ancillary sarvices, while driving traditiond (affluent) guests away.
The perception of the price cut, in short, implied reduction in qudity in these noted
fird class hotds. For mid-scde hotes, there is a mixed message; business profitability
increased in many cases due to some increases in food and beverage sdes. Findly, for
the budget hotd, eguivdent to search goods price cutting dightly increesed
occupancy rate, but the RevPar are down dgnificantly. The net result reveded little or
no impact on tota revenue Hara and Sdtzman suggest that a price cutting Strategy
shoud be wdl thought aut, particulaly to compete for diminishing travd demand
caused by psychic factors. In short, price discounting can never compensate for the
fear. Preferably, the luxury hotd would spend more to address patronages concerns
on security measures and safety concerns to win more business and to enhance vaue

for discerning customers.

The andogous drategy for the TAT is to avoid an ‘Unseen Pric€é mass
marketing campaign and to engage more in condructive rules and procedures to
comfort vidtors and to assg travd supplie's. One can further actively improve
human resource cgpitd by organizing and cetifying professond training seminars
among hospitdity personnd. Also use of dack capacity for training civil servants
would help to simulate our own demand during this uncertain period.



2. Business Implications

2.1 Examples of converting a simple hotel room and Travel product to a
higher value product: No product redly has to be a commodity. The fundamentd
eement is to comprehend exactly whet the customers redlly want -and then to charge
more to fulfill ther wishes In an uncetan economic environment, product
innovetion, marketing and pricing must be the center of Srategy. Bdow are some
examples of how to trandform a dmple hotd room busness into high vadue

propogtions.

2.1.1 Hotel as a search good: If a twin room for two nights in a city is
offered, this hotd room is an unbunded search good. Ability to compete in price
becomes criticaly important. Smal margins ought to be expected and cost control
becomes essentid. Independently owned and operated (I0O) hotes usudly suffer
high unit (average) costs because of the lack of economies of scae 100 hotels can
join a familiar chan to gain brand association and a centrd reserveion operation at
high franchise roydties. One can only do so much, however, in cost cutting before the
pain exceeds the gain. Smart hoteliers would balance cuts with a range of high impact
marketing and product innovation approaches. Because consumers have different
preferences and price sengtivities, there is an opportunity to cater to dl busness

segments. One can move further to extract more profit from consumer surplus by

differentiating™ the product and reduce substitutebility between products As a metter
of fact, andyds of maket segmentation by data collection and processng of
consumer demand is the bads of product differentiation. The gructure of eectronic
commerce provides a means of collecting this information. Alterndively, because this
knowledge is a public good, the pubic sector should teke the responghility for
conducting this service.

Differentiation can be done through a least three dimensond approaches 1)
core offerings (eg. feaures sarvice, peformance, price, flexibility, desgn;, 2)

14
When products are in a same product group, but not identicdl, thisis called differentiated products.

‘Horizonta differentiation’  impliesthe difference is based on gppearance or consumer preference.
‘Verticd differentiation’  implies given the equa priced products, the consumer prefer a product due
to different in features.

13



intangible offerings (eg. symbols, media, amosphere; and 3) augmented offerings
(eg. ddivery, cusomer preference fulfillment, persond dtention, orrdemand service,
warranties, loydty programs). Concisdy, bright operators may offer need-based,
market segmentation products ingead of a Imple search good. Quantity discounts,
pice disximinatiori~, dynamic pridng, ad bunding ae some  differentiation
drategies. Large volume buyers may enjoy a lower price per unit than low volume
consumers. Advanced booking cusomers, who hdp hotdiers to improve management
of perishable room inventory, may enjoy a specid price in comparison to last minute
booking. Mixed bundling between products (eg. fligt and hotd, hotd and spa
treetment) amost dways rases the sdlers profit by comparison to pure bundling or
non-bundling as cited by Choi et d [1997].

2.1.2 Hotel as an experience good: Ingead of offering three days and two
nights day, 100 hotediers can add more innovaive products with other vdue
propogitions. Revitdizing weekend getaways with medicd spa treatment, hedthy
meds with de-toxification thergpy, three-day and twenight temple-say meditation
classes and twoeday volunteer fund-raisng work (to presarve Tha  eephants, for
indance) can be some of the experiences being proposed. The more enjoyable and
interesting is an offer, the more likdy it will be soread by word-of-mouth amongst
paticipants and the more likey it will atract (free) media atention. Alternatively,
OO hotes can trandorm themsdves into boutique hotds. Typicaly these boutique
hotels would provide a persondized sarvice a a lower cogt than a chain hotd. “Joie

de Vivies™ dnemaicaly-themed hotd Bijou in Los Angdes the Archbishop's

Manson for ‘opera lovers in San Francisco, and the unique atmosphere of exatic,
enticing flavours (of Thaland and India) a Burasai Resort in Phuket are some newly
discovered boutique hotd examples. It is paticulaly noteworthy that just be using

15
Because different customers have different preference, discriminatory prices are possible at leastin

three different degrees according to Chai et d [1997, chapter 7]. Inthefirgt degree, thisis perfect price
discrimination where sallers charge different individua price for each buyer. The second degreeis
based on customers voluntary - choices as the price schedule reved s their preference. Findly, the third
(iggree occurs when sdllers have to rely on the incentives of each group to sdlect an intended veriety.

Dynamic pricing isatactical pricing policy to maximize the firm's profit and/or yieldby varying

price regularly according to firm'sinventory availability, production congtrain, customer preference
and market conditions.

‘Joiede Vivre means'joy of life'.
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these extraordinary (often unpronouncesble or audacious) names, one dreedy builds
high expectations about the hotdl’ s persondlity.

Snce the experience of good qudity can only be known after consumption,
some type of government intervention or satifaction guarantee by the firm to ensure
minima qudity is needed. On the one hand, a possble draegy is to provide initidly
exceptiondly high quaity to seduce guests (buyers). Frms then have an incentive to
dynamicdly and dowly lower the firm's reputation to reduce cods and maximize
thelr profit (economic rent) a the consumers expense. In this case revelation of the
uncertain quality leaves cusomers who received a ‘bad’ product feding ‘cheated’. On
the other hand, firms can build their reputation over time by usng a low introductory
price followed by a high regular price. During the initid period, if some aspects of
product qudity are lower than expectations, cusomers may toleraie the initidly
(dightly) inferior product peformance. This later drategy is more professond with
long-lived reputetion building; the former is quite common for myopic profiteering. In
both cases, the initid qudity migperception can adversdy affect socid welfare in both
the short and long term.

Findly, the basc principles on the design of experience goods condst of a
leest five dements given in stages reveded over time. Fird, experience goods must
have a wdl-defined theme to help the cusomer to recognize its product qudity more

eadly. Bangkok Airways is, for example, a leisure traveler airline with only one dass
of savice (tourist) and private arport, desgned to resemble a beach bungdow, in
Samui. Another example is the Rayawadee Hotd, Krabi with its ‘leave the world
behind you dogan explictly pursuing an exge theme Second, the product
impresson must harmonize with positive cues and avoid any conflicting negative cues
to confuse promise of qudity. The Comfort Airport Hotel ought to be perceived, for
example, as a refreshing sopover rather than as a means of avoiding traffic jams in

the city. Third, to encourage more repeated ‘guests (buyers), ‘tangible’ memorabilia
such as bags, T-shirts or e-cards should be given out by ‘Stagers (actors sdlers) with

persond touches as reminders. Fourth, experience goods mugt engage in all five
senses [eg. visud, touch, taste, aoma and sound] for a holidic veification of the
anticipated experience. The more sensory the experience, the more memorable it will
be for guests A gpa trestment in a smulated naturd rainforest stage is another
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example. Fifth, whenever possible, scripted customer participation — passve or active
- must be encouraged, possbly in a story-based theme to enhance the product quaity
redization. Cooking classes (diving) as entertanment (escgpism) can be viewed as a
passve (active) participative reddm. One find comment is that customers are adways
willing to pay dearly for a valuable experience. Hence, one should not give away this
experience in product bundliing in a smple cos-plus scheme. One has to envison a
vaduable guest experience within on€s ceapabiliies as a pat of the proces of
entrepreneuria innovation.

2.1.3 Travel Product as a post experience good: If service providers
(sdlers) can provide a lifetime transformation to the buyers then this is beyond
experience. The post experience can be ingpirdiond as wdl as educationd and must
be sudanable through time IT educationd discovery, professond training and
language school ae good examples of high vaue hospitdity - post experience -
products. Another practicd illugraion is provided in full deals by a Sdfai/Spa

Hedthy dternative progra~n18.

Smilar to the experience good in term of providing sensations and memorable
event, post expeience goods endure over time, as suggested by Fine and Gilmore
[1999]. Because consumers have difficulty in determining the qudity of the product,
government regulations or a third party firm's assurance is required. The former can
be a drict and limited licenang to operae the busness, expressed as a minimum
requirement of present professond saff; the latter can be in a form of internationa
audit or ISO cetification. Neverthdess, inefficiency may 4ill arise from buyers
unable to recognize the causdity between consumption of the good and the good's
qudity. Consequently, buyers would over-consume (under-consume) the goods when
the qudity is over-esdimated (under-estimated). Logicdly, vaue-based pricing or
vdueoriented offers in different versons may be offered in accordance with
cusomers  sdf-sdection. Week-end or weekday traning course, afternoon or
evening IT cdases and organizetion an incentive group conference in off-season
would be examples.

18
See more details at http://go2southafrica.com/g2sa_trav_spec.php?no=426
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2.1.4 Hospitality as a credence good: ‘Surgicd Tour a Cape Town’ 1

provides the detalls and vivid an example of a hospitdity credence good. This trave
was born out of the desre to combine gpecidized travel and a hedth retred.
Inexpensve cost in medicd professond operation, affordable daly nursery cae and
confidentidity in persondized trestment, on top of a oft adventure are the mgor
benefits Typicdly, rich country guests would enjoy the world dass hedth facility
with friendy medicd therapy in a low labor cod, tourigt aitraction country like S.
Africa, in the example, or Thailand.

A maket for credence goods is very complex. Fundamentaly, the credence
good maket is characterized by profound market imperfections from very high
transaction cods, information asymmetries and the agency problem. Providing high
qudity informetion, internationaly recognized certification, advocacy advertisement
may be necessary, but not sufficient, to convince the consumers. Consumers are never
sure about the extent of the good they actudly need and the qudity of the actud
sarvice remains uncertain both before purchase and long after actua consumption. In
fact, it is often difficult, if not impossble to find out whether necessary trestments
have been peformed. There is a strong incentive for the sdler to cheat on the service
due mainly to information asymmetry between buyers and sdlers. Intermediaries (eg.
the locd sdling agent, date audit and monitor) may, therefore, play a criticd role in
mediating between the two markets to reduce the transaction cods and information
asymmetries between sarvice suppliers  (hotd/hospita/professond  providers)  and
savice users (guestdpaients). With high-qudity information and credentids the
intermediaries may offer ex ante advisory services and ex post savices in ligility and
contract enforcement like cam settlement from any bad advice, mistrestment,
incomplete fulfillment, etc.

Multi-level marketing is likey required with a high degree of specidization. A
requirement for a liability insurance guerantee, dricc minimum sandards and
adherence to dringent procedures can be effective provisons regulaed by a

19
See more ddtails a http://www.surgicaltourscapetown.co.za/
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government agency and internationdly recognized inditutions to resolve agency and
incentive compatibility problems. Another approach would be to have a dmple
mechanisn to ensure honest services by separdtion of diagnoss and trestment at
different inditutions For ingance, medica diagnods peformed in the home country
and operaiond trestment in the vidted country would accomplish this separation. Yet
this separation may be a codly dternative if the diagnosis and trestment are not done
jointly. It is intriguing to note that in this market the fixed price regime may perform
better with this informationd asymmetry problem than would a compitive pricing
regime, because the market shae of honest and high qudity service is a more
informative indicator than price competition.

3) Information Economics of Attention and New Economy: Information
consumes dtention according to Shapiro and Vaian [1997]. A wedth of information
in today’'s world crestes povety of atention. Because of limitations in human
comprehenson, reevancy and reaionship of informaion ae imperaive. Trave-
related products can be thought of as highly information intensve products. Most
consumers, predominantly in the lesure touriam industry would fird plan ther
vacation & least months in advance. Impulse buying is rare. Thus, mass marketing is
wasteful.

Consumers would usudly find more information about ther trave interests
via a search engine and relevant webdtes at ther fingertips. Unlike TV, radio or paper
based media, the internet is a combination of broadcasting and point-to-paint
communicetion. This can to a degree solve the information asymmetry. The internet is
indeed the ided medium for the tourism business, since the consumer actudly goes
and collects the product a the point of production — i.e dedination. Some online
information providing and marketing implications are as below.

3.1 Search Goods and Search Engines: Given a sandard hote room, a
consumer would like to compare price anong online and offline vendors. One-dop
online shopping, as a& www.Expediacom for the full range of travd products or

www.MoreThailand.com for area-specific products, seems to be popular. At the same

time, the losers seem to be direct sdlers from hotds, arlines and tour companies,
because of the inconvenience in shopping and price comparison and no mix-and-
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maich cagpabilities In addition, search engine marketing and optimization ae vitd
because information by suppliers is rdevant and rdaed to the information which
potentid customers ae seeking. This is a mgor departure from any paper-based
media and broadcasing advertisng. The red issue remans how to rank among the
top search engine pages in the ever growing and crowded cyberspace. When price is
now more transparent than ever with smple click searches, profit mergins can only be
expected to diminish over time.

3.2 Context Providing Concept: For experience goods, a consumer would
like to access more information reedily provided by the sdlers and other sources (eg.
from experts, web board, books and related journds) to decide on what is best for his
or her interest. Complementary public services (by the TAT) in responding to these
enquiries  through  hightraffic, content dtes  like  www.LonelyPlanet.com ad
www.ThaiParks123.com and in  providing reseach, trend and daidics to
www.HotelMarketing.com and www.WebTravelNews.com would generate benefits

to the industry. Direct sdlers webdtes as a catdogue are imperative. The regularly
updated content would invite more vistors and referds. A strong community with
public participation and leadership, often funded by the commercid sedor, is the key
to success in an online marketing campaign. Websites should become context
providers for exchange of information, promotion, employment and mesting places,
dong with gght, sound, dory and game simuli. Good dedingtion content and
Oetailed product and search facilities are aso required as expectable features from

websitse. Some interesting Stes are www. TourismVancouver.com,

www.experiencePA.com and www.PureNZ.com .

3.3 Online Referral Services and Market Segmentation: For post

experience goods, officid third paty endorsement and trustworthy referrds may be
rdevant. Joining online referd  savices such  as www.Ez2Plan.com,

www.eGuilliver.com would generate more leads. Specidist online travd businesses

for expeience and post experience goods are typified by www.ifYouGolf.com,

www.if Y ouDive.com and www.Y oungTravellers.com.
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V. Conclusions:

The market for the travelrdaed and hotd businesses as a whole has to re-
focused from mass tourism to vaue enhancing travd propostions. Mass media
marketing campaigns to increese tourit  arivds, which overtilize our naturd
resource and commoditize travel products and culturd tourism ae not advocated.
Ingtead, the Tourism Authority of Thaland (TAT) should, for instance, re-orient its
policdes away from a ‘maximizing tourig arivas and sde receipts policy, which
treats locd naturd resource and culture as commodity or search goods. In place of
this low vaue mass marketing, it should develop a ‘more innovative, more value
added’ policy. The substantiad mass media marketing share of the TAT budget should
be diverted to knowledge based research and development to empower travel rdaed
suppliers to produce higher vdue and sophidicated travd propostions for more
affluent travelers

Four different types of goods — search goods experience goods, post-
experience goods and credence goods are presented from the perspective of
information emonomics. The maket falings produced by asymmetry of information
and transaction cods are illustraied and corrective measures are suggested. The
implications for both public policy and privale busnes drategies have been
presented. Some examples have been given on how to convert low vaue and low
involvement products into high vaue and sophidticated involvement products A more
baanced gpproach between demand and capacity with more locd participation is aso
desrable for sustainable tourigm.

The inteng is a combinaion of broadcasing and point-to-point
communication, which can solve some degree of informaiond asymmetry. The

promise it holds for resolving the deficiencies of daed drategies in tourism is only
now beginning to be redized.
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Post + Cost of Quality Detection, Period

Table 1: Four Types of Goods, Pre- & Post-
Cost of Quality Detection

High,

Long
time

Low,

Short
time

Post Experience Goods

Ex : Hedlth Travel, Eco-
tourism, Vaccine..

Credence Goods

Ex : Surgical Tour,
Doctor..Retirement home

Search Goods
Ex : Hotel Room, Cola«

Experience Goods

Ex : Rayawadee,
Alyapura,
Disney« MICE

Low Pre- Cost

High Pre-Cost

Before Purchase or PrexCost of Quality Detection

Table 2: Inbound Tourism and Its Leakages

Outbound
Operator ' Destination
Inbound Specific +30%
Expenses Revenuesfor
Country
(lodging, Local
expenses Food, service Economy

-70%
LEAKAGES

Source : www.UNeptieorg and http://www.publicsector.org/local_agenda_2land_you /WhileTravelling5Questions.html




