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16.0 OBJECTIVES

After studying thisUnit, you will be ableto learn:

o thedefinitionsof distribution channels,

e about thedistribution strategy and distribution channels,
e about therole of intermediariesin tourism industry, and
e howtoselect an effectivechannel of distribution.

16.1 INTRODUCTION

Alongwith product, price and promotion, distribution (place) isa mgor component in the
Marketing Mix. Tourism product hascertai n special characteristics and becauseofiits nature,
it requireschannel sto reach the customer. Distribution system providesthechannel or means
by which tourismsupplier gainsaccesstothe potential customersofthe product. In thisUnit,
we have explained the importance of the distribution system in tourism marketing. How to
decideadistribution strategyand distribution channel sand theimportance of intermediaries
in marketing tourism products are the other issuesdealt with in the Unit.

16.2 DEFINING DISTRIBUTION

Distribution of product or service isa mix of processes and organisations which make the
product or servicesavailableto the end user. It isthe flow of goods/services from producer
to consumer. In fact these attributes have contributed towards the devel opment of specific
distribution formsfor thetourism productsand services. ChrisCooper etal havelisted certain
crucia aspectsof tourism distribution:

e 'Thereisnoactual product which isbeingdistributed. There are onlycluesgiventhrough
persuasive' communicationabout the product.”

e The distribution method, "method of sdlling and the environment within which the
purchase ismade becomespart of the tourism experience.”

o Travel agentsdominate the distribution system by makingtheir own decisionsregarding
what to display and recommend to the customers: and producers play the key role in
persuasive communicationas far asthe distribution channelsand direct delivery to the
customersisconcerned.

Therearealsodifferent typesofdistribution needs. For examplemmuseumsand monuments*

no prior bookingsate required but queuing isused asan allocation method for the available

supply. On the other hand, in the case of trains or airlines etc., because of excessdemand or
36 toensure that onegetsaseat, bookingsaredonein advance. Theadvancedistribution process



can be anything fiom 2 hoursto 2 yearsor even more dependingon the nature of the service
product. Distribution flow is facilitated and regulated by intermediaries or middiemen,
commonly termed as the channel of distribution. As back as 1966, Bucklin had defined

distributionchannel asa“aset of institutions which performs all of the activities (functions)

utilised to movea product and itstitlefrom production to consumption."Over theyearsthe
producersof servicesfelt the need to overcomethe problem of makingtheir servicesavailable
and accessibleto their target markets. Victor T C Middleton haspointed out that 'the inability
intravel and tourism tocreate physical stocks of products, addsto rather than reducesthe
importance of thedistribution process. |n marketing practice, creating and manipulating
access for consumers s one of the principal ways to managedemand for highly perishable
products."Hence, inrelation totravel and tourism Middleton providesadefinition according
towhich: S~

*A distribution channel i5 anyorganised and serviced system, created or utilised to provide
convenient points of saleand/or access to consumers, away from thelocation of production
and consumption and paid for out of marketing budgets.”

Further elaborating on this definition he stressed that:

e channelsare carefully planned and serviced by producers and not left to chance,

e each channel, once organised and serviced becomes a pipeline for the flow of salesto
the targeted market.

We are aware that the tourism product or service is either rented out, consumed or
experienced and there isno transfer of ownership.

These distribution channel members perform various functions like procurement, storage,
delivery, service, financing and counseling. Thegoods are physically moved fiom producer
toconsumer viachannel members. However, servicedistribution markedlydiffersfiom goods
distribution. Infact services unlike goods do not move to consumers. It is the consumers
whose movements are facilitated towards services through the intermediaries. There isno
physical movement and no transfer of ownership in distribution of services. The body of
"knowledge availabletoday relating to distribution is physical goods oriented, and the same
cannot be applied to services. Intangibility, inseparability and perishability of services make
it an all together different task of designing distribution strategiesfor services. Y ou will find
the following differentiation between distribution of goodsand that of services useful.

Goods Distribution Services Distribution

Physical Movement of goods No physical movement of services

Ownership istransferred to channel members Ownership remains with supplier of
services

Profit through resell Commission through sales

Product movestowards consumer Consumermoves towards services

Product manufacturing unit is . Service supplier provides

also moved closer to market * servicescloser to market

16.3 DISTRIBUTION STRATEGY

A marketing manager has two options for distribution of the services product. Directly
reaching customer and reaching customer through the middlemen. Hence the decision
relating to distribution mix isto decide whether to go for Direct Marketing or for Indirect
Marketing or both.

Indirect Marketing will be a good strategy if the following conditionsexist:

e Number of buyersislarge,
e Frequency of purchaseishigh,
e Volume per purchaseissmall,

£
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e Market isdecentralised,

e Financial position of manufacturer isnot strong,
e When manufacture would like to share risk, and
e When business isto be expanded.

The Indirect Marketing Strategy involvesuse of intermediaries. They help in making the
product available to consumer through the process of sharing risk and providing financial
and information support. For exampleairlinesuse indirect marketingthrough GSA (General
SalesAgent), ABA (Authorised Book Agents) and travel agents. Accordingto Philip Kotler:

' The casefor using middlemenwould rest on their supplier efficiency in the perfor manceof

basic marketingtasks and functions. Marketinginter mediaries,through their experience,
specialisation, contactsand scal e offer theproducingor ganisation mor ethan it can usually
achieveon its own."

Direct Marketinginvolvesdirectly contacting the customers.

16.4 DISTRIBUTION CHANNELS

Distribution channels are of different typesand an organisation may adopt anyone type of,
a combination of or all the types of the distribution channels. All thisdependson the type of
service being provided by the organisation. Inthis Section we familiarise you with the various
levelsof the distribution channels.

i) Single level Channel : Here the service is directly distributed to the consumers. For
example Airlinesdirectlybooking the ticketsfor the customersor hotel sdirectly booking
roomsfor guests.

ii) One Ltvel Channd : It implies a single level where only one type or category of
middleman is used. Service industry is predominantly using this kind of channel. For

example, airlinesusetraw| agents/ticketing agentsfor booking seatsfor air trawl. Their
isonly one intermediary between the service supplier and the service user.

The followingdiagram givesthe various optionsfor using one lewl channel :

Travel Agent ;
/ Ticketi ng m& .
SERVICE SUPPLIERS
g Tour Operator — e SERVICE USERS

Corporate Travel /

Department

iij) Two Leved Channe : Inthiscasethedistributionofservicesisthrough twointermediaries.
For example, in the airlines, GSA and,travel agents form two levels of distribution
channel.

iv) Multi Level Channels : Many times more than two categories of intermediaries are
simultaneously used in service industry and this is particularly the case in tourism and
trawl industry. For example, lodgingor attractionsor carriers may sell their servicesto
incentive trawl planner, in turn, these incentive trawl planners sell the services to
conwntion meeting planner or corporate travel manager. Similarly, the wholesaletour
planner sellstheir servicesto travel agentsand tour operators.
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Check Your Pagness-1

1) What do you understand by distribution ?
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S5 IEDIARIES IN TRAVEL NI  URISM
INDUSTRY

Marketingchannel membersare the resourcesfor the organisation. They provideimportant
servicesin terms of financial support, information and promation. Following are the main
functions of channel members:

e |nformation
e Promotion
.o Sdling

e Financing

e Risktaking

Intermediariesincrease the'selling capacity of the organi sationby providing selling services
at placescloseto the customers. Thisalso increasesthe geographical coverage of the market.
Different intermediariescan cover varioussegmentsof the market. For example, servicesof
the carrier can be sold to outbound tour market segment through tour operators, individua
travellers through travel agents and business travel, segment through convention meeting
plannersand travel agents. The,middlemanalso helpsin minimising the cost of incidental 39



Viarketing Mix services for procuring the core service. The various types of intermediaries in tourism
industry are asfollows:

a)

b)

d)

Travel Agentsare one of the most important intermediaries in travel and tour industry.
As per research findings, travel agents account for 75% of domestic air travel and 90%
of internatiohal air travel,95% ofinternational tour packages, 80% of international hotel
bookingand 30% of domestictour booking.

These travel agents are the middiemen for carriers, hotels, tour wholesalers and
conference and convention planners. No charges are usually levied on the customers.
Their income accrues from the commission from airlines and hotels. Commission is
around 10% of the service cost. There are two types of travel agents : Implant and
Independent. Implant is a retail travel agency officethat is located on the premises of
thecorporate client. There are travel agentswho specializein packagetoursand railway
bookings. Rebating is paying back part of the commissionto the customer. Thispractice
is however not desirable.

Tour Wholesalers : Tour wholesaer isthe organi sation which plans, prepares, markets
and administersvacationand travel packages. These packagesare usually acombination
of the services of various suppliers like carriers, hotels, guides, catering, local
transportation etc.

Tour Operators : Tour Operator is a person or Organisation which operates package
tours prepared by tour wholesalers. Sometimes tour operators themselves provide
necessary ground serviceslikelocal transport, guidesand escorts. Ground operatorsare
those who provide services at destinations. Tour wholesalersand tour operators are
termswhich can be used interchangeably.

Tour planning beginsabout two yearsprior to the start of atour. Tour plan is based on
market research. When tour plan isbeing prepared thetour planners beginto negotiate
with hotels, carriers, caterersetc. for prices and bookings, etc. These negotiations thus
form the basisof costingand pricingthetour. The brochures are printed and distributed
to tour operators and travel agents. Tours can be planned on a partnership basis with
carriers, hotels, tourism promotion boards etc.

Corporate Travel Managers : These are in-house travel departments of large
corporations. Corporate Travel Department provides various benefits to the
organisation. The benefitswhich accrue to the organisation are asfollows:

e Reducesbusinesscost,

e Enhanced servicesare provided,

e Increases purchasing powei- through bulk buying, and
e Maintainsthe level of quality of travel.

Corporate Travel Department asaconcept should becomemore popul ar with theadvent
of CRS-Computer Reservation System and | nteractive Computer Software. There are
software package available through which the customers can directly ifiteract with the
computer and can get informationrelated to attractions, accommodations, fares, routes,
time-tables, cost, duration of travel etc. so asto decide the individual travel plan. They
can aso make bookings for airline and hotels etc. directly without the help of an
intermediary.

IncentiveTravel Planner : Often, potential travellersbecomeconfirmed ones, if theyare
offered some concessions. For example, in India many government organisations or
private institutions offer Leave Travel Concession, (LTC) to their employees. This
concession makestheemployee travel. For thiskind oftravellersthere are special agents
known aslncentive Travel Planners. These are specialised tour operators, who deal with
corporate clientsand individual travellers. ITDC isan example of an organisationwhich .
offers thistype of service.

Consortium : Many organisation distribute their services by integrating with other
organisations. Consortium is the practice of offering smilar service by a group of
suppliers. For example, the preferred Hotels World - Wide is an organisation with a
group of more than hundred hotels. The hotel bookingcan bedonein any of their hotels
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fiom any individual hotel. In India, the Asheka Group of Hotels hasgone into affiliation

withTrust, House Forte, Golden Tulip and Doner Hotel for asimilar kind of consortium.

g) Franchising: It isa hybrid form of enterpreneurship. A parent company customarily
grantsan individual or acompany the right or privilegeto do business by usingits name
and by following a set pattern of operation over a certain period of time, in a specified
space.

There are a number of benefitsto the franchisee as he gets proven products or brands
and assistance in management of the business. He is not required to develop a new
product or itsimage. At thesametime, the franchisee hasto maintain certain standards
and quality that go with the brand name.

The benefitsto Franchisers include a royalty to the tune of ten to twelve percent of the
grosssales. Also there isa sharing of investment and management responsibility on the
part of the franchisers asit istheir brand image that will be at stake.

166 SELECTION OF CHANNELSAND INTERMEDIARIES

Channel decision involveslong-term commitment and cost for the principal suppliers. Inthis Exclusive distribution -

regard the time and costs are highest as compared to any other marketing decision, Thus S ve® Ir?gﬂtsugliegn'to only
what should bethe level of channel and al sothe type of intermediariesto be selected are very one intermediary for reaching ths
critical to the success of an enterprise. The following factors play impertant role in these customers.

decisions:

Selective distribution :
; s obri 1t ; Organisation uses a few from
e |ntensity of distribution desired, among the available
e Accesstoend user, intermediaries/distributors to
- . . reach the customers.
e Prevailingdistribution practices,
Intensive distribution :

* Revenue: Cost Anaysis, Organisation uses many

e Time horizon required for development of channel, ?Jg{gnn?gri:ries to reach the
e Degreeof control desired,

e Availabilityof channel participants,

e Choosing the best intermediary,

e Capability of channel participants,

s Customer care provided by channel participant,

e Geographical coverage desired,

¢ Market standing of the channel participant, and

e Financia status of the channel participant, etc.

Various decisions regarding distribution like level sof channel, selection of channel members
etc. can give results only when smooth and professiona relations with intermediaries are
developed and maintained. There isa strong interdependency between say Airlines and its
intermediaries like GSA, Ticketing Agent and Tour Operators or Hotels and its
intermediaries like travel agents, Corporate Meeting Planners etc. The roles and
responsibilitiesshould beclear and specific. Theseshould be properlyspelt out in order to
avoid any chances of conflict among the organisation and its intermediaries. For example
the percentage of commissions or royalties, mode of payment, credit facilities, credit time
etc. aredecided at theinitial stagesitsalf. It is aso advisableto have contracts/agreements
signed inthis regard. In most of the cases, commissionsand credit facilitiesetc. are decided
on the basisof volume of businessto be handled. The principal suppliersin order to maximise
their gains through increase in business volume offer incentives and rebates to their
distributors.

"Thedecision to use middlemen involvesthe organi sation in a number of further decisions.
Thefirst is the problem of choosing the best middlemen from the large number who are
available...But it might find that a desired distributor is not willing to accept the
assignment. Or thedi stributor might handlethe product only if given exclusivedistribution.
Or thedistributor might handlethe product only if it receives better financial terms than
are beingoffered.... Theorgani sation must followthis up bycarefullyestablishingtheterms
and responsibilities of the distributors. Thisis caled the trade-relations mix and consists
of the price policies, conditions of sale, territorial rights and specific services to be
performed by each party" Philip Kotler. 41
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The concept of 'Relations Marketing' explainsthe need to have better relationswith various

groups related to functioning of an organisation. In tourism and travel industry there is
pronounced need to establish,devel op and maintain successful rel ational exchangesamongst
the variousplayers.

For positive relationship both the parties are required to have strong commitment and
unquestionabl etrust. On thisdependsthe efficiency adjustment and in caseseven survival of
the organisations. Constant motivation of intermediariesby the organisation is necessary in
order to maintain their interest in the product. Regular contact, sal esincentives, bonus, etc.
are part of the motivationstrategies.

Finally, an organisation must evaluate or assessthe performanceof the intermediaries. This
exercise Must be taken up at regular intervals. Every organisation must devise its own
performanceindicatorsfor thedistributorsas per the organisation's plansand requirements.
Performance evaluation also callsfor certain strategic decisions like dropping those whose
performance is below the expectationsor motivatingthem further to pay more attention to
their product or service. An organisation aspiring for success should also get constant
feedback from the intermediaries regarding the market trends, customer requirements,
competition, etc. along with the image feedback about the efficiency and quality of itsown
products and services.

Check Your Progress-2

1) What role intermediariesplay in tourism marketing?

.................................................
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16.7 LET USSUM UP

As in other sectors in travel and tourism also, distribution is an important element in the
Marketing Mix. Distribution actually provides an access to customers and in the case of
tourism product and services there are a number of intermediaries that constitute the
distribution system. Organisation planning is required to select a proper channel for
marketing of tourism products and services and certain decisions have to be undertaken in
this regard. It is after evaluating the various available alternatives that an organisation
develops itsdistribution strategy. The capabilities, infrastructure, access to market, volume
of businessetc. of the channel to be adopted are considered in this regard.

16.8 ANSWERSTO CHECK YOUR PROGRESSEXERCISES

Check Your Progress-1

1) SeeSec. 16.2.
2) SeeSec. 16.3.

3) SeeSec. 16.4.

Check Your Progress-2

1) SeeSec. 16.5.

2) SeeSec. 16.6.
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