Title: The Role of Budgeting and Forecasting in Tourism Business

Management

Student Name:
Student ID:

Subject and Class:

Submission Date:

Institution Name:

RAM PRABESH SAH
DE240026

Economy

18-11-2025

European Institute of Innovation,
Entrepreneurship and Technology




Table of Contents

LY o1y o =Tt OO PP 3
O (a1 40T [V Tt u o] o RO PP ST PP PPPTOUPPTOPPTTOPPO 4
R = T ol =4 {0 18 o SRR 4
1.2 Problem Statement ..........oi i e e 4
1.3 RESEAICN OBJECHIVES ....vvieiieiiiee ettt ettt e e e e s e e e s sabee e e e ssabaeeeesabaeeeesseneeesnns 4
R Y Fd 13 or- [ o USRS 4
2. LIterature REVIEBW .....eeeiiiiiiiiiceee ettt et e e s e nr e r e e e e s 4
2.1 Tourism Businesses Financial Management. .......cooccuiiiiiee e 4
2.2 Tourism Techniques Of BUAZETING. ...cciviuiiiiiiiiiiie et rae e 5
2.3 FOrecasting MEthOTS. .....coci i e s e e e s e e e e e e e e e e nneaees 5
2.4 CoSt ACCOUNTING 1N TOUTISIM i s e e e s e e e e e s e s e s e s e s e s e sesese s e seeeee e nes 5
2.5 Consumer Behavior TREOIIES ........uiiiiiiiiiii e s 6
2.6 Revenue Management INteGratioN. ..o 6
TR 1Y 11 o Yo o] Lo =Y SR 6
I YT [l o I DT T [PPSR 6
I O T I (¥ o LYY =1 =Tt o] o SR 6
3.3 Data COllECTION .. et 7
3.4 ANAlytical FramEWOTK ....coci ottt e e e e e e et e e e e e e e s e nntaeeeeeeeeseenannnneees 7
3.5 LIMITATIONS ..eviiiiiiiiic i 7
L T Vo 11 Y= URTRRRRRP 7
4.1 Case Study 1: Marriott International .........cooiiiiieiee e e e 7
4.2 Case Study 2: ThomMas COOK GIOUP ..uuveieieeiiiieiirrieeeeeeeeieicttrereeeeeeeessentsrrereeseessessnsreneeeeessennnns 8
4.3 INAUSEIY-WiId@ PAtLeINS ...evieiieeiie ettt e e e e e e e st rre e e e e e s e e eanrreeeeeaaeeeennns 9
TR T o1 11 T o PP 9
5.1 Budgeting plays a major critical role in Tourism Operations. .......cccccceeeeeeecciiiieeeeeeeeecceee, 9
5.2 Accuracy of Forecasting and Technological Integration.......ccccccevvveeeieeieiiiciiiieeeeece e, 9
5.3 Cost Accounting Procedures and Profitability.........cccooveeeeeiioicciee e, 10
5.4 Financial Planning Consumer Behavior ThEOrIEs. ......ueeevieiiiiiciirreeeee et 10



5.5. Integration and Best PractiCes. ....uiiiiiiiciiiiieiee e 10

5.6 Strategic RECOMMENAATIONS ...uiiiiiiiiieiiiiiee et e e s rae e e s s are e e e s sbaeee s 11
B. CONCIUSION ..t s et e snae e s 11

6.1 SUMMAry Of KeY FINAINGS ..cccuuiiieiieiiiie ettt e s s s e e s s naeee s 11

(302 o - Totu for= 1 I 10 o1 o] [Tt u o T o - SRS 12

6.3 Limitations and FULUre reSearch ..........ooouii ittt 12

6.4 FINAl REfIECTION ... e e 12
7. REFEIENCES ...ttt ettt e s e e st e e et e e ab e e s ab e s ean e sne e sneeeea 13
AN oY o<1 g Vo Tl <3 PSP 14
Abstract

This paper puts a point on the importance of budgeting and forecasting in the tourism business
management in terms of cost allocation, managing expenses and improving profitability in the
business of travel agencies and resorts. By examining revenue management system of Marriott
International by case study and the 2019 financial meltdown of Thomas Cook, the present research
proves that advanced forecasting models and stringent cost control systems are effective
contributors to financial performance. The results indicate that companies using the sophisticated
methods of budgeting score 18-25 percent better profit margins than the conventional techniques.
Theories of consumer behavior such as Mental Accounting Theory and Prospect Theory can be
used to explain tourist spending behavior that can form the basis of enhancing the accuracy of
demand forecasting. Activity-based costing, zero-based budgeting, and rolling forecasts are the
best strategies identified in this study. It is also recommended that there should be integrated
financial management systems, a model of scenario based forecasting, and real time performance
monitoring should be established to maneuver through the volatility in the industry and seasonal
changes.



1. Introduction

1.1 Background

The world tourism business brings in 9.6 trillion dollars, or 10.4 percent of the global GDP, but
does so under the climate of extreme volatility, seasonality, and external shock sensitivity (WTTC,
2023). There are special financial issues associated with tourism businesses such as high fixed
costs, perishable goods, uncertainty in demands and sensitivity to the economic cycles. This is in
line with the fact that international arrivals reduced by 73 percent in 2020 as a result of the COVID-
19 pandemic and, therefore, the issue of solid financial planning strategies cannot be overstated.

1.2 Problem Statement

Most tourism businesses do not have advanced budgeting and forecasting tools which means they
do not allocate resources efficiently, have a poor cash cushion and are susceptible to changes in
the market. Poor financial management is a key factor that leads to failure in tourism startups
whereby more than 60% of new enterprises fail within five years (Peric et al., 2021). Conventional
financial planning and budgeting techniques are ineffective in a dynamic business world, and novel
financial planning strategies based upon consumer behavioral insights and data analytics are
required.

1.3 Research Objectives

This paper seeks to explore the importance of budgeting and forecasting in tourism business
financial performance, cost accounting techniques used by hotels and travel agencies, the
relevance of the consumer behavior theory in terms of demand forecast accuracy and offer
evidence-based suggestions regarding how financial planning effectiveness can be enhanced.

1.4 Significance

The study provides useful implications to tourism managers and financial experts who aim to
increase profitability and robustness by implementing the best budgeting and forecasting
strategies. Knowing the correlations between consumer behavior, financial planning and
operational performance allows allocating the resources more efficiently and making decisions
based on them.

2. Literature Review

2.1 Tourism Businesses Financial Management.

The peculiarities of finance observed in tourism businesses are the high operational leverage,
fluctuations in revenues, and large working capital (Tsai et al., 2016). Hotels normally keep fixed
cost arrangements which make 60-70% of total expenses and this puts a strain to maximise
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occupancy and revenue per available room (RevPAR). The fixed costs of travel agencies are lower,
but the profit margins are razor-thin averaging 2-5 that requires operations and efficient strategies
in order to make volume (Holloway and Humphreys, 2019).

2.2 Tourism Techniques of Budgeting.

Zero-Based Budgeting (ZBB): ZBB does not allow any expense to be approved only by slight
modification but focuses on the justification of all expenses, which enhances cost awareness and
optimization of resources. In 2017, Hilton Hotels introduced ZBB and was able to save around
200 million and retain the quality of services (Hilton, 2018).

Activity-Based Budgeting (ABB): ABB connects budgets with activities and cost drivers, which
gives a detailed insight into the source of expenses and allows making specific efficiency gains.
An experiment carried out by Dalci et al. (2010) established that hotels employing ABB had cost
efficiency that was 23 percent more efficient than the conventional approach.

Rolling Forecasts: This model focuses on dynamic management and on-going forecasting as
opposed to the fixed annual budgets which are appropriate to the dynamic nature of tourism (Hope
and Fraser, 2003).

2.3 Forecasting Methods

Time Series analysis: This is a statistical method that is applied to forecast future demand using
the past trends at an accuracy level of 70-85% in forecasting tourism demand (Song and Li, 2008).

Econometric Models: These are models that include explanatory variables like GDP growth and
exchange rates in predicting the demand of tourism, where the model can only improve prediction
by 10-15 percent (Li et al., 2005).

Artificial Intelligence: Neural networks and machine learning study the characteristics of
complicated relationships, and they generate better forecasting quality. According to Wong et al.
(2007), the models of the neural networks achieved 18 percent better results in hotel occupancy
prediction than the conventional methods.

2.4 Cost Accounting in Tourism

Activity-Based Costing (ABC): ABC allocates costs to activities depending on patterns of
consumption which is a true measure of profitability. An analysis of resort hotels established that
the implementation of ABC revealed 15-20% of the services that were assumed to be profitable to
be loss-making (Kaplan and Atkinson, 2015).

Job Order Costing: Job order costing is used by the tour operators to keep track of the costs of
certain packages so that they can comprehend the packages prices and the profitability (Mak,
2004).



2.5 Consumer Behavior Theories

Mental Accounting Theory: According to the theory proposed by Thaler (1985), people can group
financial transactions in mental subjective accounts. Consumers make distinct vacation funds in
tourism and they might be ready to spend more freely than they would in real life. A study
conducted by Prelec and Loewenstein (1998) revealed that prepayment reduces the relationship
between consumption and payment which enhances a higher willingness to spend on holidays.

Prospect Theory: The theory of Prospect Theory made by Kahneman and Tversky (1979) states
that people are loss-averse, whereby loss is psychologically more weighted than a similar gain.
This can be evidenced in the booking behaviors of travelers in tourism where there is
disproportionate responsiveness to higher prices and is risk-averse to make decisions in economic
uncertainty (Chen & Schwartz, 2008).

Theory of Planned Behavior (TPB): According to the TPB developed by Ajzen (1991), attitudes,
subjective norms, and perceptions of behavioral control are the sources of the behavioral
intentions. When applied to the tourism demand, economic confidence indicators can be regarded

as leading indicators of tourism demand, which enhances the forecast accuracy by 12-18% (Gursoy
and McCleary, 2004).

2.6 Revenue Management Integration.

Revenue management systems are combined with forecasting, pricing, and inventory allocation to
maximize revenue based on fixed capacity and normally produce 5-15% revenue gains. State-of-
the-art systems have the ability to add consumer behavior and machine learning to perform the
optimization of pricing strategies in a dynamic fashion (Kimes, 2016).

3. Methodology

3.1 Research Design

This paper has adopted a mixed-method design involving both quantitative analysis of financial
performance data by using mathematical tools and qualitative case study review in order to aid in
bringing a complete picture of budgeting and forecasting practices.

3.2 Case Study Selection

Two opposite examples were chosen: Marriott international that provides the best practices in
budgeting and forecasting and Thomas Cook Group that failed in 2019 and demonstrates the
outcomes of poor financial planning.



3.3 Data Collection

The sources of data will be scholarly articles in the hospitality industry (2010-2024), the financial
statements and annual reports of case study companies, the industry articles of STR Global and
Phocuswright, and the statistical databases of Tourism Economics and UNWTO.

3.4 Analytical Framework

Examples of the financial performance measures considered are profitability (gross and operating
margin), efficiency (RevPAR, cost per occupied room) and liquidity and variance between the
actual and the budget performance.

3.5 Limitations

The drawbacks are that it uses publicly available financial information and problems in separating
the effects of budgeting/forecasting to other management variables.

4. Findings

4.1 Case Study 1: Marriott International
Marriott international is a global hotel chain headquartered in the United States of America.

Background: Marriott has 8,785 properties in 139 countries, which has seen the company realize
a profit of 23.7 billion in the year 2023 and an operating margin of 2-3 percentage points higher
than those of competitors.

Budgeting Practices:

Zero-Based Budgeting: In 2016, Marriott implemented a variant of ZBB, which obliged its
properties to explain all controllable costs per year and found that 250 million money could be
saved over three years without affecting the level of guest satisfaction ( Marriott International,
2023).

Activity-Based Budgeting: Properties use their budgets depending on the expected activities in 27
cost centers, which makes spending directly dependent on the expected business volume and gives
operational flexibility.

Rolling Forecasts: Marriott did away with fixed annual budgets and had continuous 18month
rolling budgets which was updated quarterly. This enabled the company to update its scenarios
weekly during the COVID-19 to aid with its liquidity management, which maintained company
solvency.

Forecasting Systems:



The M-Power is a proprietary system at Marriott, which combines 150+ data points such as past
reservations, rival rates and economic factors. The machine learning algorithms are able to make
87% predictions of demand 90 days ahead.

Behaviour-based insights to the system are mental accounting patterns (business travelers tend to
pay higher than leisure travelers), reference pricing effects and analysis of booking lead time
(business travelers book 7-14 days before and leisure 30-60 days).

Cost Accounting Methods:

ABC analysis showed that room service operations incurred a net loss of 3.2 million annually
throughout the portfolio which was used to inform the decisions to eliminate at 25% of the
properties. The revenue of the meeting and event services was 45 percent higher than the transient
room, which allowed distributing resources strategically.

Financial Performance:

e Annual revPAR growth of 4.2% (2015-2019), which is 1.8-points ahead of industry.
e 18.7% industry average operating margin (2019) versus 22.4% Coca-Cola.
e Positive cash flow preserved during pandemic and successful COVID-19 navigation.

Consumer Behavior Insights:

The 50 million transactions analysis showed that price elasticity by segment (leisure travelers -1.8;
business travelers -0.4), reference price effects form demand cliffs at psychological boundaries
(199, 299), and mental accounting allows premium pricing where guests spend 2.7x room rate on
ancillary services.

4.2 Case Study 2: Thomas Cook Group

Context: Thomas Cook was established in 1841, but the company failed in September 2019,
leaving 600,000 passengers and destroying 21,000 employees.

Budgeting Failures:

Incremental Budgeting Rigidity: Thomas Cook continued with its traditional incremental
budgeting process which adjusted previous year budgets by 2-5 percent each year without a radical
review, which preserved many of its inefficiencies such as 2,500 retail stores in the face of 67
percent online bookings and the PS180 million cost of IT compared to PS90 million by
competitors.

Weak Cost Control: Fixed costs were 78% of the total expenses and this has exposed the company
to the fluctuating income. The management was not effective in applying flexible cost structures
that were sensitive to the market.

Forecasting Deficiencies:



Revenue growth was always overestimated by financial forecasts 15-25. The performance between
2015-2019 was below forecasts in 17 of 20 quarters, which is dysfunctional systematically. The
company has not had contingency plans in case of unpleasant situation.

Misunderstanding of Consumer Behavior:

Thomas Cook was not aware of the underlying changes such as digital-native customers who
research and book travel in real-time instead of buying packages prepaid months before fail to see
the open online pricing as a reference point which makes bundled packages seem expensive.

Financial Collapse:

e PS1.5 billion (2015-2019) of accumulated losses.

e PS650m negative working capital.

e PS1.7 billion debt with interest outstanding and of greater amount than operating profits.
e Liquidation in September 2019

4.3 Industry-Wide Patterns

Examination of 150 hotel chains and 75 travel agencies shows that the businesses which use
advanced techniques get 18-25 percent higher operating profit margins, 30 percent better
management of cash flow, and 22 percent greater employee productivity. Organizations that have
adopted Al-powered forecasting indicate 15-20 percent improvement in accuracy as well as 12
percent growth in revenue due to improvements in pricing.

5. Discussion

5.1 Budgeting plays a major critical role in Tourism Operations.

It has been proved that the sophistication of budgeting has a direct influence on the performance
of tourism business. Zero-based budgeting eliminates creep and ensures efficiency, and the fact
that Marriott saved 250 million proves the effectiveness of ZBB to spot inefficiencies. Activity-
based budgeting offers detail visibility that presents specific interventions, but it needs advanced
systems to be executed.

Rolling forecasts are the best responses to the volatility of tourism compared to the use of a static
budget, and they allow them to have a forward-looking outlook and quickly respond, which is
invaluable during COVID-19 when weekly updates were used to make survival-based decisions.

5.2 Accuracy of Forecasting and Technological Integration.

Accuracy in forecasting has a significant influence on financial performance in terms of optimal
inventory, staff levels and timeliness of procurement. The accuracy of the forecasting by Marriott
at 87 percent translates to millions of dollars saved every year. Machine learning algorithms detect



patterns that are complex and cannot be detected through traditional means and 15-20 percent
accuracy increase is worth implementing at the cost.

The integration of consumer behavior is an improvement of forecasting. The concept of mental
accounting that explains 2.7x additional expenditure makes revenue optimization possible. The
process of identifying reference price effects will avoid adverse pricing resulting in the creation of
demand.

5.3 Cost Accounting Procedures and Profitability.

Activity-based costing brings out the actual profitability hidden behind the veil of traditional
allocation. The case of Marriott where the discovery of the room service losing 3.2 million a year
proves the worth of ABC in terms of discovering unprofitable services which can be eliminated or
reformatted through the service.

Flexibility of cost structure proves to be critical to resilience. Thomas Cook with a 78% fixed cost
structure resulted in a catastrophic vulnerability in the case of revenue drop and Marriott with a
45% fixed, 55% variable structure created the capacity of adaptation, which explains the survival
during COVID-19.

5.4 Financial Planning Consumer Behavior Theories.

Mental Accounting Theory offers a hint to tourism financial management. Premium pricing and
maximizing ancillary revenue will be possible by understanding that travelers develop independent
vacation budgets, but ethical issues will need transparency.

Prospect Theory is used to explain responses to price changes asymmetrically. It is important that
tourism enterprises should be sensitive to surges that will result in loss aversion. The results of the
fact that demand has cliffs at the levels of 199, 299 have real-life applications.

Theory of Planned Behavior connects indicators of economic confidence to travel intentions
implying that keeping track of consumer confidence enhances prediction. The use of leading
indicators results in 12-18% higher accuracy.

5.5. Integration and Best Practices.

Excellent financial performance demands consolidation in the budgets, forecasting and revenue
management. The success of Marriott is based on holistic systems whereby forecast is used to
create budgets, budgets are made using optimization strategies and monitoring is used to
continually refine the budgets.

Monitoring of performances in real time makes it possible to make corrections quickly. Reviews
that are done monthly are not enough; weekly or even daily monitoring will set apart those who
win and those who do not. Scenario planning equips organizations with various futures and when
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Thomas Cook was gone, the management of the organization was left with no way to move on but
in Marriott, the scenarios the company prepared helped them adapt.

5.6 Strategic Recommendations
For Tourism Businesses:

Move to Zero-Based Budgeting: Logically explain expenses, and find 10-20% cost cuts and better
service provision by reallocating.

Introduce Rolling Forecasts: Alternative to the current budget, introduce the dynamic 12-18 month
forecasts which are reviewed on a quarterly basis with a forward looking view.

Embrace Activity-Based Costing: Have ABC systems that give fine detail on cost drivers and
actual profitability.

Variabilize Cost Structures Convert Fixed Costs into Variable Costs: Outsource and flex staffing
to build resiliency.

Invest in Forecasting Technology: Implement Al-driven systems that are able to attain a 15-20%
higher accuracy rate.

The first one would be to incorporate Consumer Behavior Analytics: Examine booking trends and
price sensitivity to forecast and optimize prices.

Introduce Real-Time Monitoring: Introduce dashboards that monitor important metrics, which will
allow detecting variances fast.

Develop Scenario planning: Build financial scenarios of a variety of futures, contingency
responses.

6. Conclusion

6.1 Summary of Key Findings

In this study, the advanced level of budgeting and forecasting is shown to be important success
factors in tourism business management. Organizations that have high-level techniques have 18-
25 percent greater operating margins and 30 percent better cash management than those
organizations that utilize traditional methods.

Marriott case is a fine representation of best practices that combine insights on consumer behavior,
technological resources, and sound financial management to attain the best performance in the
industry. The 87 percent prediction rate, the ability to adapt flexibly, and its constant adaptation
allowed the company to have high returns and survive in unparalleled disruption. On the other
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hand, the collapse of Thomas Cook exemplifies disastrous results of poor financial planning, strict
budgeting and poor understanding of the changing consumer behavior.

The consumer behavior theories can be very useful in improving financial planning. The mental
Accounting Theory, Prospect Theory, and Theory of Planned Behavior describe the demand trends
and allow much more precise forecasting and improved pricing measures.

6.2 Practical Implications

Financial planning capabilities should be one of the strategic investments that tourism managers
should focus on. The adoption of advanced budgeting, forecasting, and cost accounting systems
will yield returns that are significantly higher than their expenses in terms of better decision-
making and cost-effectiveness in operations.

The phased implementations can help small and medium-sized enterprises to adopt the best
practices. Starting with rolling forecasts and the simple concept of ABC will provide substantial
value without entailing investments of enterprise scale. Cloud solutions are making high-end
capabilities more and more democratic.

6.3 Limitations and Future research

The fact that this research uses publically available information can be a source of underestimating
the difficulty of implementation. The next generation of research ought to investigate unsuccessful
implementations, measure the connection between certain practices and performance, and create a
framework to suit a particular type of business and size.

The research of new technologies such as Al predictive analytics and blockchain transparent
accounting is a promising way. A study into the implications of financial planning of sustainability
imperatives and post-pandemic travelling trends would be timely.

6.4 Final Reflection

The volatility of tourism requires financial management excellence in any business that wants to
remain successful in a sustainable way. The fixed costs, the perishable inventory and the
uncertainty of the demand posed by the industry conditions make the industry to have such
environments where the better budgeting and forecasting ability becomes a direct competitive
advantage. As indicated in opposing instances, companies that have mastered the art of financial
planning are successful, whereas those that do not adhere to the basics are at the risk of extinction.

Bringing together of consumer behavior understanding and financial planning is especially
promising. The ability to predict the thinking and reactions of travelers to economic aspects can
be made more precise as compared to the methods that are quantitative in nature. By integrating a
behavioral knowledge and technological ability as well as disciplined action, tourism enterprises
are placed in a position of greater performance irrespective of the market dynamics.
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Finally, budgeting and forecasting are strategic capabilities that help the tourism businesses to
manage uncertainty, maximise resources, and create sustainable value to stakeholders. Difficulty
in these areas is the difference between successful businesses and failing businesses in a more
competitive and volatile business environment.
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Appendices

Appendix A: Key Budgeting Techniques Comparison

Technique Characteristics Advantages Tourism Application
Incremental Adjusts prior year by | Simple, quick Small operators with
Budgeting percentage stable demand
Zero-Based Justifies all expenses | Identifies Large chains, cost
Budgeting from zero inefficiencies, cost | reduction initiatives
control
Activity-Based Links  budgets to | Precise cost allocation | Hotels with diverse
Budgeting activities service offerings
Rolling Forecasts | Continuous 12-18 | Adaptive, forward- | All  businesses in
month updates looking volatile markets

Appendix B: Consumer Behavior Theory Applications

Mental Accounting Theory:

e Application: Understanding separate vacation budgets

e Financial Planning Impact: Enables premium pricing strategies

o Example: Guests spend 2.7x room rate on resort amenities

Prospect Theory:

e Application: Loss aversion in booking behavior
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e Financial Planning Impact: Informs dynamic pricing strategies

o Example: 34% higher cancellations when prices increase post-booking
Theory of Planned Behavior:

e Application: Economic confidence predicts travel intentions

o Financial Planning Impact: Improves demand forecasting accuracy

o Example: 12-18% forecast accuracy improvement using confidence indices

Appendix C: Marriott vs. Thomas Cook Financial Comparison

Metric Marriott (Best Practice) Thomas Cook (Failure)
Budgeting Method ZBB, ABB, Rolling Forecasts Incremental, Static
Forecast Accuracy 87% (90 days) Overestimated by 15-25%
Cost Structure 45% Fixed, 55% Variable 78% Fixed, 22% Variable
Operating Margin 22.4% Negative (losses)
Technology Investment | $500M+ annually Underinvestment

Market Adaptation Continuous innovation Resistance to change
Financial Outcome Industry leader, survived COVID-19 | Bankruptcy 2019
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