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Abstract

Purpose — This paper investigates ways how to innovate logistics processes in the hospitality
industry aimed at achieving spatio - temporal transformation of resource base into competitive
advantages based on innovation and quality. Economic goal of modern logistics based on
knowledge is to provide a unique experience for tourists at minimum cost in order to multiply
operational profit. Operational profit has to be largely reinvested in the new strategic orientations
as well as in new intangible resources generating excellence and recognizability of hospitality
services.

Design — The paper defines current and future ways of logistics processes optimization as well as
strategies in the hospitality industry aimed at generating excellence both for tourists and
sustainable development. It analyzes the role of knowledge management in the reconception of
logistics processes based on the new strategic orientations in synergy with other business
processes involved in the transformation of a classical company into a learning organization
Methodology —Recent scientific literature is critically analyzed in the paper (hospitality logistics
systems, new strategic orientations) and practical examples (various forms of Croatian hotels and
hospitality companies) and determines the views of the authors referring to the new qualitative
trends of modern logistics and sustainable value chain and excellence as a prerequisite for the
development of a hospitality company. The causal loop model is used for generating significance
of new strategic orientations aimed at innovation of logistics processes in the hospitality industry
in a dynamic environment.

Findings — The paper emphasizes the importance of intangible resources and new strategic
orientations in new qualitative trends used in logistics management processes. It presents a
starting point for the future research works to solve specific problem situations in practice.
Originality — The paper suggests and provides arguments for concrete proposals applied in
optimization of logistics processes based on knowledge and information (risk management in
generating business decisions) and new strategic orientations and it also raises questions to
anticipate future changes in the development of logistics processes and strategies.
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INTRODUCTION

The dynamics of the globalized tourism market and the negative economic trends set
challenges to the entire business operation of the modern hospitality company. At the
same time logistics processes and value chain undergo rapid changes in generating
excellence of hospitality services. The only thing that is certain in the future are the
changes that are getting faster and stronger than ever and they emphasize the
distinction in logistics in the past, present moment and in the future. In the past
logistics was based on conventional resources, while the logistics of today and
tomorrow relies on intangible resources (knowledge and information) in generating
business decisions with a greater chance of success in a turbulent environment.
Logistics based on innovation of logistics strategies has to connect synergetically all
flows within and outside the company to create higher value in achieving operational
goals and development of the hospitality company as well.

1. THEORETICAL DETERMINANTS OF LOGISTICS PROCESSES

Logistics involves management of procurement processes, production and distribution
of products to the final user. It becomes a new business philosophy whose main task is
displacement management of resources and potentials from their source, through the
process of production and distribution to the final user (Zelenika, Pupovac and Pavli¢,
2001, 270). Furthermore, Segetlija (2005) states that logistics plans and organizes,
leads and controls product stocks and information flows within and outside the
company. According to Kovaci¢ (2001, 325) the purpose of the logistics strategy is a
continuous improvement of material and information flows, which connects
procurement markets supported by business transformation processes with consumer
sites in accordance with the company's goals. In the modern business operation
logistics is being transformed into the initiator and creator of the processes starting with
procurementy and production, and ending up with the use provided by the final
consumer. In addition to logistics modern market has an inseparable bond with a value
chain. According to Gudehus and Kolazab (2009) value creation chain or value chain is
a chronological flow containing processes performed in the logistics chain that consists
of organizational units and logistics sites whose result is a product or service of a
particular value. Sustainable value chain represents a connection that ensures
continuous carrying out of all connected links of the chain provided that the value
distortion of a link does not affect other links (figure 1).

Figure 1: Sustainable value chain
Supply Chain
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Source: UN Global Compact Office and Business for Social Responsibility 2010, 26.
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In reconception of the development a systematic approach to logistics is crucial
(logistic model) which includes the necessity of continuous changes and improvements
as well as the complexity of interactions. According to Mrnjavac and Ivanovi¢ (2007)
the modern approach to logistics deals with certain other elements, which are
considered the elements of the logistics system, such as: consumer or customer service,
packaging (for tangible products), processing and transmitting information, demand
forecasting, production planning, supplying input materials and services for producing
and logistics product, the location of logistics infrastructure, and other elements. Value
chain can be identified with a model of competitiveness aimed at making use of
resources in profiling competitive levels based on innovation that helps to multiply
profits. Profit has in its larger part to be reinvested in the creation of information and
knowledge through the new strategic orientations. Knowledge and ability of its
implementation involves creation of logistical competing models which on the
contemporary market are ready to timely satisfy guests’ needs. Accordingly, the model
is being accelerated and is getting more complex as a result of the turbulent tourism
market.

Figure 2: Model of competitive superiority

Competitive superiority
Key to success — e speed (innovation) Development targets
source characteristics e ftraditional levels
(quality, price)

Output performances
e  Profitincrease
e  Tourists’ satisfaction
- e Market loyalty
e  Share in market

Sources of superiority - Profit investment to create
resources new resources
e intellectual capital
. information
e superiority of
classical resources

Source: Made by authors according to Day & Wensley, 1988, 1-20.

In the contemporary business operation a key determinant of competitive superiority
becomes speed (innovation). The key question becomes how to innovate the value
chain and to improve the logistics system that supports the development of the
company.

Logistics processes end up with control in order to perform efficiency measurement
aimed at setting targets and defining corrective measures aimed at operational
optimization of logistics processes. At the same time control represents the beginning
of a new cycle of time in order to optimize the processes.
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2. SPECIFICITIES OF LOGISTIC PROCESSES IN THE HOSPITALITY
INDUSTRY

Logistics systems in the hospitality and hotel industry can be defined as a system of
interrelated and inter-influenced logistic knowledge and logistic activities which
supported by certain elements of production in the hospitality and hotel industry
support and promote the production of hospitality and hotel products (Zelenika, Gréié
and Skender, 2008, 128). Mrnjavac (2010, 251) considers the hospitality logistics
subsystem a subsystem in tourism and defines it as the optimization of information and
goods flows, as well as capital, knowledge and visitors with the view to producing a
high-quality hospitality product that satisfies the needs of the user. Specificities of the
logistic processes in hospitality industry arise from fundamental specificities that are
typical for (identified in) tourism, hospitality and hotel industry:

e Specificities of services: intangibility, inseparability, perishability, simultaneous
preparation and consumption.

e  Behaviour of tourist supply and demand: it is not enough to only adapt the supply
to demand, moreover supply has to precede demand, i.e. anticipate future demand
requirements, to design an innovated product and through proactive marketing
attract potential tourists with the aim of a leadership position.

® Globalized characteristics of hospitality industry: linking, networking and merger
of hospitality companies is requested. Innovations and new scientific solutions are
not always easily accepted by hospitality industry, employees in the hospitality
industry are poorly paid and educated, hospitality industry and tourism are highly
sensitive to changes in the environment (political, social, economic environment).

e  Tourism, hospitality and hotel industry are big environment polluters and therefore
it is necessary for the logistics systems to be directed to new green technologies
and new solutions that will open up the possibility of creating an environmentally
friendly business concept.

Specificities of the logistic processes in the hospitality industry depend to a large extent
on the characteristics of the provider of the hotel and hospitality services (a family
hotel, a national hotel chain, foreign hotel chain and hotels in the majority state
ownership) and on their value system (corporate culture) and business philosophy
(focus on development, learning and innovation). With reference to start up items each
form has its advantages and disadvantages oriented to the future innovation of logistics
processes in the competitive contest. Small family run hotels recognize the importance
of investing and innovating all logistics processes, but are limited through their
financial (dis)ability. Technology has further differentiated small hospitality companies
that struggle to manage their supply chains with limited resources and budget from
large, multi-unit chains that can afford to invest in solutions to gain visibility and
control (Terry, 2007). Foreign chains continuously invest in the innovation of logistics
processes in order to reach standardization and excellence and to offer superior quality
and distinctiveness. National chains are trying to respond in terms of quality through
reshaping business based on new strategic orientations and expertise. Hotels in
majority state-ownership open the key question of whether to enter the privatization
process and restructuring with a positive repercussion on the innovation of logistics
processes.
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Logistics processes of a hospitality company have to meet in terms of quality the
challenges of environment and globalization processes (a company has to follow the
vision of the destination and emphasize own pecularities). The structure of the tourism
sector determines the value chain and the interaction of all stakeholders in the
destination attractiveness, especially those who are important for the hospitality
company and who make up the supply chain in order to achieve excellence for tourists.

Figure 3: Structure of the tourism sector
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Source: Claver, et. al. 2006, 190.

According to Stipanovi¢ (2006, 123) during their stages of development, hospitality
and tourism industry takes on new forms and satisfies very stringent criteria of the
assortment of tourist and hospitality products and services as well as logistics
processes. Hospitality and tourism industry is constantly enriched by new motives
which leads to decisive changes in the purpose and way of spending holiday outside the
usual place of residence. Imagination and the desire for something new, different,
unfamiliar will set the new criteria of tourism demand and supply.

Logistics aimed at the development of a tourist destinations should evolve into a
responsible logistics branching in three directions: the preservation of the environment,
life quality improvement of the local population and economic effects which should
also be reflected on the logistics processes of hospitality companies. In addition to the
qualitative and quantitative development of the tourist and hospitality product and
supply, special attention is paid to the sustainable development and ecology. Nowadays
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the leading providers are eco-companies (hotels, campsites) that implement ecological
component in waste management, in the orientation towards alternative energy sources,
rational use of energy... An ecologically oriented supply chain is focused on zero
waste, i.e. maximum waste recycling, i.e. the results of the business operation of
hospitality companies and tourism itself must not be harmful to the environment and
the local community.

A hospitality company has to be different than the competition which is achieved
through the innovation of logistics processes. The global economy has dramatically
increased the number of competitors offering similar products, which is particularly
important for the supply in tourist destinations. According to Cooper (1994) a number
of key, but interdependent, factors has been responsible for reshaping the activities of
major companies including: globalisation of markets, cheaper communication, removal
of barriers to trade and foreign investment, achieving economies of scale in business,
innovation in logistics.

3. INNOVATION OF LOGISTICS PROCESSES IN RECONCEPTION OF
COMPANY DEVELOPMENT

Reconcepted development of a contemporary hospitality company based on situational
analysis and anticipation of changes in the micro and macro environment redefines the
target system and innovates operating strategies. The aim of logistics in the hospitality
industry is a continuous optimization of flows of goods, people, information, energy,
knowledge, capital, waste in order to establish excellence of the hospitality service and
a maximum satisfaction of clients’ needs. According to Mrnjavac (2010, 195) in the
hospitality industry two levels of objectives and strategies are set:

e strategy of lowering logistics costs (due to the large share of logistics costs in the
modern hospitality industry for the procurement of a large number of different
resources, it is necessary for managers to perceive the possibilities of lowering
logistics costs which will not have a negative impact on the quality of the process);

e strategy of increased client’s satisfaction (in the hospitality industry the client’s
satisfaction is of highest significance (e.g. manner, time, quantity, quality of
service); therefore it is necessary to build an maximum efficient organization at no
additional costs).

The investment in the optimization of logistics processes is profitable as long as the
level of income based on the innovation of logistics processes is higher than
expenditure. According to Tigu and Calaret (2013, 106) supply chain performance in
tourism, but also in hospitality industry, is measured through both financial indicators
and the non-financial ones. So besides profit, costs, market share, etc. the performance
indicators have also to be reached in terms of customer satisfaction, efficient internal
process, degree of innovation, employee satisfaction and other indicators related to
movement of tourist. Hotel companies must think of their performance in a wider sense
(from the point of view of employees, customers, suppliers, management etc) and not
only from a merely financial perspective, which is only the epitome of all the aspects of
success (Ivankovi¢, Jankovi¢ and Persi¢, 2010, 13).
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Logistic objectives have to follow the overall company goals which are achieved by the
synergy of all the processes of the value chains and operating strategies (the goal is not
the best supplying function but the best supplying function in interaction with the best
operating strategies), taking into account the particularities of procurement, supply and
distribution in the hospitality industry in terms of the challenges of new trends in
supply and demand.

The basic tenet of SCM (supply chain management), and correspondingly of food
supply chain management, is that competitive advantage is derived from companies
managing and enhancing the total performance of the supply chain, for the purpose of
delivering improved value to customers (Fearne and Hughes, 1999, 123). According to
Vouk (2005, 1013) the structure of the supply chain is largely defined by technology,
especially the electronic data exchange, the system of fast responding delivery and the
system of the efficient adjustment to the supply. As we move into the middle of the first
decade of the 21st century, we are seeing another shift in focus - from supply chain
management to strategic supply chain management (Waters, 2010). It is necessary to the
assertion that there are strong social, economic, organisational and market rationales
for a more concerted effort to promote higher levels of direct supply chain relationships
in the hospitality sector (O Donovan, Quinlan and Barry, 2012, 500).

The traditional concept of procurement, where the company concentrates on cheap
suppliers has been replaced by a strategy of just-in-time procurement that is based on
quality and that concentrates on the development of long-term relationships with
suppliers, on establishing partnerships, on continuous improvement of the product
quality and on cost lowering. Procurement in the hospitality industry (small family run
hotels as the most propulsive form) have to rely on local agriculture (family farms), on
indigenous varieties offered in local specialities in contrast to the globalized cuisine
and fast-food restaurants (connecting local agriculture and hospitality sector through
the procurement function, joint promotion and entering the market - vertical linking of
stakeholders). According to Randi¢ and Rittig Beljak (2006, 12, 101), regional and
local dishes emphasize the difference, bring together cultural markers as a part of the
cultural identity of each region. The advantage of the Croatian hospitality sector must
be based on local values, local dishes, decoration style, local coloring (no copy at all
can be better than the original). In the continuation of the logistics chain, it is necessary
to innovate all processes (production/supply, distribution) ending up with a
promotional strategy by using new media, social networks in order to reposition and
recognize companies and destinations as well as distribution channels (e-distribution,
reservation information systems).

Reconception of the development of logistics process should be based on a new
business culture featured by learning and knowledge, visionary mind and leadership of
knowledge management as well as self-realization of employees. Through the
transformation of the organizational structure, authorization and teamwork all
employees should be included in the concept of development and key business
decisions making process, so that they get more motivated to meet the business goals.
According to Brownell (1990, 194) the key implication here is that managers should
seek to create an organizational atmosphere which supports efforts to improve quality
and enhances the nature of communications between employees and customers.
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Organizational culture in hospitality companies is very important because the result of
these mutual norms, patterns of behaviour makes an impact on tourist’s satisfaction
who always recognizes satisfied employees which is a result of set behaviour patterns.
In order to make a progress in all logistics processes, innovations based on creative
ideas and new strategic orientations are indispensable.

4. STRATEGIC ORIENTATIONS AIMED AT OPTIMIZATION OF
LOGISTICS PROCESSES

Development reconception raises two key questions that are typical for the entire
operational model of a contemporary hospitality company:

e How to identify and meet the needs of the modern client to the highest extent?
e How to be better and different in comparison to competitors?

Qualitative responses to the challenges of turbulent tourism market can be based only
on the knowledge and information as a result of new strategic directions oriented to
clients (TQM, CRM) and competitors (benchmarking and business intelligence) which
supports strategic decisions and innovation of strategies.

¢ Dynamic benchmarking is based on continuous comparison of all logistics
processes in order to detect their weaknesses and strengths compared to the ones of
competitors as a source of a continuous improvement in order to identify
opportunities, to emphasize own strengths and to eliminate weaknesses.

e Business intelligence is based on the legal and ethical way of gathering key data
about competitors (and their logistics processes) at the present moment and future
as well, transformation into information and knowledge with the aim to surpass the
competition. It is necessary by anticipating the model of development concept and
logistics processes of competitors to improve the own conception of business
development in order to remain a step ahead of the competitors.

e TQM is based on the Deming cycle quality on how to anticipate customers’ needs
today and in the future and improve business (logistics processes) to achieve
business excellence (tourist is a king in the quality system).

e CRM is based on identifying the needs of each individual client (segmentation
101) and providing personalized services to the maximum satisfaction (adjustment
of logistics processes to each client).

The new strategic orientations (besides the described ones are standardization,
informatization, knowledge management, reengineering) must generate innovations of
value chain (how to improve existing solutions - concrete improvements to all elements
of the value chain. Intelligence of a supply chain gets a key importance - creation of
business intelligence related to the various functions of the supply chain management.
It requires a tight linking of analytical activities and production activities (Liautaud,
2006, 47). According to Panian (2008, 30) the main goal of creating intelligence of a
supply chain is the storage technology of the data and analytical tools at the strategic
level of corporate actions throughout the life cycle of the supply chain and products.
All strategic goals are based on a man (knowledge) and software (storage, ETL, OLAP,
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dashboards, ad hoc queries, data mining). Information and expert systems that
transform the abundance of data in key information and knowledge for the purpose of
business decision-making and development reconception are elaborated. Information
technology provides a feasible way of harnessing the full operational capability (Teare,
1996, 63). Recognizing the importance of information systems in logistics and its
implications in the modern business contributes to the creation of companies able to
respond to different market challenges and to identifying the recent features in dealing
with production, suppliers and customers using the services. According to Aghazadeh
(2004, 267) a strong LMIS (Logistics Management Information System) provides data
to: improve client service by accurately forecasting demand, procuring the products
and quantities in demand, and monitoring to maintain adequate stocks, reduce costs by
reducing loss, damage, and waste of supplies, improve policy decisions and
management through better reporting and analysis and identify when immediate
supervisory action is required.

Best decision today is already an outdated solution tomorrow, so that you need to
constantly build new solutions based on new information and knowledge. The key is to
abandon outdated knowledge that limits innovation and open up possibilities for new
ideas and creative techniques in order to minimize risk and optimize processes. The
average company uses only 10% of their own information so that it is necessary
through management information and knowledge to multiply their use and application.
A hospitality company must abandon outdated paradigm of business operation through
reengineering business, opening to changes in the active shaping of future.
Reengineering involves change of the development concept, way of thinking,
management, leadership, corporate culture, organizational structure and resources,
product range, technology ... It is necessary to create awareness of the changes and
innovations, that is to create economic aspect of the new strategic orientations (costs
can be quantified - staff, software, implementation), but it is very difficult to quantify
revenue - the result is knowledge and information that can not be presented in the
accounting form, except by the balanced scorecard). Knowledge and information are
embedded in the business decision which is implemented in the business, but it is
impossible to quantify the role of the new strategic orientations in generating a better
decision, that has a greater chance of success in the future. Research works show that
the most cost-effective investments in new strategic orientations (the funds are returned
in the period of 1-4 years) so that in conditions of crisis and recession a priority is
given to investment in knowledge and information with the aim of generating
innovation).According to Sarkis (2012, 206) knowledge and learning management
activities are also critical in determining, defining, and expanding informational
boundaries. Collaborative supply chains are noted for knowledge-sharing activities,
such as workshops and seminars, which can help in supplier training and development
efforts in environmental issues.

The significance of the new strategic orientation in innovative logistics processes in a
turbulent environment (changes in the activities of competitors, customer requirements,
negative macroeconomic trends, the crisis) can be represented by causal loop method.
It is an excellent tool for modelling a complex system and thus strategic decision
making (Jere Lazanski, 2009, 10) Causal loop diagrams consist of variables (things,
actions or feelings) connected by causal links (arrows) with polarities (+ and — signs)
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and delays (Il) to describe the causal links, and feedback loops to describe the circles of
cause and effect that take on a life of their own (Zhou, 2012). They show capturing the
feedback processes, stocks and flows, time delays and other sources of dynamic
complexity (Sterman, 2001). Causal loop diagrams are helpful in evaluation of the
consequences caused by new policies and new structures we might design. Casual loop
diagrams provide a high level means of conceptualising models in terms of their
feedback loop structure (Wolstenholme,1999).

Figure 4: Casual loop diagram of the significance of the new strategic orientations
in the competitiveness of the hospitality product
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Source: author’s elaboration

Logistics processes have to be transformed into intelligent logistics as a part of a
learning organization, which is based on new knowledge and insights implemented in
improving all the business segments. A key question for future research is how to
transform the classic Croatian hospitality company in the learning organization, i.e.
traditional logistics in intelligent logistics in order to generate new value and to
multiply profit.

CONCLUSION

A modern hospitality company has to continuously innovate the concept of
development as a response to the challenges of an increasingly turbulent tourism
market. Improvement of logistics processes must be a part of the overall objectives of a
company that is generated through the synergy of improvement of all business
segments. In the value chain primacy is taken by knowledge and information which
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make use of a resource basis that relies on a sustainable and responsible development.
Knowledge and information must evolve into a competitive advantage of 21st century
based on innovation. Crucial become new strategic orientations (business intelligence,
benchmarking, TQM, CRM) aimed at making strategic decisions in order to optimize
logistics processes and evolve into intelligent logistics as a generator of transforming
traditional hospitality companies in the learning organizations.

Further research works should determine the key information and knowledge (to
quantify and qualify the importance of new strategic orientatations in the development
of logistics processes in order to multiply profit) in anticipating changes and making
use of opportunities to generate innovations (to define concrete improvements of
logistics processes).
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