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Preliminary Definitions

2. There is no doubt that the value chain, defined for the first time by Michael Porter in 1986, is one
of the most innovative techniques for the creation and safeguarding of a competitive advantage in a sector.
A competitive advantage constitutes a skill or special ability that a company develops and which places it
in a unique and preferential position in the eyes of the market. In order for the competitive advantage be
truly useful, it should also be sustainable, that is to say, the advantage must be able to be maintained for a
certain duration. To achieve this, the advantage should respond to two criteria: 1) It should have its origin
in a company strength or strong point, not in a temporary event, and 2) this strength should be difficult for
competitors to copy in the short term.

Figure 1. Characteristics of a Sustainable Competitive Advantage
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3. Therefore, in order to acquire a competitive advantage, the supply of services should be
structured, according to Eiglier and Langeard (1993), by relating four basic elements: i) the necessary
physical support to produce services; ii) the personnel in contact, iii) the customer, without whose presence
there is no production, and as a result of the interaction of these three elements, iv) the service in itself. The
perception of a “global service” is generated in the customer, from which point the presence or absence of
a superior value is evaluated. Figure 2 shows the elements that intervene in the operation of a service-
orientated company, in addition to the possible relationships between them that generate the perception of
global services.



Figure 2. Operation of a service-oriented company.
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4, According to these authors, it is necessary to consider not only the parts and isolated processes
but also the result of the dynamic interaction of the parts that form the whole:

e A company forms an integral whole, whose parts are closely interrelated.

o All the parts of the company are closely linked to the surrounding environment. Tourism is not
only transport and accommodation but also includes the legislation relating to travelling (visas,
currency, customs), and the basic infrastructures of health, transport, public safety, education and
the new technologies.

5. The purpose of any enterprise is to produce value or, to put it in another way, to supply products
or services valued by those who make up the market. One of the means of identifying ways to create
differences to improve this value is the Value Chain, which evaluates the positions of the competitive
advantage.

6. Porter defines the value chain as follows:
"..it is a methodological instrument for the internal analysis of a company, which enables the
company to be divided into separable activities and, as a result, to ascertain how that activity contributes

to reaching the desired goals...".

7. Figure 3 shows a diagram of the value chain proposed by Porter at a generic level:



Figure 3. Value Chain Model of Michael Porter
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On applying the value chain, it should be taken into consideration that:

— Each activity is absolutely linked to the others, they complement each other, and it is
difficult to separate them.

—  Each activity generates value and contributes to the global value, the one perceived by the
customer.

— By knowing the attributes most valued by customers, the chain contributes to visualising
the position of the company with regard to these values and to the competition.

— Every enterprise has direct value activities (implicated in the creation of the value directly
for the purchaser), indirect (which make it possible to discharge the previous ones) and
quality activities (ensuring the quality of other activities).

— The value chain of a company is contained within a larger field of activities, which Porter
calls the value system. The providers, the channels and the purchasers have value chains,
which can also be of influence on the company operation, in many ways.



— In order to identify a new value chain, a company should examine everything it does, as
well as the value chains of its competitors, looking for creative options for doing things in

other way.
— The differences among the value chains of the competitors are a key source of competitive
advantage.
2. OBJECTIVES OF THE CASE STUDY AND METHODOLOGY
0. The objective of this study is to identify the players taking part in the Balearic tourism chain of

value, to analyse how these players are organised and how they interact among themselves, in order to
draw conclusions and identify available opportunities, as well as the challenges to the Balearic global value
chain.

10. This is a case study, at a regional level, on the tourism business environment of the Balearic
Islands. Therefore, the analysis has endeavoured to include the widest possible range of players, those who
form the framework of tourism business of the islands: hotels (with their different products and
specialities), travel agencies and tour operators, airline companies, transport operators, and leisure and
catering enterprises.

11. In addition, because the tourism industry is one of the most heterogeneous with regard to the
players involved, and with the aim of obtaining a wider perspective and a more objective overview of all
the existing value chains in the Balearic Islands, it was decided to collect information from enterprises with
businesses of various size (and not only from the SMESs):

— Large companies, internationally recognised chains that commenced their
operations in the Balearic Islands, and from where they direct and organise a
strategy of global expansion,

— Medium size companies, family-run businesses,

— Small companies, also family-run.

12. Nearly 80% of the companies in the Balearic Islands belong to the services sector. Of these, 80%
are engaged in activities that are directly or indirectly related to tourism. This adds up to a universe of
almost 12,000 companies, an impossible number to cover in the study. It was, therefore, necessary to
define certain criteria to govern the selection process of the potential candidates to be interviewed. These
are:

1. Enterprises clearly representative of tourism in the Balearic Islands. As a result of its
importance and its representative role, or its innovation or its wide and deeply rooted
tradition, each enterprise should have an obvious and significant weight within the tourism
business framework of the Balearic Islands.

2. Enterprises complying with the above requisite, which should, by virtue of their size, also
configure a valid and representative sample of the different sized companies existing in the
Balearic Islands.

3. Enterprises, whose specialisation in their sphere made them representative of the different
tourism products supplied by the Balearic Islands as a destination.

13. The sample comprised 25 enterprises and the response rate was 72%. The following Table shows
the distribution of the 18 enterprises which responded to the survey:



Distribution of enterprises

LARGE MEDIUM SMALL
TOURIST SUB-SECTOR ENTERPRISES ENTERPRISES ENTERPRISES
(OVER 250 (FROM 5170 249 (UNDER 50
EMPLOYEES) EMPLOYEES) EMPLOYEES)
Enterprises with specialised tourism 4 3
products’
Travel agencies 2
Leisure companies
Catering enterprises
Hotel chains 3
Transport enterprises 1
Airline companies
Total 4 8 6
Source: Centre of Tourism Research and Technologies of the Balearic Islands

14. The survey took approximately one month, and members of the Board of Directors were

interviewed in every case. The average length of each interview was two and a half hours (see Annex | for

the questionnaire).

15. The process involved in making the study is given in Figure 4 below:

1. Golf, cycling tourism, spas, city tourism, rural tourism, holiday tourism and holiday homes.
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Figure 4. Diagram of the process involved in making the study
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3. RESULTS
Key aspects of the enterprises.

This section analyses the main ratios and economic and accounting variables, in addition to the
principal assets of the enterprise, the ownership structure and dependence on financing, business

activities, product lines and the internal value chain of the enterprise.

Main ratios, economic and accounting variables

Data: Million Euros (M €)

Data average by group No. employees Turnover Acc. Benefit| Cash Flow | Assets Debt
Large hotel chains 24,000 776.6 76.9 123.3 1,715.0 268.6
Medium hotel chains 522 27.4 6.1 7.9 119.8 23.5
Specialised tour.lsm product 100 132 13 13 1393 385
enterprises
Travel agencies 4 0.9 0.0 - 0.1 0.0
Transport enterprises 439 125.8 2.1 4.8 7.4 1.3
Leisure and catering enterprises 81 7.6 -0.8 -0.5 2.1 0.5

Source: Centre of Tourism Research and Technologies of the Balearic Islands
16. The assets acknowledged by Balearic enterprises as most important, by order of relevance, are:

e The brand name is the most important attribute, in spite of its intangible nature.
e The buildings and the surrounding environment.
e And lastly its information systems and know how.

17. The ownership structure is also very diverse, ranging from family-run companies to public
enterprises quoted on the stock exchange, but there is a notable presence of companies consisting of more
than one person but with a reduced number of shareholders in order to qualify as a limited company.

18. With regard to dependence on financing, we can see that 62.2% of the enterprises interviewed are
in debt, with an average amount of 3.69 million euros.

19. In terms of products, a large number of Balearic enterprises are involved in many lines of
business. This is the case for example of the travel agencies which are engaged in incoming and outgoing
activitie or of some of the large hotel chains which are also involved in the property market. However, it
should be pointed out that during the last few years, the Balearic businessman —aiming to diversify his
products and markets and to reduce his dependence on tour operators and on “sun & beach” products— has
been introducing new lines of business. This includes his own services, the addition of spa or wellness
centres in his hotels, and extending the sports activities on offer (golf, cycle-tourism and trekking). These
efforts are starting to produce very good results.

20. In the survey, respondents were asked to respond to “How would you define your technology
level?”. The results are defined 44% as innovative, 39% as standard, 11% as well-established and 6% as
experimental) as shown in the table hereafter:



How would you define your technology level?”

Well
Experimental established
6% 11%

Innovative
44%

Standard
39%

Source: Centre of Tourism Research and Technologies of the Balearic Islands

21. The internal value chain of the enterprises in the tourism sector is structured in several
departments. The production and marketing areas, each with an average of 35% of the costs, are the most
relevant ones, since they are the ones generating value. The production, because it is responsible for
producing the service, and the marketing because it is the department which attracts the customers.

Awareness and understanding of the value chain.

In this second part of the interview, we analysed the services or products supplied by the enterprises,
their product lines and brands, the attributes they consider more important, the structure of the value
chain, the most important agents and their coordination, the level of competition by product line and type
of competition and the effect of globalisation on the value chain.

22. The services supplied by tourism accommodation enterprises in the Balearic Islands are basically
those of accommodation and catering. These services are characterised by a rather high quality, a very
attractive geographic location and an excellent price-quality ratio.

23. The large and medium hotel chains have a wide line of products and brands to offer to their target
markets, ranging from holiday tourism to urban tourism, with huge variations in quality terms. The
enterprises of specialised tourist products, a majority of which are small and medium sized enterprises,
focus their line of products on the services they supply, and not on the creation of different brands. These
product lines are normally used by the company to diversify the risk, reduce it and/or eliminate the
excessive dependence on a specific market or on a tour operator, and also to deseasonalise its annual
occupancy with complementary products less dependent on the summer season. The objective is to
survive.

24. The large and medium hotel chains introduce new lines of products through their brand, and they
produce them in accordance with certain standards. The objective is to find new segments of the market
that are less sensitive to price.

25. In the smaller enterprises or those specialising in certain tourism products, the management team
is responsible for establishing the standards of the new product lines, something which does not occur in
the large and medium hotel chains.



26. Enterprises in the transport, leisure and catering sectors, rather than aiming for new product lines,
look for new target markets, always taking advantage of their brand.

27. With regard to the most important business attributes, those interviewed highlight the following:

Most important business attributes

In the accommodation sector In the travel agencies sector
Service by the personnel Personalised service
Location and facilities After-sales service
Quiality and excellence in the service Quality

Brand and know-how
Customer satisfaction and individual

treatmant

In the transport sector In the leisure and catering sector
Security The human team
Quality

Source: Centre of Tourism Research and Technologies of the Balearic Islands.

28. The Balearic enterprises see themselves as producers within the structure of the value chain. In
their opinion, the value chain should always be focused on the customer. For this reason, they recognise
that each department or area in their company must make an effort in order to create value and to maximise
customer satisfaction. Thus, it can be seen that in the structuring and creation of value in the Balearic
Islands, great importance is given to the value of the brand and to the pre-established standards which
materialise improvements in service levels and customer care, emphasising trained personnel and good
facilities.

29. In this sense, information systems are highly relevant in providing objective data for basic
company decision-making.

30. Many agents are involved in this value chain. People are the most relevant ones because of the
intangible nature of the services, followed by the establishments for their relevance in the context of the
tourism value chain in the Balearic Islands.

31. With regard to the coordination of agents, the enterprises give it considerable importance. It is
normal and common to hold periodic meetings at all levels, from top management to the basic personnel,
passing through middle management. At these coordination meetings, they share information at certain
levels, and open up a channel for ascertaining potential improvements and/or solutions to existing
problems.

32. Within the accommodation sector, it can be seen that in the most traditional product lines (such
as holiday tourism), competition is very high, while in other new tourist products (spas, conferences and
congress tourism or sports tourism) competition is lower. Those interviewed see their main competitors in
similar sized enterprises, and enterprises in other countries or tourist destinations close to the Balearic
Islands as their major threats rather than as direct competitors.

33. The travel agency sector sees the Internet as a very serious competitor, whereas for the transport
sector, it is the big charter companies that compete strongly in their market.

10



34. On the one hand, the enterprises see globalisation as something positive because it broadens their
possibility of supplying their services to any part of the world, which has enabled them to invest in
countries where social costs are low and to obtain high profits. We can mention the case of the large and
medium Balearic hotel chains which are present in destinations such as the Dominican Republic. On the
other hand, the enterprises consider that globalisation creates an increasing competition and a wider and
more complicated market. Globalisation forces enterprises to carry out continual improvement and
innovation processes and to compete with enterprises which have very different costs structure and which
are able to set lower prices for products.

Cooperation within the value chain.

The purpose of this section is to analyse the number of value chains an enterprise belong to, the
duration of contracts and what they stipulate, the negotiation framework and strategy, their assessment of
the importance of trust, the current stage in the life cycle of their products and technology, how
technological changes begin and who shoulders the risk, and their opinion on what the value chain
contributes to the enterprise.

35. Only the big hotel groups are able to belong to several value chains, since their activities are both
horizontally and vertically integrated. The reason for adopting this strategy is so that all the money spent
by their clients remains within the hotel group.

36. As for contracts, we can state that in all the groups in the tourism sector of the Balearic Islands,
contracts are negotiated and signed for one year, except in the air transport sector where aircraft leasing
contracts are negotiated for a 5-year period. Most of these contracts are negotiated personally. The
businessmen in the sector place great importance on trust and personal contacts, and are well informed on
the prices and costs of their suppliers in order to negotiate prices.

37. Contracts generally stipulate the following:

The price according to numbers and season, in addition to the applicable discounts.
Payment methods and conditions.

Services conditions.

Opening and closing period

Bookings and cancellations conditions.

38. As a result of globalisation, the opinion of those interviewed is that the framework of
negotiations has become more competitive in the last five years. In their opinion, the economic crisis and
fluctuations in the price of basic raw materials, such as oil, mean that they have to reduce their product sale
margins, and that demand shrinks.

39. Regarding the current stage in the life cycle of the different tourist products in the Balearic
Islands, those interviewed gave the following answers:

11
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Most of those interviewed consider that their technological level is at a growth stage. These
technological changes generally result from requests by middle management or from executives but it is

DECLINE

the managers and owners who ultimately carry the risks associated with this kind of investment.

40.

following to the enterprise:

¢ Niche markets: by knowing customer requirements and generating satisfaction and value, it is
possible to attract very loyal segments of demand, which are proving to be quite profitable for the

In general, the Balearic tourism businessman believes that the value chain contributes the

enterprise. Information systems and the Internet are, in many ways, making this process easier.

e Improvement in know-how: because every value chain implies a process of innovation and
continual improvement to satisfy customer expectations in the long term. And, also by the
elimination of certain levels of intermediaries as, for example, in the recent case of holiday homes.

e Expansion prospects: the value chain has led to expansion in both markets and end users and
enabled enterprises to launch into other tourist destinations, as is the case of certain medium hotel

chains and, also, holiday homes in the Balearic Islands.

e Specialisation: the value chain has enabled travel agencies to focus their services and allowed

them to specialise in specific segments of the demand.
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Dynamics of co-operation, weaknesses, strengths and competition.

This section analyses the most important partners of the enterprises in the Balearic tourism sectors,
the type of association they establish among themselves, the position they hold within their sector (strong
or weak), the key aspects for their occupying this position, whether this position was weaker or stronger
three years ago, whether the enterprise intends to increase its role in the value chain and what are their
strengths and weaknesses, and their most significant threats.

41. In general, enterprises in the Balearic tourism sector form associations with other enterprises in
the same activity and sector, in a municipality or tourist area, and also with employer organisations, at a
regional, national and international level, with the aim of unifying efforts, mainly in the context of tourist
promotion and in presenting a common external image.

42. In addition, there are generally associations with tour operators through guarantee contracts or
cooperation agreements for joint promotion. The big hotel chains also establish joint venture agreements
with various suppliers and enterprises for the joint development of their activities and, in some cases, to
benefit from the brand name of specific international enterprises. At enterprise level, there are also
cooperation agreements with external companies that provide them with taxation and financial advisory
services, or with IT and marketing support services.

43. With regard to the position they hold within their sector (strong or weak), the general view is that
they are in a leading position as a result of their specialisation, the quality of their service and their
accumulated experience. However, most of those interviewed commented that their position was stronger
three years ago, and that they are experiencing a loss in competitiveness due, basically, to the increased
competition.

44, In general, the enterprises do not intend to increase their role in the value chain in the sector.
Only the big hotel chains are increasing their size and creating new products, targeting segments of
demand less sensitive to prices and entering other related sectors (vertical and horizontal integration).

45, The responses on  strengths, weaknesses and threats were as  follows:
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STRONG POINTS WEAK POINTS

1. Product diversification 1. Being in very mature market

2. Geographic location segments

3. Brand 2. Few innovation possibilities

4. Customer satisfaction and 3. Mature tourist destination
repetition rate 4. Territorial limitations

5. Quality / price ration 5. Increasing competition

THREATS

1.  New competitor destinations with lower prices

2. Excess supply and highly competitive market on
prices

3. Costs, mainly for labour and raw materials

4. Inflation

5. In the case of the travel agencies, the Internet is

becoming an increasingly strong competitor,
year by year

Source: Centre of Tourism Research and Technologies of the Balearic Islands.
Public aid for SMEs in the value chain.

The final section of the interview analysed whether or not the Administration should help the SMEs to
better position themselves in the value chain in their sector, and asked if the enterprises received any kind
of public aid, and if in the affirmative, what was its effect on the enterprise, what were their needs in terms
of aid and if they had the financial resources to improve their role within the chain in their sector.

46. There were two major opinions on this point:

e Public Administration should help the SMEs.

e The less public intervention the better. The big hotel chains think intervention by the public
administration is necessary, with support and financing for enterprises, particularly the small
ones, although they clarify that this intervention should never eclipse the enterprise and that the
private sector should always have the independence to be able to carry out its management
efficiently.

47. 50% of the enterprises interviewed receive public aid, mostly for training programmes for their
employees and assistance in implementing quality and environmental management systems. The aid
received converged with the strategy of the incoming enterprises, and the effects in the medium term have
been very good, making it possible to improve the quality of their services.

48. A high percentage of the requirements in terms of public aid focus on the promotion and
improvement of the tourism environment and the infrastructures, although many enterprises acknowledge
that they have the financial means to afford certain actions aimed at improving their role in the value chain
in their sector.

14



BIBLIOGRAPHY

Amat, O. (2000) Valor afiadido econémico: Un nuevo enfoque para optimizar la gestion, motivar y crear
valor.

Bayon Mariné, F. Y Martin Rojo, I. (2004) Operaciones y Procesos de produccion en el sector turistico.
Borja Solé, L. (1983) Fundamentos de economia de la empresa turistica.

Buenos Campos, E. (1989) Direccidn Estratégica de la empresa. Metodologia, técnicas y casos.
Cémara, D., Grande, I. Y Cruz, 1. (2000) Direccion de Marketing.

Cela Trulock, J.L. (2000) Valor Afadido. Costes y Rendimiento Empresarial.

Eiglier, P. y Langeard, E. (1993): La Servuccion de la empresa de servicio.

Fernandez Fuster, L.F. (1985) Introduccion a la teoria y técnica del turismo.

Figuerola, M. (1990) Teoria econdmica del turismo.

Fitz-enz, J. (1993) El valor afiadido: Una nueva estrategia para los 90.

Font Sentias, J. (2004) De la planificacion estratégica a la gestion del producto.

Gazzera, Maria Alejandra (2002) Ventajas competitivas: Una propuesta paso a paso de busqueda y
aplicacion de cadena de valor adaptada a empresas aéreas. Caso Patagonia- Argentina.

Porter, Michael (1986): Competitive Advantage: Creating and Sustaining Superior Performance.

15



