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Abstract
The report has shed light on the digital transformation taking place in the hospitality sector. As consumers are becoming tech-savvy and the business environment is becoming all the more complex and uncertain, the adoption of digital technologies has gained significance among hospitality businesses. Advanced technologies like AI, robotics, IoT and more are being implemented to offer better experiences to customers. A Pestle analysis has been conducted in the report which has analysed the way external factors have influenced the digital transformation of the sector. Some recommendations like employee training, investing in data security technologies and more are offered in the report in relation to the challenges presented by digital transformation. 
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Digital transformation is referred to as the process of developing technology-based capabilities of organisations to help them continuously improve their customer services and offerings (McKinsey & Company, 2024). It, in the hospitality industry, is propelled by the pandemic prompting companies to adopt digital technologies to enhance their services and activities. Digitalisation allows hospitality businesses to continue their services during critical moments as well as meet the changing customer preferences and requirements by customising their services accordingly. The UK hospitality sector is one of the largest contributors to the economy of the country and it directly contributes roughly 93 billion British pounds (UK Hospitality, 2024). This number is expected to increase by 29 billion British pounds by 2027 and it is likely to create approximately 500000 new jobs. As per a survey, more than 95% of tourist attractions used some form of digital communication to attract customers (Statista, 2024). Businesses in the sector are increasingly taking measures to implement new and advanced technologies such as artificial intelligence (AI), Internet of Things (IoT), robotics and more to ensure higher performance and customer satisfaction. Hence, it can be stated that digital transformation has revolutionised the industry significantly helping businesses to become more resilient to changes. 
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Jayawardena et al. (2023) opined that digital transformation is the process involving the utilisation of digital technologies and capabilities to create and offer value for businesses. Perkin and Abraham (2021) stated that it is about the fundamental and comprehensive change allowing businesses to reinvent the way they operate. However, the hospitality industry has been slow in adapting technology to obtain the best result by utilising technologies. In the opinion of Soler (2020), as there are many touchpoints where guests need to interact with employees and the property, hotels have refrained from leveraging technology to their best efforts. It has been found that hotels are adapting real-time customer intelligence to leverage data for obtaining business opportunities. Considering that travellers are becoming tech-savvy, utilising digital technologies to offer enhanced customer experience from booking to payments, hotel screening and more has enabled businesses to cater to customer needs. 
Roy et al. (2024) opined that consolidating AI into the core service delivery has enabled businesses to deliver seamless and robust experiences to their customers. The use of AI in hospitality businesses helps businesses to garner customer data allowing businesses to make data-driven decisions. Additionally, AI has enabled organisations to offer personalised services through the customer-driven data collected and analysed using the technology can help businesses tailor their services and recommendations to customers accordingly. AI is more efficient in conducting various tasks and streamlining processes resulting in offering fast access to services. Although there are several benefits, some complications in adopting AI in hospitality businesses have also been observed. Relying on AI to deliver services results in reduced human interaction with customers affecting the overall customer experience. In addition to this, a lack of competency and skills in staff regarding the management of AI is hampering the digital transformation process as well.  
Apart from this, IoT devices have been rapidly adopted by the industry which offers potential benefits to businesses. Mercan et al. (2021) indicated that IoT can be of great help in understanding and predicting customer needs through embedded sensors and intelligence allowing service innovation and increasing customer satisfaction. It can also be used in hyper-personalised services, predictive repairs, location-based information and more. Apart from this, robotics are being incorporated into the hospitality industry with the intention of increasing guest experience and achieving higher productivity. For instance, many renowned hotels such as Hilton International, Marriot International and more have adopted service robots to deliver contactless services to customers during the pandemic (Lin and Mattila, 2021). On the negative side, Limna (2023) have mentioned that technological advancement has also led to several challenges like job displacement, loss of control due to robot autonomy, and concerns regarding safety, privacy and security. Hence, it can be viewed that digitalisation has presented the hospitality sector with both advantages and disadvantages and taking a measured approach to technology integration can aid in the growth of the sector. 
Diffusion of Innovation Theory
The diffusion of innovation theory is a well-established framework used to understand the reason behind the widespread and rapid adoption of some innovations and why some innovations fail. Call and Herber (2022) stated that the theory explains the variation in the adoption rate of innovations. The practice of integrating digital technologies by hospitality businesses to offer improved experiences to customers can be explained through this framework. This can help understand how well the digital transformation of the sector is being accepted by customers. For instance, Khatter et al. (2019) have illustrated that hotels have invested in waste management technologies to tackle environmental issues as well as meet customer expectations. Conversely, the theory assumes the whole population is homogenous and expects people to act in a similar manner, however, people tend to be influenced by various factors which is a limitation of the theory. 
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Pestle analysis
Political- As of 2022, the index for political stability in the UK stands at 75.47% which reflects a moderately stable political environment which can be a positive factor for hospitality businesses (Trading Economics, 2024). Additionally, the government has also set out several policies to help rejuvenate the sector in the post-pandemic era which includes targeted support including grants, VAT cuts, business rate reliefs and more (Gov.UK, 2023). Favourable policies can facilitate the digital transformation of businesses in the industry. 
Economic- The corporate tax rate for companies with profits over £250,000 is around 25% and for small businesses, the rate is 19% (Gov.UK, 2024). This can be considered considerably high indicating that businesses will have to pay a significant amount in taxation which might make it challenging to spend on technological integration for digital transformation. 
Social- In the post-pandemic era, changes in customer preferences have accelerated the process of digital transformation, especially in the hospitality sector. According to a survey, 71% of customers are more inclined to stay in a hotel offering self-service technology while another 58% of customers prefer contactless payment systems (Oracle, 2024). Additionally, 32% of hospitality customers have shown a preference for a fully self-service model. This is a leading factor encouraging hospitality businesses to embrace digital technologies to meet these changing requirements of customers.   
Technological- As of 2021, the hotel, restaurants and nightlife industry in the UK has spent approximately 185 million USD on software which, by 2024, is expected to reach 346.32 million USD (Statista, 2022). This can signify a positive trend towards digital transformation of the UK hospitality sector as companies are increasingly embracing technologies in their operations. Moreover, the demand for technology integration is increasing in the sector as 44% of businesses believe that generative AI will be necessary for enhancing guest experience (Jiwnani, 2024). Taking this into consideration, it can be viewed that the demand for technology in the hospitality sector is increasing which facilitates the smooth integration of digital tools to offer enhanced services to customers. 
[image: ]
Figure 1: Spending on Software in the UK Hospitality Sector
(Source: Statista, 2022)
Legal- With digitalisation, the issue of data breaches has amplified over the years. In this regard, it will be necessary for hospitality businesses to adhere to the Data Protection Act 2018 which is primarily designed to protect information of individuals. The regulation emphasises the necessity of using data lawfully and transparently and for explicit and specified purposes (Gov.UK, 2024). 
Environmental- The Environment Act 2021 makes provisions regarding plans, targets and policies for better protecting the environment including resource efficiency, waste management, air quality, and more (UK Parliament, 2024). In this accord, it is the responsibility of hospitality businesses to minimise negative environmental impact and resource consumption during and after the process of digital transformation. 
Industry responses to digital transformation
In response to the growing demand for enhanced experience and technological support, hospitality businesses have invested heavily in digital technology to improve the efficiency of their activities and services. Investment in AI is one such response that the hospitality industry has taken over the years. Although only 11.9% of businesses in the sector have adopted AI, the rate is slowly increasing (Gov.UK, 2022). The main advantage of AI integration lies in its efficacy in enhancing productivity. The technology can be a significant enabler of operational improvements as integrating AI into operational metrics such as net promoter score and more can offer data-driven insights. AI can be utilised to enrich guest experiences through personalisation which can be viewed as one of its strengths. Despite all the advantages of AI in hospitality operations, there are some drawbacks as well. The lack of human interaction is one weakness of AI integration (taken from lecture notes). This can further lead to misunderstanding between AI and customers affecting their experience with the hospitality services. 
In the post-pandemic era, people have shown a growing preference for contactless services which gained popularity due to the restrictions of the pandemic. In this context, technologies for contactless payments, service robots and more are being implemented to cater to customer needs. In the UK, 98% of hoteliers have been investing in contactless technology and 76% of them are aiming to offer a fully contactless experience within three years (Oracle, 2024). Lin and Mattila (2021) have opined that service robots offer opportunities for businesses to enhance their efficiency and productivity as well as improve safety and sanitisation processes and hotels like Marriot, Hilton and more have adopted this technology during the pandemic. The adoption of robotics through service robots modernises service delivery systems as this reduces time spent on delivering services and frees up employees to handle more complicated tasks. It can also be useful in reducing operational expenses and variable costs, hence, service robots help enhance the productivity and profitability of the organisation. The major concern with the implementation of service robots is viewed as employability. It has been found that the majority of the time, service robots replace human employees leading to job cuts affecting the labour market. Additionally, in case robots do not function in the desired way, it can increase workload for employees along with hampering the experience of guests. 
Online booking platforms and mobile applications are some other examples of digital transformation in the hospitality sector. These technologies help offer a seamless and efficient booking service to customers as this provides them with comfort and flexibility. It has been observed that 48% of reservations and bookings are processed via online platforms whereas 37% have shown preferences for mobile reservations while dining out (UK Hospitality, 2022). The main advantage of this technology is streamlined operations which enables businesses to organise and manage accommodations and seating accordingly. Additionally, it allows real-time updates aiding businesses to instantly update accurate information regarding availability and other important stuff. The major disadvantage of these technologies is the data breach issues. According to Law (2023), approximately 31% of hospitality organisations have experienced data breach issues at least once. Considering that these technologies require customers’ personal information data breaches can harm them and affect their trust in the organisation. 
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As identified above, digitalisation in the hospitality sector comes with several challenges as well as advantages. The following recommendations can be useful in facilitating digital transformation while combating the identified issues. 
Investing in data security software- As stated above, with the increase in technology implementation for the enhancement of customer experience, many organisations are facing challenges in protecting data leading to data breach issues. In this context, investing in data protection software can be of great help to ensure data are protected. Kalra, Ghazal and Afifi (2020) mentioned that information security entails all the ways of protecting data and information through various methods like antiviruses, strong passwords and more. Investing and implementing stronger data security software can help businesses protect the valuable information of both the organisation as well as its customers. In addition to reducing the challenges of data breaches, this can also allow businesses to adhere to the strict governmental regulations regarding data protection. Moreover, this can also help garner the trust and loyalty of customers which can be a key driver for improving brand reputation and profitability. 
Developing effective training policies- Considering that lack of staff competencies has been one major challenge in the digital transformation process, organisations need to modify their employee policy regarding training and development. Through developing and implementing effective training programmes, hospitality cognitions will be able to make their staff hone the necessary skills for using digital technologies. Zhang and Chen (2024) have mentioned that a training system can help in the creation of a diverse employee pool with greater efficiency in using digital tools. This can create a greater collaboration between employees and technologies which can improve services and lead to greater satisfaction of customers. 
Ensuring a balance between technology implementations and retention of staff- In the context of technologies replacing human resources, the employment policy of hospitality businesses should be designed as such that it maintains a balance between employees and technologies. Jiwnani (2024) has mentioned that technologies especially AI should be implemented to enhance customer experience and not replace human interaction. Therefore, companies should ensure to retain their workforce instead of laying off employees with the addition of technologies. This can also be beneficial in addressing the issue of lack of human interaction between staff and customers as employees can attend to customers in times of their needs. 
Sustainable and green technologies- As customers’ preferences are shifting towards sustainability and environmentally friendly activities, it can be recommended that hospitality businesses take steps to integrate sustainable and green technologies in their activities and operations to ensure becoming sustainable in their approach. Yousaf et al. (2021) have implied that implementing sustainable technologies can reduce resource consumption, and waste management, and improve the overall performance of a company. This can aid businesses to appeal to customers preferring to engage with hospitality businesses offering sustainable options. However, this can also be quite a resource-heavy investment requiring high financial resources to acquire and implement these technologies. 
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The report can be concluded by stating that the adaptation of various digital technologies into the core functions of hospitality businesses has revolutionised the way they operate in the industry. Through the Pestle analysis, it has been found that a stable political condition and favourable governmental policies might be of help to businesses in technological integration. By leveraging AI, IoT, service robots and more, hospitality organisations have rapidly accustomed themselves to the changing business environment and customer needs. In addition, the preferences and changes of customers have evolved making them demand advanced technologies in the hospitality sector, which include contactless services, personalised services, and more. Thus, businesses in the sector have responded to these demands by adopting and offering contactless online booking platforms, payment and services, service robots and more. A set of recommendations such as creating a balance between the human workforce and technologies, offering enhanced employment policies which include employee training and more have been included in the report based on the identified challenges.  
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