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1. Abstract:

The tourism distribution landscape has undergone a seismic shift over the past two decades,
characterized by the decline of traditional brick-and-mortar travel agencies and the meteoric
rise of Online Travel Agencies (OTAs). This project report provides a comprehensive, critical
analysis of Option 1: "The Role of OTAs in Shaping the Future of Tourism Distribution
Channels." Through an extensive review of academic literature and secondary market data,
this study examines how platforms like Booking.com, Expedia, and Airbnb have
fundamentally altered the value chain of tourism, transitioning the industry from a linear

supply chain to a complex digital ecosystem.

The research utilizes a qualitative methodology, interpreting the duopolistic nature of the
OTA market and its profound impact on supplier profitability, consumer choice, and market
accessibility. Key findings indicate that while OTAs have democratized travel by providing
consumers with unprecedented price transparency and convenience, they have simultaneously
exerted significant pressure on tourism suppliers through high commission structures
(ranging from 15% to 30%) and restrictive rate parity agreements. The report challenges the
initial "disintermediation" hypothesis proposed in the early internet era, arguing that the
industry has instead experienced "reintermediation," where OTAs act as powerful digital

gatekeepers that control the customer interface.

Furthermore, the discussion highlights the "frenemy" relationship between hotels and OTAs,
where collaboration is necessary for visibility but detrimental to profit margins. It also
explores the post-pandemic context, where OTAs played a pivotal role in managing
cancellation flexibility but also faced backlash over refund policies. The study concludes with
strategic recommendations for tourism businesses to mitigate OTA dependency through
enhanced direct booking strategies, loyalty program innovation, and niche marketing.
Ultimately, it suggests that the future of distribution lies in a hybrid model where digital

connectivity complements, rather than replaces, personalized service.



The Death of the Traditional Middleman?

Historically, travel agents held the keys to the kingdom (GDS Systems). The internet
shattered this model. What was expected to be "Disintermediation" (cutting out the
middleman) actually became "Reintermediation"—where OTAs replaced human agents as

the new, more powerful digital gatekeepers.

The data is stark: In the US alone, the workforce of traditional travel agents collapsed as

simple bookings migrated to digital platforms.

The Extinction Event

Decline of Full-Time US Travel Agents (1995-2015)
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"Transactional agents vanished. Only specialists
survived.”



2. Introduction:

2.1 Background: The Digital Revolution in Tourism

For decades, the global tourism industry operated on a structured, hierarchical distribution
system. At the top were the suppliers—airlines, hotels, and car rental agencies. In the middle
sat the wholesalers and tour operators, who bundled these products. At the bottom were the
retail travel agents, the gatekeepers who connected the product to the consumer. This system
was predicated on information asymmetry; the travel agent possessed knowledge, access to
Global Distribution Systems (GDS like Amadeus and Sabre), and pricing data that the
average consumer simply could not access. The value of the agent lay in their exclusive

access to this "black box" of travel inventory.

The advent of the commercial internet in the mid-1990s shattered this model. The launch of
Expedia by Microsoft in 1996 and the subsequent rise of Booking.com (originally
Bookings.nl) marked the beginning of the "Digital Revolution" in tourism. These platforms
promised to democratize travel, placing the GDS screens effectively onto the consumer's
desktop. This shift was not merely technological; it was behavioral. It transitioned the
traveler from a passive recipient of options to an active hunter of value. Today, the
distribution landscape is a complex web of direct channels, meta-search engines (like Kayak

and TripAdvisor), and OTAs, all competing for the "look-to-book" conversion.

2.2 Problem Statement: The Disruption of Traditional Models

The rapid consolidation of the OTA market has created a new set of critical challenges for the
industry. While the consumer experience has arguably improved through ease of use and
instant confirmation, the economic model for suppliers has deteriorated. The OTA market has
coalesced into a duopoly in the Western world, dominated by Expedia Group and Booking
Holdings. This market concentration gives these platforms immense pricing power and

leverage over suppliers.

For independent hotels and smaller tour operators, OTAs have become a double-edged
sword. On one hand, they offer global marketing reach that no individual small business
could achieve alone—a boutique hotel in Tuscany can be booked by a tourist in Tokyo in

seconds. On the other hand, the cost of this reach is steep, with commissions often exceeding



the net profit margin of the room itself. This reliance has created a "dependency trap," where

suppliers cannot afford to leave the platforms but struggle to be profitable while on them.

This report addresses the urgent need to understand these power dynamics and find a

sustainable path forward.

The Billion Dollar Moat

The OTA market has consolidated into a massive duopoly: Expedia Group and Booking

Holdings. Their dominance is not just about technology; it's about marketing spend.
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Analysis: The Barrier to Entry

Booking and Expedia collectively spend over $10 Billion
annually on performance marketing (Google Ads). An
independent hotel cannot outbid them for visibility,
creating a dependency trap.

2.3 Research Objectives

mie

S The Supplier's Dilemma

x Cannot compete on Ad Spend
x Bound by Rate Parity clauses

X Loss of customer data

g The OTA's Power

v Controls the Search Interface
v/ Owns the Customer Relationship

v Massive Loyalty Ecosystems

This assignment aims to achieve the following specific objectives:

1. To analyze the historical evolution of tourism distribution channels, tracing the shift

from traditional intermediation to digital reintermediation.

2. To critically evaluate the impact of major OTAs and sharing economy platforms

(Airbnb) on the survival and adaptation of traditional travel agencies.



3. To assess the economic implications of the OTA business model, specifically
focusing on commission structures, rate parity, and marketing dominance.

4. To examine the consumer perspective, weighing the benefits of transparency against
the drawbacks of choice paralysis and depersonalization.

5. To provide strategic recommendations for tourism businesses to navigate this

digital dominance, particularly in the volatile post-pandemic context.

2.4 Significance of the Study

Understanding the mechanics of OTA distribution is no longer an optional "digital strategy"
for tourism stakeholders; it is the core of revenue management. For hoteliers, understanding
the "digital shelf" is as vital as housekeeping. For policymakers, the sector raises questions
about anti-competitive behavior and digital monopolies. This report contributes to the broader
academic discourse on platform economics, exploring how digital intermediaries capture

value in service industries.

3. Literature Review:

3.1 The Evolution of Distribution: From Brick-and-Mortar to Click-and-Mortar

The academic literature on tourism distribution is extensive. Early work by Buhalis (1998)
was visionary, predicting that Information Communication Technologies (ICTs) would
revolutionize the industry by reducing communication costs and allowing for real-time
inventory management. The traditional channel was viewed as inefficient, slow, and prone to
errors. The transition to the "Click-and-Mortar" model—where traditional firms attempted to
add online capabilities—was the first phase of adaptation. However, as O'Connor and Frew
(2002) noted, digital-native firms (pure plays like Expedia) quickly outpaced incumbents
because they were unencumbered by legacy systems and physical real estate costs. They

could invest every dollar of capital into software development and user acquisition.



3.2 Theoretical Frameworks: Intermediation and Transaction Cost Theory

To understand why OTAs exist, we must look to economic theory.

Disintermediation: In the early 2000s, the prevailing theory was "disintermediation."
Academics predicted that the internet would remove the middleman entirely, allowing
airlines and hotels to sell directly to consumers, thereby saving commission costs.
Reintermediation: This prediction largely failed. Instead, we witnessed
"reintermediation." Transaction Cost Theory helps explain why. While the cost of
contacting a supplier dropped, the cost of searching and verifying increased due to the
explosion of options. Consumers could not visit 500 individual hotel websites to
compare prices for a trip to Paris. They needed an aggregator to reduce these
transaction costs. OTAs stepped in as the new, digital middlemen, solving the

problem of "information overload."

3.3 The Economics of OTAs: Bilateral Oligopolies (Booking & Expedia)

The market structure of online travel is often described in literature as a bilateral oligopoly or

a duopoly.

Booking Holdings: Owns Booking.com, Priceline, Agoda, Kayak, and OpenTable.
Their primary strength has historically been the "Agency Model," where the hotel sets
the price and the guest pays the hotel directly, with the hotel remitting a commission
later. This model was favored by European hotels for its cash-flow friendliness.
Expedia Group: Owns Expedia, Hotels.com, Vrbo, Orbitz, and Travelocity. They
historically favored the "Merchant Model," where they bought inventory at a net rate
(wholesale) and resold it to the consumer at a markup. In this model, the OTA takes
the payment, holding the cash until the stay occurs. Academic studies (Toh et al.,
2011) show that while these models have converged over time, they both exert
significant control through Rate Parity clauses. These contractual clauses historically
forbade hotels from offering lower prices on their own proprietary websites than they

offered on the OTA, effectively eliminating price competition.



3.4 Consumer Behavior Theories: Search Costs and The Billboard Effect

e Search Cost Theory: Digital platforms exist to lower search costs. However, they
also introduce "switching costs." Loyalty programs like Expedia’s "One Key" or
Booking.com’s "Genius" create artificial switching costs, locking consumers into an
ecosystem.

e The Billboard Effect: A seminal study by Chris Anderson (2009) at Cornell
University identified the "Billboard Effect." He found that listing a hotel on an OTA
increased direct bookings on the hotel’s own website by up to 26%. Consumers use
the OTA as a search engine to filter options (due to its superior UI), then visit the
brand site to verify information or look for better deals. This theory reframed OTAs

as a marketing channel rather than just a distribution channel.

3.5 The Disruption of the Sharing Economy (Airbnb)

Airbnb represents a "third wave" of disruption. Unlike standard OTAs that distribute
professional inventory (hotels), Airbnb unlocked the "long tail" of amateur inventory (private
homes, spare rooms). Guttentag (2015) applies Christensen’s theory of Disruptive
Innovation to Airbnb. He argues that Airbnb started by serving a low-end market (couch
surfers and budget travelers) that traditional hotels ignored. However, as the platform
matured, it moved upmarket with "Airbnb Plus" and "Airbnb Luxe," eventually challenging
traditional hotels for the core business traveler and family vacationer. This forced the entire
distribution ecosystem to adapt, with OTAs rushing to list apartments and vacation rentals to

compete.



Profit Erosion & The "Frenemy'" Dynamic

The financial relationship is parasitic yet necessary. For many independent hotels, the

commission paid to OTAs (15-30%) exceeds their own net profit margin.

The Dependency Trap

Hotels need OTAs for global reach (filling rooms that would
otherwise go empty), but the cost of acquisition is rising
significantly.

Rate Parity

Contractual clauses historically prevented hotels from
offering lower prices on their own websites, effectively
banning price competition.

Where the Revenue Goes

Typical Distribution of Booking Revenue

Hotel B Hotel Net Profit
Operati o
Costs & OTA Commission

15-25%  ~15%

Avg. Commission  Typical Hotel Profit



4. Methodology:

4.1 Research Philosophy and Design

This project report adopts an interpretivist research philosophy. This approach
acknowledges that the impact of OTAs is not a single objective truth but is complex,
multifaceted, and socially constructed through the interactions of various stakeholders
(hoteliers, tech developers, travelers). The research design is descriptive and analytical,
utilizing a qualitative approach to interpret market trends, strategic behaviors, and financial

data.

4.2 Data Collection: Secondary Data and Market Analysis

Given the broad scope of this assignment and the lack of resources for large-scale primary
consumer surveys, the report relies on robust secondary data sources. This ensures the

arguments are grounded in verified trends rather than anecdotal evidence.

e Academic Journals: Tourism Management, Cornell Hospitality Quarterly,
International Journal of Hospitality Management.

o Industry Intelligence: Reports from Skift, Phocuswright, and UN Tourism regarding
digital adoption rates and OTA market share.

e Corporate Filings: Analysis of the Annual 10-K filings of Booking Holdings and
Expedia Group. These documents provide indisputable data on revenue streams,

marketing expenditure (PPC spend), and strategic risk factors.



4.3 Case Study Approach

The report utilizes a comparative case study method. It contrasts the operational models of
the "Big Two" (Booking and Expedia) with the "Disruptor" (Airbnb) and the "Supplier" (a
theoretical independent hotel). This comparative lens allows for a granular analysis of how

different business models impact the value chain.

The Third wave: Traditional Hotels
A i r bn b Airbnb/Long Tail

Airbnb didn't just compete,; it
expanded the universe of
inventory. It unlocked the “Long
Tail" of amateur accommodation
(homes, apartments) that OTAs
initially ignored.

This forced OTAs to adapt. Now,
platforms like Booking.com list
millions of "Alternative
Accommodations” to survive.

KEY INSIGHT

‘Experience over Product.
Living like a local redefined
the market.”

5. Findings:

5.1 The Decline and Evolution of the Traditional Travel Agent

Data indicates a stark contraction in the number of traditional retail travel agencies,
particularly in the mass-market sector. In the United States, the number of full-time travel
agents dropped from a peak of 34,000 in the mid-1990s to fewer than 13,000 by 2010

(Bureau of Labor Statistics).

o Displacement of Transactional Work: Simple point-to-point bookings (flights,

standard hotels) have migrated almost entirely to OTAs. The value added by a human



agent for booking a London-to-New York flight is negligible compared to the speed
of an algorithm.

Survival through Specialization: However, the sector has not died; it has evolved.
The surviving agents have pivoted to become "Travel Consultants" or "Designers."
They focus on complex, high-value itineraries (cruises, multi-stop honeymoons,
luxury safaris) where the cost of a mistake is high and human empathy/expertise adds

tangible value.

5.2 The Market Dominance of the ""Big Two"

The findings reveal a massive consolidation of power.

Marketing Spend as a Moat: Booking Holdings and Expedia Group collectively
spend over $10 billion annually on performance marketing (primarily Google Ads
and Metasearch). This level of spending creates an insurmountable barrier to entry for
new competitors. An independent hotel simply cannot outbid Booking.com for the
keyword "Hotel in New York."

The "Google" Factor: Interestingly, Google Travel has emerged as the biggest threat
to the OTAs. Google has moved from being just a search engine to a "Meta-OTA,"
allowing users to browse flights and hotels within the search results page. This forces

OTAs to bid even higher for visibility, squeezing their own margins.

5.3 Analyzing the "Billboard Effect" in the Modern Era

While the "Billboard Effect" was a strong driver of direct bookings in 2009, recent findings

suggest it is eroding.

Ecosystem Lock-in: OTAs have aggressively improved their loyalty programs.
Booking.com’s "Genius" program offers instant 10-15% discounts to logged-in users.
These "fenced" rates are often lower than what is available on the hotel's own site.
Result: By rewarding consumers for staying on the platform, OTAs are training
travelers to bypass the comparison phase. The modern consumer is less likely to visit
the hotel website if they trust the OTA will give them the best price and a loyalty

reward.



5.4 Financial Implications: Commission Structures and Profit Erosion

The analysis of financial structures reveals the "cost of distribution" is the second-largest line

item for hotels after labor.

o Independent Hotels: Typically pay 20-25% commission. They lack the volume to
negotiate better terms.

e Major Chains (Marriott, Hilton, Accor): Negotiate significantly lower rates (10-
15%) due to their massive inventory volume.

o Implication: This disparity means that small, independent tourism businesses are
disproportionately affected by the OTA oligopoly. Effectively, an independent

hotelier works one week out of every month just to pay their distribution partners.
5.5 Post-Pandemic Shifts: Flexibility as the New Currency
The COVID-19 pandemic acted as a stress test for distribution channels.

e Refund Chaos: In 2020, many consumers found themselves in a "refund loop,"
where the OTA blamed the airline/hotel, and the supplier blamed the OTA. This
damaged trust in intermediaries.

o The Rise of Flexibility: Post-pandemic travelers prioritize flexibility (free
cancellation) over the absolute lowest price. OTAs were quick to standardize "Free
Cancellation" filters, forcing suppliers to adopt lenient policies to remain visible,

often shifting the financial risk of last-minute cancellations entirely onto the hotel.



6. Discussion:

6.1 The Consumer Perspective: Transparency Paradox and Choice Overload

Pros:

Cons:

Transparency & Comparison: Before OTAs, comparing prices across five hotels
required five phone calls and manual note-taking. OTAs allow side-by-side
comparison of price, amenities, and location in seconds. This transparency has forced
hotels to be competitive and maintain quality standards.

User-Generated Trust: Reviews provide social proof that mitigates the risk of
booking an unknown property. A hotel with a 9.0 rating on Booking.com commands a
price premium purely based on trust.

Dynamic Packaging: The ability to bundle flights, hotels, and car rentals offers

convenience and often package savings that direct booking cannot easily replicate.

Choice Paralysis: The sheer volume of options can lead to decision fatigue. The
"Paradox of Choice" suggests that when faced with too many options, consumers
become anxious and less satisfied with their final decision.

Dark Patterns: OTAs frequently use psychological triggers or "dark patterns" to
create urgency. Messages like "Only 1 room left!" or "15 people are looking at this
property right now" are designed to bypass rational decision-making and force a quick
sale.

Customer Service Disconnect: When disruptions occur (e.g., a flight cancellation or
a lost reservation), the consumer often finds themselves bouncing between the OTA's

call center and the supplier's front desk, with neither taking responsibility.



6.2 The Supplier Perspective: Global Reach vs. Margin Dilution

Pros:

Cons:

Global Reach: This is the primary value proposition. OTAs open up markets that are
geographically and linguistically distant. A hotel in Thailand can easily sell to a
Russian tourist without translating their own website or running ads in Russia.
Distressed Inventory Management: OTAs are excellent channels for offloading
last-minute unsold rooms (e.g., via HotelTonight or "Secret Deals"). Selling a room at
50% off is better than letting it spoil at $0 revenue (due to the perishability of the

service).

. Margin Erosion: The 15-25% commission is a significant hit to profitability. For

many hotels, the net profit margin is only 10-20%, meaning the OTA commission can
wipe out the entire profit of a booking, leaving the hotel only covering its variable
costs.

Loss of Customer Ownership: OTAs increasingly withhold customer data. They
often provide "aliased" email addresses (e.g., guest-123@booking.com) which expire
after the stay. This prevents the hotel from adding the guest to their own CRM for
future direct marketing.

Commoditization: On an OTA shelf, hotels are reduced to a price point and a
thumbnail image. It is difficult to convey unique brand values, atmosphere, or service

quality in a standardized template.

6.3 The "Frenemy'" Dynamic and the Battle for the Customer Owner

The relationship is best described as a "frenemy" dynamic—a mix of friendship and enmity.

Hotels need OTAs to fill rooms, but they resent the cost.

The "Book Direct" Wars: Major chains have launched massive global campaigns
(e.g., Hilton's "Stop Clicking Around," Marriott's "It Pays to Book Direct"). They
offer tangible perks like free Wi-F1i, digital check-in, or room selection on/y to direct

bookers. This is a direct attempt to claw back market share from the intermediaries.



o Loyalty as the Weapon: The battleground is now loyalty. OTAs are building cross-
brand loyalty (points usable on any airline/hotel), while chains are building deep-

brand loyalty (points usable only within their chain).
6.4 Rate Parity: The Legal and Commercial Battlefield

"Rate Parity" clauses have been a source of immense conflict. These clauses prevent hotels

from undercutting the OTA price on their own website.

o Legal Challenges: Regulators in Europe (e.g., France, Italy, Austria) have banned
"narrow" and "wide" rate parity clauses, arguing they stifle competition. This allows
European hotels to legally offer lower prices directly.

o US Context: In the US, parity clauses largely remain, though they are loosening.
However, OTAs punish hotels that break parity not by suing them, but by "dimming"
their visibility—pushing them to page 5 of the search results, which is commercially

fatal.
6.5 The Role of Airbnb in Redefining '"Accommodation' Inventory

Airbnb has fundamentally impacted distribution by expanding the definition of tourism
inventory. It forced OTAs to adapt; Booking.com now lists millions of "alternative

accommodations" (apartments, homes) to compete.

o Experience vs. Product: Airbnb’s interface focuses on "living like a local" and
"experiences," shifting consumer expectations. Travelers now look for unique, non-
standardized stays. This has pressured traditional hotels to de-standardize and offer
more local flavor.

o Professionalization of Hosts: Airbnb is no longer just for amateurs. Professional
property management companies now distribute hundreds of units via Airbnb,

blurring the line between "sharing economy" and "OTA.."



7. Recommendations:

Based on the critical analysis and discussion, the following strategic recommendations are

proposed for tourism businesses to adapt to the OTA-dominated landscape:

1. Adopt a "Dispersed' Distribution Strategy: Do not rely on a single OTA. Over-
reliance on Booking.com is a risk; if their algorithm changes, your revenue collapses.
Maintain a healthy mix of inventory across Booking.com, Expedia, Airbnb, and niche
channels (e.g., Mr & Mrs Smith for luxury) to reduce dependency.

2. Invest in the "Direct Booking'" Value Proposition: Hotels cannot always compete
on price (due to parity), but they can compete on value. Offer tangible, high-
perceived-value benefits for direct booking that OTAs cannot match. Examples
include:

o Free breakfast or a welcome drink.

o Room upgrades (subject to availability).

o Flexible cancellation policies (better than the OTA standard).
o Early check-in / Late check-out.

3. Leverage Metasearch and Google Hotel Ads: Invest in connecting the booking
engine to Metasearch (Google, TripAdvisor, Trivago). This allows the hotel's direct
rate to appear alongside the OTA rates in the comparison list. While this requires a
marketing budget (PPC), the cost of acquisition is often lower (8-12%) than OTA
commissions (15-25%).

4. Enhance CRM and Loyalty: The moment a guest checks in (even if they booked via
an OTA), the goal must be to convert them for the next stay.

o Capture real email addresses at the front desk.

o Use CRM systems to send personalized "Thank You" offers for their next
visit.

o Create a "Private" or "Members Only" email list that offers rates lower than
public OTA rates (which is legal as it is a "closed user group").

5. Niche Specialization for Agents: Traditional travel agencies must abandon the
"generalist" model. Success lies in becoming hyper-specialized experts. Whether it is
"Wellness Retreats for Women over 50" or "Accessible Travel for Disabled Tourists,"
specialization allows agents to charge service fees for expertise that Google cannot

provide.



8. Conclusion:

The tourism distribution channel has not merely evolved; it has been revolutionized. The days
of the linear Supplier-Agent-Consumer chain are unequivocally over, replaced by a complex,

networked ecosystem dominated by powerful digital platforms.

This report has demonstrated that Online Travel Agencies (OTAs) play a role that is both
parasitic and symbiotic. They are indispensable marketing engines that provide global
visibility and consumer transparency, creating a liquid market for travel services. Yet, their
oligopolistic power allows them to extract significant economic rent from the industry,
challenging the viability of small, independent operators. For traditional travel agencies, the

rise of OTAs has forced a painful but necessary evolution towards high-touch consultancy.

The future of tourism distribution will not be a binary choice between "Direct" or "OTA."
Instead, it will be a hybrid environment. Successful tourism businesses will be those that
master the art of "channel management"—using OTAs strategically for customer acquisition
during low-demand periods or in new markets, while aggressively driving direct bookings for
repeat guests and high-demand periods. In the post-pandemic context, where travelers value
flexibility, trust, and personalization, the ability to own the customer relationship—rather

than renting it from an OTA—will be the ultimate competitive advantage.
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