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[bookmark: _Toc8218363]Executive summary
This report provides the market analysis of the hot spring spa industry in Huanggang Hubei and in China. The report elucidates the issues behind the revenue growth and decrease of Tiara Hot Spring Spa resort residing in this city. The report conducts detailed market scanning and organizational scanning concerning the project. The market scanning is conducted with PEST analysis and Porter Five Force Analysis. The organizational analysis is based on SWOT analysis. Based on the analysis, this report stated that the slow growth and decrease in revenue is due to the lack of strategic emphasis on digital transformation and customer base expansion. This report provides excitable recommendations. 
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1. [bookmark: _Toc8218364]Introduction                                         
Tiara hot spring spa resort is located in Huanggang in central geographical province of China. The company was privatized from a state-owned wellness center in the 90s. Since the beginning of the 21st century, the company has experienced high-speed revenue growth from 2001-2008 with the fast development of the Chinese economy. In 2009, a high-speed railway station was completed in the city, connecting the city into one of the world’s largest high-speed railway network. The traveling time by train from major cities in China such as Beijing and Shanghai to the city the resort is located has been shortened to four hours. The managing team and investors were expecting the revenue of the resort was to continue to grow at high speed with this event. However, the revenue growth has slowed down after 2010. In 2017, the resort experienced a significant decrease in 2017 as shown in figure 1. 
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Figure 1. Revenue of Tiara Hot Spring Resort. 
To elucidate the issues behind the slow revenue growth and revenue decrease in 2017, this report is to offer a comprehensive market analysis based on PEST analysis and organizational analysis based on SWOT analysis. The report is to provide marketing and strategic recommendations for the resort. 
2. [bookmark: _Toc8218365]Business environmental analysis                                     
1. [bookmark: _Toc8152210][bookmark: _Toc8218366]
2. [bookmark: _Toc8218367][bookmark: _Toc8152211]
2.1. [bookmark: _Toc8218368]Hot spring spa in China 
Hot spring spa in China is originated from wellness centers for senior communist party members like that in previous Soviet Union countries. The hot spring spas in China’s famous hot spring sites were all state-owned before the 1990s. Since the 1990s many of them were privatized for better profitability (Erfurt-Cooper and Cooper, 2009). From the 1990s to the 2000s, the hot spring spas in China started to include various services into the resorts such as golf sports, water amusement park. The market is now dominated by middle and low-end resorts providing various service packages from skiing, golfing to business and academic conferences. The customer group of the hot spring spa industry is also shifting in average age and gender distribution. The gender distribution in the 1990s was mainly focused on the male customers as female customers would find it awkward to travel into hot spring spas. The age distribution is also shifting from customers with an average age of 56 to those with an average age of 32. Th origin of customer has been shifting from first-tier cities such as Shanghai, Guangzhou to lower-tier cities in China (C. S. Heung and Kucukusta, 2013). Customers today also prefer to visit hot spring spa resorts based on their own schedules instead of joining a travel team. The market segmentation by price is shifting from high-end luxury wellness centers to middle-end spa centers with more leisure services provided. The total revenue of the hot spring spa market in China has increased from 2.2 billion GBP in 2013 to 5.6 billion GBP in 2018 (Global Wellness Institute, 2018). To sum up, the hot spring spa industry in China becomes more young generation dominated, more leisure experience focused and more diverse in the service products provided. The entire market is still on the growing trend. 
2.2. [bookmark: _Toc8218369]PEST Analysis
PEST analysis is particularly useful in this case as the business environments for leisure service and tourism product providers in China had experienced significant changes around 2008 when the Beijing Olympics Games were held and global financial crisis outburst. The political and economic environments have been changed drastically since the 1990s. The social and technological environments have also changed due to the emerging of various mass technological applications such as online social media platforms, online travel agencies, and data analytics (Perera, 2017). 
· [bookmark: _Toc8218370]Political Factors
Political factors in PEST analysis are extremely important for enterprise operating in China. Despite the macro-political stability of China, the policies of local governments vary with different government leaders being appointed. The macro-political environment in China has been stable since the 2000s when the economy of China began to take off (Heberer and Schubert, 2008). The government has also been promoting the development of the tourism industry. The central government has put the tourism industry as the priority supporting industry since 2017 to leverage the function of the tourism industry as the hub for various industries such as agriculture, transportation. However, with the complaints on the service quality of tourism services more often to be exposed by media, the central government has been focusing on the policies to enhance the service quality and infrastructure of the general tourism industry (Liang and Wang, 2010). The government is putting more regulations in the market. These are making higher demands on the tourism market as they have to maintain better service quality and follow more regulatory rules and principles. 
Hubei is in the central part of China as shown on the left of figure 2. The Hubei province is also the hub of the high-speed railway system in China. The aviation system in China is still far from being developed as the delay is typical and airports are typically far from city centers. The high-speed railway system supported by governments in China provides the fundamental infrastructure for the tourism industry in the area (Wang et al., 2012). The government, with knowing its position in the country and driven by the GDP growth target set by the central government, has been launching various policies on promoting the tourism industry in the province (LU and YU, 2005). As there are many tourist sites in the city, the local governments are promoting the integration of sightseeing and other tourism sectors. 
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Figure 2. Position of Hubei province and heat map of a number of travelers arriving major tourism provinces. Source: (PRC State Council, 2019)
As shown on the right of figure 2, the heat map showing the number of domestic tourist arrivals in major tourism provinces in China with orange showing higher numbers and blue showing lower numbers. The promotion from local government and the relatively low arrival tourist in the province can project a potentially high growth in the tourism market. 
· [bookmark: _Toc8218371]Economic Factors
Economic factors in China are generally favoring the development of various service industries. The Chines economy is experiencing a consumption upgrade. The consumption upgrade in China has been one of the topics that emerge in every government report in China. The consumption upgrade means that the upgrade of consumption structure of the national population. It can be put as that consumers are willing to pay more for the enhancement in the quality of the product or the experience of the service purchased (Daniel Ren, 2018). The Chinese economic growth rate has been declining since 2010. The consumption upgrade is the crucial tool for the Chinese government to increase domestic consumption and maintain the GDP growth. The policies issues centered on this idea have been boosting the development of many industries such as the tourism industry in China. As shown in figure 3 below,  (Dichter et al., 2018), 
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Figure 3. Economic index of China a tourism preference of Chinese.
the GDP per capita growth trend and disposable income per capita in China has correlated with the growth of revenue of tourism in the industry in China. In figure 3 where the preference activities of Chinese travelers from 2016-2018 clearly shows that the Chinese travelers are weighing more on the leisure experience. The business trip sector is also becoming the choices for more. 
The consumption upgrade in China boosted by economic growth and government policymakers are the positive factors for tourism industry such as hot spring spa resorts.
Besides this, the hot spring spas in China are typically to cater to the needs of various types of conferences. Though the economy of Hubei is not on the first rank provinces in China, the province is abundant in public and private organizations such as research institutes and universities (Degang, 2014). Hubei ranks third in a number of leading universities and research institutes in China. As these universities are receiving more funding year by year, they have strong needs in hotels or resorts that can provide reliable conference facilities for academic communications. 
· [bookmark: _Toc8218372]Socio Factors
The social and cultural attitudes in Chines customers toward hot spring spa have shifted under the influence of world-renowned hot spring resorts in Japan. As more people are exposed to the Japanese style of hot spring spas through various ways such as social media, traveling and TV shows, more customers desire the exclusive, luxury and low-key hot spring spa resorts (McKinsey, 2018). 
As the Chinese economy developing, the social pressure on younger generations has been accumulating with the rising living expenses and prolonged working hours. The high pressure on youngsters is pushing them to use their limited vacations on more relaxing services or services more worth of the money they paid (Dychtwald, 2018). That is, they require a higher level of the exclusiveness of service provided. 
Both the above factors are stimulating the hot spring spa industry as they can cater to the needs from customers with being properly managed. There is another social factor having negative effect on tourism especially the hot spring spa industry. The anti-corruption movement launched by Chinese president Xi Jinping has put many luxury businesses into shutdowns as their primary customers in China consist of government officials. The disclosure of the corruptive lives of such government officials has been leaving the impression of hot spring spas, which the corrupted officials typical visit, are filled with unlawful services such as prostitutes and drugs (Ke, Liu and Tang, 2017). However, this is only affecting some segments which are segments primarily serving government officials. 
· [bookmark: _Toc8218373]Technological Factors
The technological environment in China has been changing rapidly. The emerging mobile internet and data analytics technologies are reshaping the entire tourism industry from how to conduct effective marketing and how to extract information from historical data. The impact of technological factors mainly comes from two factors, the rising of online travel agencies (OTA) and application of cloud and big data analytics. 
The penetration rate of online booking for travel products and services has grown from 12% in 2008 to 56% in 2018. The OTA transaction volume has been increasing since 2009 with the total GMV (Gross Merchandise Volume) in 2018 is 11.5 billion GBP. With the high penetration rate of mobile internet in China (98.8%), most people are using smart phones to view their ideal tourism products and book various services online (Amadeus, 2020). The OTA market in China is very concentrated in the sense that the leading players in the market contribute to the majority of the market share. The top six OTAs in China contribute to 83% of the entire market transaction volume in 2018. The above factors clearly show that the businesses in the tourism industry have to establish a sustainable relationship with the OTAs especially the leading players in the market (Cao and Yang, 2016). The high and growing penetration of OTAs is forcing the tourism product and service providers to strategically integrate their businesses into these OTAs. 
The other factor that plays an important role is the emerging cloud business and big data analytics. The big data analytics with the facilitation of cloud have been reforming the methods of how tourism companies are promoting and deliver their products and services to the customers (Miah et al., 2017). For example, hotels and resorts in cities with less publicity to the Chinese relied their marketing on the advertising in travel agencies and advertisements on TV channels. As they lack effective marketing channels, the majority of customers are much localized in the city and neighboring cities. With the help of multiple online social media platforms with their cloud-based big data analytics, the tourism products service providers can effectively target the customers precisely. This has been pushing more and more tourism service providers to conduct digital transformation that can link them to their customers more effectively. 
The above technological factors are providing opportunities rather than threats to tourism service providers. Those who can seize the opportunity to conduct effective digital transformation and provide a more customized experience to the customers are the ones that can survive. 


2.3. [bookmark: _Toc8218374]Porter Five Force Analysis
The porter five force analysis was proposed by Michael Porter in the 1980s. The analysis, unlike the PEST analysis, is focused on the micro business environment of the businesses. It is to analyze the competences of the businesses. The five forces are the force of market new entrants, the forces of existing market rivalry, the forces of suppliers, the forces of customers and the force of substitutes. 
· [bookmark: _Toc8218375]Forces of market incumbents
The hot spring spa business is easily clustered as the spas have to be built along the Seismic zone. Many reports have confirmed that most hot spring tourism areas show a high level of spa industry clustering. The hot spring resource in the city available for exploitation is centered in one town of the city. As the tiara hot spring resort was among the earliest hot spring spas in the city, it was able to build its facilities on the best hot spring zone in the city. The competitors in the city offering similar services are typically less attractive in terms of the quality of hot spring spas they can offer. The competitors in the city often have to pipe the hot spring mineral waters from deep underground, unlike tiara who can use surface water. The competitors were mostly established during the past decade, which made them less experienced in terms of providing various services related to hot spring and hot spring spas such as Chinese medical wellness water treatment. However, many competitors have been hiring staffs from Tiara especially those with experiences in providing wellness services used to be only provided to communist party officials. The geographical clustering and staff flow in the hot spring industry in the city have significantly increased the homogeneity of the services provided in the hot spring spa industry in this city. The forces from the market incumbents are analyzed as a medium. 
· [bookmark: _Toc8218376]Forces of market entrants 
The forces from the market entrants are low as the threshold of entering the hot spring spa industry is very high. The facilities in the resorts required large investment and experienced staff to operate. In fact, the hot spring spa in this city hadn’t seen any market entrants since 2012 when most available hot spring zones were occupied. The new entrants in recent years are the one offering regular spa services with names of the spas tagged with hot spring. As the city is not the capital of the province, business operating in the city also requires connections to local government officials and local business associations, which further increases the threshold of entering the market. 
· [bookmark: _Toc8218377]Forces of suppliers 
The suppliers of the hot spring industry in the city are largely the food suppliers and other hotel supplies such as single-use toothbrushes and flipflops. The city is close to Jiangsu province which is the largest hotel supplies production area in the world. The hotels and resorts in the city have many options in choosing the suppliers. The hotel supplies are low-tech with require no after-sales maintenance. This offers the hotel and resorts business in the city with strong power against the suppliers. The food suppliers are limited in the city; however, many resorts have established supplying network across the province, and hot spring spas typically have lower demand for the food supplies. The overall supplier power is thus low in the market. 
· [bookmark: _Toc8218378]Forces of customers 
The customers have high bargaining power in the market. Before the high-speed railway network was established, many customers seeking hot spring spas have to choose among those close to their cities as hot spring spa tours are typically less than three days according to statistics as shown in figure 4. 
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Figure 4. Customer stay duration in Tiara resort in 2018.
The high-speed railway network allows the customers to visit hot spring spa resorts in neighboring cities even in neighboring provinces. With more Chinese being able to travel abroad to globally renowned hot spring resorts such as the Czech Republic and Japan, the customers are demanding a higher level of service quality and diversity as well as more reasonable prices. These factors have significantly elevated the bargaining power of customers. 
· [bookmark: _Toc8218379]Forces of substitutes 
The forces of substitutes have been a threat to many regional tourism service product providers in the city as well in China. China has 120 million people holding private passports. In National Day 2018, 46% of Chinese chose to travel overseas. As shown in figure 5, the outbound journeys to foreign countries have been increasing since 2007, and the majority of this journey are for private purposes (Dichter et al., 2018). 
[image: ]
Figure 4. China international outbound journey number. 
As Japan and Thailand are only two-three hours’ flight away from China’s major cities, these two countries have become the first choices for overseas traveling. The two countries are abundant with high-end luxury hot spring spa resorts with high-level service quality. Even in the domestic market, many hot spring resorts used to be remote to certain customer group are now available by train for only several hours. The hot spring resorts such as Tiara has to compete in a national, even global market. Thus, the power of substitutes is high. 

2.4. [bookmark: _Toc8218380]
SWOT analysis
SWOT represents strength, weakness, opportunity, and threat of the organization. It is an internal scanning tool that has been proven effective in various cases. It is impossible to formulate robust strategies with understanding both the business environment as analyzed above and the internal organizational environment. 
· [bookmark: _Toc8218381]Strength 
· The high-speed railway station can connect customers from various areas in China to Tiara hot spring spa resort. 
· The growing tourism market and hot spring spa market in China has driven many investors to channel capital into this industry. 
· The resort has well-established relationships with local governments and universities in the province. 
· The resort has various luxury hot spring services to provide with high quality. 
· The resort has a well-established supply network with suppliers across the country. 
· [bookmark: _Toc8218382]Opportunity 
· The tourism market is growing at substantial speed. Even the travel overseas is rising, the travel to neighboring areas are also increasing in number. The rising business trips and conference industry in China require more hotels, resorts and villas being able to provide complete conference services. 
· The local government is planning on promoting the hot spring industry on national scale through various media channels. The local government is also planning to increase the percentage of a service industry of entire GDP of the city to 30% in five years which indicates significant investment in infrastructure upgrade such as highways connecting to neighboring provinces. 
· [bookmark: _Toc8218383]Threats 
· Increasing tours to overseas destinations have offered more options for high-end customers. 
· Higher demands from customers have been pushing the hot spring spa resorts to renovate and invest in new product and service development which may take up a high proportion of cash flow in the company. 
· The regulation is getting stricter which requires the company to be operated in a more prudent manner. With the government enforcing stricter labor laws, the companies are to experience a higher cost of human resources. 
· The regulation on environmental protection also impacts the company to tackle the environmental issues when operating hot spring spas such as the depletion of underground water. 
· [bookmark: _Toc8218384]Weakness
· Low digital transformation level. The Tiara resort is still using the management system developed in the late 1990s which cannot fulfill the demands from data analytics and integration with online travel agency platforms. 
· Services and products design philosophy is still oriented by the taste and needs from senior customers such as those aged above 60. Many customers have complained about the “too vintage” feeling of the resort. 
· The staffs in the resort are mostly less educated with an only high-school degree. Many of them cannot catch up with the trend of digitalization and mobile internet. 


3. [bookmark: _Toc8218385]Strategic recommendation                           
The strategic recommendation is based on various factors that are important in the corporate strategy such as product and service design and product and service pricing.  
3. [bookmark: _Toc8218386][bookmark: _Toc8152230]
The products and service provided should be upgraded to comply with modern standards. The hot spring products provided should cater the needs from both high-end individual customers (such as the hot spring cabins with complete product range provided) and group customers (such as conference and hot spring bath tub complexes in the resort to allow the group customers to stay in one building for communication and enjoy all experiences). The facilities of the resort are to be upgraded to comply with at least four-star hotel standards and equipped with up to date high-tech equipment such as high-resolution TV and projector, wireless room service hubs. The pricing of the resort should be carefully controlled to maintain the high-end reputation of the company. The company should adopt a higher level of digital transformation for management systems in the resort. The pricing on OTAs should be on the high-price range in the market. However, the pricing to group customers and frequent group customers such as some governments, universities should be around the average level of the market to maintain the attractiveness of the resort. 
The promotion of the resort needs to be shifted from relying on reputation and local travel agencies to comprehensive promotion strategy with a focus on online promotion. After the digital transformation completed, the company should screen the target customers and use differentiated strategies for different customer groups. 
For individual customers, the company should establish membership systems for frequent customers and provide seasonal and annual promotion plans such as free nights and free services. 
For group customers, the company should provide trial experiences. The company should also provide extra service packages for frequent group customers. For example, for universities that hold annual conferences in the Tiara resort, the resort can provide extra buffet services or tourism products to neighboring tourism sites.
The company should also emphasize on the promotion online to use social media platforms. Up till now, 80% of tourism-related information are transmitted online in China through the social network “Microblog.” In 2018, there were 470 million posts related to tourism posted on this platform with more than 200 billion times of interaction online (Yu, Asur, and Huberman, 2011). As in the case of Guangxi province using “Microblog” to promote the tourism resources within the province, the number of travelers to this province has increased by 35% after a series of promotion activities. 


4. [bookmark: _Toc8218393]Conclusion                                        
Through the external environmental analysis and internal organizational environmental analysis, this report has identified the core competencies of the company being the high-quality service provided and dominant position in the local market. The weakness and threats of the company are also obvious as not conducting effective digital transformation. The customer group is centralized on local government and local public organization, making the business development vulnerable to rapid changes in external environments. The facilities in the resort, though built as top-level hot spring facilities, cannot meet the demands from high-end customers today. As the high-speed railway is bringing the company into a national even global competition, these weak points began to be augmented, which explained the slow revenue growth and revenue decrease in 2017. To sum up, the revenue decreases in 2017 is not an occasional event but a definite outcome of the accumulated weakness in the company. 
To enhance the strength of the company as well as to take the ride on the growing trend of tourism and hot spring tourism market in China, this report has proposed strategic and marketing recommendations. This report recommends that the company should focus on the conference market sector and high-end hot spring customer group. The company should conduct effective digital transformation and resort renovation to cater to the needs of these customers. The company should be more integrated to online platforms from OTAs to online social media platforms. 
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