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Abstract

This paper deals with e-tourism, innovation and growth. The Internet is revolutionising the
distribution of tourism information and sales. The Korean small and medium-sized tourism
enterprises (SMTESs) with well-developed and innovative Web sites can now have equal Internet
access to international tourism markets. This paper examines problems and solutions related to
electronic commerce in the tourism industry and suggest recommendations for successful e
commerce strategies in tourism to be applied by the industry and the government of Korea.

I ntroduction

Although the definition of tourism innovation (e.g. product, service and
technological innovations) remains unclear new technologies can make an essentia
contribution to tourism development.

The Internet’s potential for tourism businesses is to make information and
booking facilities available to large numbers of tourists at relatively low cost. It can
also serve as atool of communication between tourism suppliers, intermediaries and
end-users. The OECD (2000)” has shown that the advent of Internet-based
electronic commerce offers many opportunities for firms to expand their customer
base, enter new product markets and rationalise their business. According to the
World Tourism Organisation (2001)* e-commerce allows SMTEs to do business in
new and more cost-effective ways.

79. OECD (2000) Realizing the potential of electronic commerce for SMEs in the
global economy.
80. World Tourism Organization (UNWTO) (2001) E-business for Tourism.
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The UNWTO has adso demonstrated how the Internet is revolutionising the
distribution of tourism information and sales. An increasing proportion of Internet
users are buying online and tourism’s share of the online market is set to grow ever
larger. The Internet is clearly having a major impact as a source of tourism
information. However SMTEs face a number of obstacles to the adoption of new
information technology, in particular e-business. These include the scale and
affordability of information technology and difficulties of implementation in
organisations that are rapidly changing and growing. Moreover solutions that work
for large, stable, internationally oriented firms are of no use to small, dynamic,
locally based ones.

Even so, SMTEs can now have equal Internet access to international tourism
markets with the help of innovative Web sites. This implies equal access to telecom
infrastructure, as well as to marketing management and education. According to a
UN report (2001)%, “it is not the cost of being there, on the online marketplace,
which must be reckoned with, but the cost of not being there” It is certain that
embracing digital communication and information technology is no longer an
option, but a necessity. E-commerce is an opportunity for SMTESs to extend their
capabilities and grow.

Recent research on e-commercein tourism

The literature on e-commerce in the tourism industry was critically reviewed
with a view to developing a framework suitable for this study. E-commerce is
defined as the process of buying and selling or exchanging products, services and
information via computer networks including the Internet®. However, the adoption
of Information and Communication Technologies (ICTs) is only part of the story.
Network access costs, information on electronic commerce, training and skill
development are al part of the challenge for smaller companies.

81. United Nations Conference on Trade and Development (UNCTAD) (2001) E-
commerce and Devel opment Report 2001.
82. TURBAN E., LEE, J, KING D. and CHUNG, HM (2000). Electronic commerce

— A managerial perspective.
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SMTEs ae dso more vulnerable to problems in the areas of
authentication/certification, data security and confidentiality, and the settling of
commercial disputes™.

An SME® ecommerce study carried out for the Asia-Pacific Economic
Cooperation forum (APEC) found nonetheless that SMEs are “significant playersin
busi ness-to-business electronic commerce, which accounts for more than 80 percent
of al e-commerce activities.”

Most research suggested that government plays an important role in facilitating
the use of electronic commerce in the tourism industry. Governments in partnership
with the private sector should establish a more comprehensive and consistent policy
approach to the use of e-commerce in tourism, and apply evaluation mechanisms to
see what works and what does not™.

Key factorsfor successful e-commerce

Research was performed to collect secondary data regarding e-commerce for
the tourism industry at SME level. A questionnaire designed to obtain information
on e-commerce activities, its benefits for tourism, the barriers and key success
factors was developed on the basis of this data and provided an insight into the
challenges the industry faces today. It essentially covered Korean SMTES, defined
as businesses that have 300 or fewer employees or sales ranging from USD 2 million
to USD 20 million.

Benefits of e-commerce
The main benefits of e-commerce mentioned include ‘providing easy access to

information on tourism services,” ‘ providing better information on tourism services,’
and ‘providing convenience for customers . Respondents seemed less aware of other

83. BUHALIS, D., SCHERTLER, W. (eds.) (1999), Information and Communication
Technologies in Tourism 1999.

84. SMEs - Small and Medium Size Enterprises.

85. United Nations Conference on Trade and Development (UNCTAD) (2001) E-

commerce and Development Report 2001. OECD (2000) Realizing the potential
of electronic commerce for SMEs in the global economy; Korea Information
Society Development Institute (2000) The Activation of E-commerce for SMEs in
APEC Region; Asia-Pacific Economic Cooperation (APEC) (1999). SME
Electronic Commerce Sudy.
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benefits of e-commerce such as ‘creating new markets,’” ‘improving customer
services,” ‘establishing interactive relationships with customers', ‘reducing operating

cost’, ‘interacting with other business partners, and ‘founding new business
partners’ (Figure 10.1).

Figure 10.1. Benefits of E-commerce

Most 5
Important

Average 3 ]

Unimportant 1

AAB CDEFGH I J K LMN

A: Providing easy access to information on tourism products and services, B: Providing better
information on tourism products and services; C: Providing convenience for customers; D: Expanding
choices by customers; E: Creating new markets; F: Establishing interactive relationship with
customers; G: Improving customer services, H: Improving image and public recognition of the small
& medium sized tourism enterprises;, |: Saving time for providing tourism services, J: Providing
customized & specialized tourism products & services; K: Reducing operating cost; L: Simplifying
the process business; M: Interacting with business partners; N: Founding new business partners.

Source: Modified from APEC Tourism Working Group (2002).
E-commerce barriers

A number of barriers discourage SMTEs from adopting e-commerce in Korea.
These include ‘limited knowledge of available technology,” ‘lack of awareness,
‘cost of initial investment,’ ‘lack of confidence in the benefits of e-commerce,” and
‘cost of system maintenance.’ Other factors are ‘shortage of skilled human
resources,” and ‘resistance to adoption of e-commerce.” Also worth mentioning are
‘insufficient e-commerce infrastructure and ‘small e-commerce market size
(Figure 10.2).
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Figure 10.2. Barriers to adopting E-Commerce

A B C D E F G H 1 J K L MW N
A: Limited knowledge of available technology; B: Lack of awareness of e-commerce; C: Cost of
initial investment; D: Lack of confidence in the benefits of e-commerce; E: Cost of system
maintenance; F: Cost of securing skilled human resources for e-commerce; G: Shortage of skilled
human resources, H: Difficulty with integrating e-commerce & existing system; |: Cost of training
human resources for e-commerce; J: Insufficient e-commerce infrastructure; K: Lack of government

support; L: Relatively small e-commerce market size; M: Fear of changes in corporate culture;
N: Resistance to adoption of e-commerce.

Source: Modified from APEC Tourism Working Group (2002).
Successful e-commerce practices

The two main factors for conducting successful e-commerce are * security of the
e-commerce system’ and ‘user-friendly Web interface’. Also considered as
important are ‘Top management support, ‘IT infrastructure, and ‘Customer
acceptance’. Few SMTES recognise the importance of ‘sharing knowledge and
information between SMTES' and ‘business partnerships (Figure 10.3) as strategies
for success.

139

Innovation and Growth in Tourism — ISBN 92-64-02501-4 © OECD 2006



PART IV. INITIATIVES ENHANCING INNOVATION IN TOURISM

Figure 10.3. Important Factors for Successful E-commerce

Most 5
Important

o 3 IIIIIIIIIIIII
AAB C D E F G H I J K L M N O

A: Security of the e-commerce system; B: User-friendly Web interface; C: Top management support;
D: Level of trust between customer and company; E: Information technology infrastructure;
F: Customer acceptance; G: Cost of establishing and maintaining e-commerce system; H: Skilled
human resources; |: Market situation; J: Integration with the existing corporate system; K: Specific
tourism products or services for e-commerce; L: Corporate knowledge, culture & acceptance;
M: Relationship with other business partners;, N: Sharing knowledge and information between the
small & medium-sized tourism enterprises; O: Internal communication; P: Government support.

Source: Modified from APEC Tourism Working Group (2002).

Unimportant i

0

P

Importance and performance

The study used importance and performance (IP) analysis to examine
e-commerce strategies. For ‘importance’ respondents indicated the importance of
each of the 16 proposed factors for a successful implementation of e-commerce. For
‘performance,’ they indicated how well their member’s economy performs regarding
e-commerce, related to their response to ‘ Importance’ (Figure 10.4).

Four IP categories emerge from the analysis: ‘Keep up the good work’
importance and performance both high); ‘Concentrated efforts (high importance,
low performance); ‘Low priority’ (low importance, low performance); ‘Possible
overkill” (high performance, low importance).

Keep up the good work

Respondents considered the following factors as important: ‘Security of

e-commerce, ‘User-friendly Web interface” ‘IT (Information Technology)
140

Innovation and Growth in Tourism — I1SBN 92-64-02501-4 © OECD 2006



PART IV. INITIATIVES ENHANCING INNOVATION IN TOURISM

infrastructure,’ ‘Level of trust between customer and company,” ‘Customer
acceptance.’

Concentrated efforts

The factors in this category including ‘top management support’ and ‘skilled
human resources are considered as very important but insufficiently performed.
More efforts are needed.

Low priority

‘Government support,” ‘ Sharing knowledge and information between SMTES;
‘Integration with the existing corporation,’” and ‘Relationship with other business
partners.” received low marks in importance and performance despite being critical
for successful e-commerce. This implies that managers have limited knowledge and
need more information on the importance of these factors.

Possible overkill

‘Market situation’ falls in the ‘Possible overkill’ category. The results show
that managers use the Internet for market analysis (possibly competitor anaysis) but
do not consider it important. This seems to contradict certain previous findings
indicating that SMEs do not often use the Internet for market research.

Remainder

Three factors including ‘ Specific tourism products or services for e-commerce,’
‘Corporation knowledge, culture, and acceptance,” and ‘ Internal communication’ fall
somewhere between ‘Low Priority’ and ‘Possible overkill.” One factor, ‘Cost of
establishing and maintaining e-commerce system’ is between the ‘Concentrated
efforts and ‘Keep up the good work’ categories. The assessment of these factors
was fairly similar to that for ‘low importance’ and ‘ middle performance.’
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Figure 10.4. Importance-Performance (I-P) Analysis
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A: Specific tourism products or services for e-commerce ; B: Top management support ;
C: Information technology infrastructure ; D: Customer acceptance ; E: User-friendly Web interface ;
F: Integration with the existing corporate system; G: Security of the e-commerce system ; H: Market
situation ; |: Corporate knowledge, culture and acceptance ; J: Internal communication ; K: Cost of
establishing and maintaining e-commerce system; L: Level of trust between customer and company ;
M: Government support; N: Skilled human resources ; O: Sharing knowledge and information
between the small & medium sized tourism enterprises internal communication ; P: Relationship
with other business partners

Source: Modified from APEC Tourism Working Group (2002).
E-commer ce strategies asa tool of innovation

For Rayport and Jaworski ®, the implementation of e-commerce strategy
requires four critical forces: technology, capita, media, and public policy

86. RAY PORT, Jeffrey, JAWORSKI, Bernard (2002), Introduction to E-Commerce.
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infrastructures. An infrastructure is defined as the foundation of a system.
E-commerce strategies relate to four infrastructures:

e Technology: Internet, computer hardware, servers, routers, cables, network
technologies, software, and communications technology. Understanding
the technology, what it can and cannot do, is essentia for the formulation
of aviable vision and strategy.

e Capital: how to secure funding for an e-business and subsequently value
that business.

e Media: managers who run online enterprises must learn to manage the
staff responsible for design interface, stylistic choices, editorial policies,
appropriate content choices. An e-commerce manager is a publisher of
digital content on the Web and should be able to make choices about the
types of media employed (print, audio, video) and editorial policy (style,
content, and look, fedl).

e Public policy: e-commerce managers should understand current laws and
how they may affect their businesses.

The best SMTE strategies depend on the company’ s e-commerce infrastructure
and stage of development:

o External service providers have great potentia for start-ups on the Internet.
Marketing should be selective. Although it is possible to devel op a strategy
for international markets, earning a good reputation in the local market
should be the top priority.

e Established SMTEs should focus on two key strategies: 1) expanding the
range of services and products and 2) upgrading their quality. They should
redesign their Web sites to focus more on ‘customer retention’ than
‘customer acquisition’, concentrating on the quality of service. The
Internet is a useful tool to reach international markets. E-partnerships
between SMTEs or with large firms are important (build an e-community).

Strategy should reflect the environment. Linkage to a site of degtination
management organization (DMO) is critical to success. Development of an online
booking system is the most important technological aspect. Measures should be
taken to overcome consumers lack of trust and confidence including ‘about us;’
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‘frequently asked guestions (FAQs),” and ‘call centre’ services. Established SMTES
should consider target market segments as well as building trust and confidence.

Implicationsfor tourism policy

The role of government is very important, in particular active support to foster
an entrepreneurial culture. Key policy should include; 1) improving the legal and
regulatory framework, 2)moving government procurement online, and
3) facilitating transformation to e-commerce.

Important issues for consideration are: consumer protection, legal mechanisms
for disputes (e.g. e-commerce mediation committee), intellectual property
protection, validity and enforcement of contracts, taxation of Internet transactions
(problem of tax avoidance), identification and residence of users. OECD and APEC
guidelines can help. A programme of etrust certification is one way to build
consumer confidence. Medium-to-long-term  strategy should include online
government procurement, and government support for transformation to e
commerce. This support can take the form of tax reductions, financial support, the
promotion of knowledge and information sharing between industries and research
organisations.

A current Korean pilot project aims to create a business-to-business (B2B)
network in al key industries. The government’s * System to Certify Venture Tourism
Business,’ indirectly supports industry. In 2001, 11 companies were selected as
venture tourism businesses enabling them to obtain support. Applications are
evaluated twice a year. Most domestic software companies in Korea do not have
distribution channels of their own and pay a commission of almost 40% to the
distributors. To solve this problem the government established software
“cybermall”, opened in 1998 and which provides product demonstrations. Products
can be purchased electronically.

Other ways the government can help the growth of e-commerce include
building capacity in information technology infrastructure, manpower training and
planning as well as promotiona and incentive measures. The government should be
a facilitator, promoter and educator and should itself be ready to test new
applications. OECD member countries are expected to facilitate international
strategic dliances at government-to-government (G2G) and industry-to-industry
(121) levels. Governments can aso help remove regulatory obstacles to the growth of
markets and businesses, and to create markets in emerging areas. Its ultimate
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objective is the promotion of private sector initiatives for e-commerce
development®’.

Conclusions: recommendationsfor e-tourism innovations

This paper makes certain recommendations to the Korean e-tourism market,
which may also be of use to the tourism industries of other countries.

The government should have a nationa vision, a strategic plan and policy
guidelines for the e-commerce activities of SMTES. The strategies should include all
tourism stakeholders. Policymakers are also responsible for establishing the
appropriate laws, regulations and service standards needed to build consumer
confidence.

SMTE entrepreneurs need to adopt business models tailor-made to their own
objectives and the environment, possibly combining various e-business models.
External service providers have great potential for assisting SMTEs.

The integration of SMTES into tourism associations might be one way to
discourage competition at the destination level, replacing it with the development of
networks that can benefit al concerned. Partnerships with other small or large firms
could aso help, especialy in such management areas as branding, customer
relations, and human resources.

Marketing via an e-shopping mall is a way to share start-up advertising and
technical costs. Key words include: interactivity, mass customisation, real time and
customer databases.

Established SMTEs may need to focus their websites more on ‘customer
retention’ than ‘customer acquisition’. They should also try to develop and manage
their own digital brands. in the virtual world consumers are more dependent on
recognised brands.

Finaly policymakers and entrepreneurs need to work together to raise
awareness of e-commerce, notably with the help of training and education
programmes.

87. Khan, H. (2002), Best Practices on E-Commerce Srategies for SMTES in
Sngapore.
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