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Business success lies in value creation

AFHFLE Staff reporter
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Companies can create value in various ways so as to bring more benefit to customers

and make more profit.
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Value creation is key to success

n a fiercely competitive travel industry, how can a travel agent stand
I out from others? A study on Hong Kong’s travel agent industry
by former TIC Independent Director Prof. Lee Kam Hon in 2008
found that the better a travel agent performed, the more impor-
tance it attached to value creation. This indicates that value creation
plays a critical role in the success or otherwise of a business.

Prof. Lee was commissioned by the TIC again in 2010 to study
how to create value given the importance of value creation to the devel-
opment of the industry. Five travel agents took part in the study, namely
Arrow Travel Agency Limited, Holiday World Tours Limited, Ctrip.com
(Hong Kong) Limited, EGL Tours Company Limited and China Travel
Service (Hong Kong) Limited, whose business strategies illustrated five
modes of value creation. On 17 April 2013, Prof. Lee introduced mem-
ber agents to the concept and modes of value creation at the seminar
on“Possible Orientations for Value Creation”. Representatives of Arrow
Travel Agency and China Travel Service (Hong Kong) were also present
at the seminar to talk about their own experiences.

Five modes of value creation
Prof. Lee remarked that if a company wants to create value, it needs to

improve service quality in order to bring more benefit to customers, and
to lower cost as far as possible in order to increase profit. As shown in
Figure 1, the space between quality and cost is the value created by the
company. As quality is raised and cost reduced, value will increase. And
if quality and cost are both raised, value will decrease. He particularly
pointed out that price, though generally considered the focus of a deal,
is in fact not important in value creation. Price change only reallocates
the created value between customer benefit and company profit:
whereas a higher price will reduce customer benefit and raise
company profit, a lower price will raise customer benefit and re-
duce company profit. Price change alone, therefore, does not create
value.
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Figure 1: Quality, price, cost and value creation
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Figure 2: Value Creation | — Cut cost
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Figure 4: Value Creation Il - Improve quality
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Since value is determined by quality and cost, there are five
possible modes of value creation:
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Figure 3: Value Creation Il - Reduce quality
but reduce cost even more
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Figure 5: Value Creation IV - Increase cost but
improve quality even more
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Figure 6: Value Creation V - Increase quality and reduce cost
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Cut cost (Figure 2): Cost is lowered but quality is not. For example,
travel agents may have special offers for long-term customers. In such a
way, the customers benefit from the special offers, and the cost of serv-
ing them is reduced since the agents understand their needs and less
time is needed.

Reduce quality but reduce cost even more (Figure 3): Quality
is slightly reduced but cost is significantly brought down. For instance,
travel agents may arrange 3-star instead of 5-star hotels for visitors so
that they can enjoy a slightly inferior service at a lower price and the
agents can gain more profit by greatly reducing the cost.

Improve quality (Figure 4): If quality is improved and cost re-
mains the same, a small increase in price will bring more benefit to cus-
tomers and more profit to the company. Travel agents may take visitors
to shops accredited by the Quality Tourism Services Scheme so that they
do not need to worry about buying counterfeit goods. Service quality is
enhanced as a result.

Increase cost but increase quality even more (Figure 5): Al-
though an increase in cost will cause upward pressure on price, custom-
ers will be willing to pay more so long as quality is greatly improved.
Travel agents may offer higher quality products to customers who be-
come better off. The cost of these products is higher but the profit will
also be bigger.

Increase quality and reduce cost (Figure 6): If quality is en-
hanced and cost is lowered at the same time, the value created will be
higher. This is the ideal mode of value creation since both the custom-
ers and the company enjoy more benefit. Treating mainland tourists to
horse racing may be considered one such example.

Trader experience
Mr Tommy Tam of Arrow Travel Agency, specialising in ticketing and cor-

porate MICE business, believed that in spite of their limited resources,
small and medium travel agents are more flexible and therefore can pay
closer attention to the needs of their customers and provide them with
tailor-made services. The Hon Mr Yiu Si Wing of China Travel Service
(Hong Kong) told the audience how his company met the challenges
following the further opening-up of the mainland tourism market in
the mid-1990s through various reforms such as diversifying products,
expanding distribution channels and raising the professional standard
of staff. Both of them considered that travel agents, big and small alike,
can find their niche for development if they make use of their strengths
to satisfy customers’needs.

Prof. Lee concluded that value creation is the cornerstone of a
business, which should focus on its customers rather than on itself.
Travel agents should grasp the needs of their customers, and train their
staff to take good care of such needs. He advised that travel agents
should keep creating value for customers and for themselves rather
than competing on price if the industry is to grow in a healthy way. It



