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1. INTRODUCTION

The current process of globalisation in which we are immersed leads to a continuous search for
international competitivity. This has meant that company strategies have been rapidly evolving in recent
years and have had a decisive influence on technological advances. The new rules of competitiveness at an
international level, the change of specific weight of the cost of certain factors (labour, transport, etc.) and
the redefining of distance and geographical localisation as new elements of competitive advantage have
altered the latter’s traditional schemas (Lopez Dominguez, 2005). All of this has led us to strategic designs
in a global ambit, as is reflected in the configuration of global value chains (GVCs).

Important transformations have taken place in recent years at a world-wide level within the
tourist sector. The globalisation of the tourist market, the greater sovereignty of the consumer, the business
strategies tending to take advantage of savings of scale and reach, the progressive incorporation of new
technologies in the tourist industry and the transformations in the commercialisation channels have meant
that we are moving in an increasingly more competitive environment (Go and Pine, 1995). Tourist
businesses have been forced to thoroughly restructure themselves to adapt to this new environment. This
phenomenon is mainly seen in company mergers, the appearance of new agents, the adopting of new
management models and the internationalisation of tourist companies (loannides and Debbage, 1997,
Bywater, 1998). To sum up, GVCs have appeared in the tourist industry.

The first aim of this work will be to carry out a contextualisation of the tourist sector in
Andalusia. An approximation of its quantitative importance, a delimiting of the tourist production chains
from regional input-output tables and a brief descriptive analysis of the two subsectors studied (that of
hotels and that of travel agencies) will be set out.

Secondly, the positioning of Andalusian touristic SMEs in the GVCs will be investigated. To do
so, information from case studies carried out with hotels and travel agencies located in Andalusia will be
used. The aim of this will be to identify what practices will be considered adequate for the SMEs to be
successful within the globalisation framework via the optimising of their participation in the GVCs to
overcome the obstacles of their reduced size.

2. TOURISM CONTEXTUALISATION IN ANDALUSIA
2.1. The touristic sector in Andalusia
2.1.1. Importance and recent evaluation

Andalusia is an important tourist destination at an international level. In terms of inbound
international tourism, Andalusia is equivalent to countries such as Thailand and the Oceania region. It
more than doubles the level of highly-rated destinations such as Cuba, the Dominican Republic or
Argentina (Aurioles Martin et al, 2001). According to the estimations of the ECTA" (Andalusian Region
Tourist- Market Study), there were 22 million tourists in 2004. This meant an increase of 2.9% on 2003.
40.9% of the tourists were foreign and the rest Spanish. Of the foreign tourists, almost a third were British
(31%), while 5.4 million of the 13.1 million Spanish tourists were Andalusian (domestic tourism) and,
therefore, the remaining 7.7 million were from the other Spanish regions.

To meet this tourist demand, the Andalusian economy has had to produce 12.5 million euros of goods
and services (SAETA, 2005a). Tourism, with 12.4% of its GDP, is the Andalusian economy’s first
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industry. The generation of this production brings about a series of chain effects on the rest of the
Andalusian economy’s productive activities. These effects can be classified as direct or indirect. Those
named direct are a consequence of a tourist’s demand for goods or services. For this reason, they are to be
found in the services most intimately connected with tourism. 78% of them are distributed in just two
concepts: food and beverages and accommodation. The indirect effect would be that generated in a
different economic activity (textile, electricity, water, etc.) as a consequence of the demand of a sector (an
hotelier, for instance). These effects are , therefore, mainly made up of concepts that are more distant from
tourism. Thus, the sum of both effects make up the impact that the tourist demand has on Andalusian
production. This has been estimated for 2004 as 17,634.64 million euros: 71% direct effects, 29% indirect.
In like manner, we can extract the multiplying effect on production from this data. This estimation is 1.42,
meaning that for every euro of tourist demand, 1.42 euros of value has to be produced.

The impact of tourism on employment in Andalusia is considerable. For 2004, employment to meet
tourist demand was estimated at 258,037 workers, of which 207,483 are direct employment and 50,554
indirect. This means that the multiplying effect on employment is 1.24. In tablel, we can observe the
structure of the Andalusian tourist firm sector with regards to its number of workers.

Table 1. Structure of the Andalusian tourist firms.

1-9 employees 10-199 employees 199-499 employees >499 employees
Travel Travel Travel Travel
Agencies | Hotels** | Agencies Hotels | Agencies Hotels | Agencies Hotels
and similar* and similar* and similar* and similar¥
Andalusia
(2005) 89.4 81.0 10.5 18.3 0.1 0.7 0.1 0.1

Source: Elaborated with data from DIRCE (Central Directory of Firms), INE (National Statistics Institute)
* Division 63 National Classification of Economic Activities (CNAE), corresponding to Division 79 of the
International Standard Industrial Classification (ISIC, Rev. 4).
**  Division 55.1 of CNAE, corresponding partly to Division 55 of ISIC (Rev. 4).

2.1.2.  Touristic production chains in Andalusia.

The tourist sector has a strategic role in the Andalusian economy, not only due to its direct quantitive
importance, but also due to its close vinculation with other productive regional activities. In this way, the
tourist activity acts as one of the engines of the Andalusian economy, able to articulate the regional
productive system and dynamise it via the push-and-pull effects of other activities that act as its clients
and/or its suppliers (Romero, 2004).

To study these direct and indirect effects of the tourist sector on the regional economy, it is advisable
to accurately delimitate the structure of the tourist production chains. The idea of visualising production
processes by sequencing them into production chains has its origin in the ideas of the Austrian School of
Economics. From this perspective, some sectors find themselves in the initial positions of the production
chain, while others are in later stages.

Tables and techniques of input-output analysis are essential to delimitate production chains. For the
following study of touristic production chains, the input-output Tables of Andalusia, put together by the
Institute of Statistics of Andalusia (2006), have been used. From a methodological perspective, there exists
an extensive literature in the input-output analysis ambit which puts forward different techniques to
measure the productive chaining and delimitate the production chains or “filiéres” (Pulido and Fontela,
1993; Dietzenbacher and Lahr, 2001; Sanchez-Choliz and Duarte, 2003; Cai and Leung, 2004,



Dietzenbacher and Romero, 2006). In this case, to identify the most important touristic production chains
in Andalusia the following method has been used.

On the one hand, to delimitate the “backwards” composition of the production chain identifying the
supplier chain, we will use the technical coefficients of production defined as follows:

a; =2z; 1X;

where z;; represents the regional intermediate deliveries (in monetary terms) from sector i to sector j and

X; represents the regional production of the sector j. Therefore, the coefficient a; indicates the value of

the inputs of the sector i needed to produce a monetary unit of the sector j, thus reflecting the direct
“backwards” dependence of the sector j with respect to the sector i.

On the other hand, to analyse the “forwards” production chain, identifying the most relevant clients
for the reference sector, we will use the technical distribution coefficients defined as follows:

by =z /X

These coefficients reflect the proportion of the production of the sector i that is demanded by the
sector j as an intermediate input, indicating, therefore, the direct “forwards” dependence of the sector i due
to the sales of the sector j.

Likewise, we will use the elements of the matrix L = (I —A)’l, or Leontief inverse, that, in the
stability hypothesis of the technical production coefficients, indicate the increase of production of the
industry i necessary to satisfy a unitary increase in the final demand of the sector j. The elements of the
Leontief inverse, therefore, collect together the total effect, direct and indirect, that a rise in the demand
and the production of a sector causes on the output of its supplier sectors.

Similarly, we will also consider the value of the elements g;; of the Ghosh inverse matrix G = (I - B)™,

that represent the increase in the value of the output of the industry j motivated by a unitary increase in the
cost of the primary inputs of sector i (assuming the technical distribution coefficients are maintained
constant). The elements of the Ghosh inverse bring together, therefore, the total effect, direct and indirect,
which bring about an increase of the primary input cost that a sector i uses concerning production of its
client sectors.

With regards to the values of these coefficients, the method described as follows has been applied.

1. Firstly, a reference sector for the chain has been defined. Specifically, the production chains in
which the two productive branches with a more marked touristic character are involved have been
identified: the hotel services on the one hand, (Figure 1), and, on the other hand, the travel agency
services (Figure 2).

2. We have considered as integrated in the chain as suppliers of the reference sector those productive
branches in which a, >0.01, where k represents the sector of hotel services, in the first case,

and the travel agency services in the second.



3. For each of the suppliers relevant by virtue of the previous procedure, the process described in 2
has been repeated, identifying their relevant suppliers for every one of them. Nevertheless, in this
case it has also been required to consider including the sectors in the chain thatl, > 0.025 , again
representing k the sector of hotel services, in the first case, and the travel agency services in the
second. This process was repeated until running out of the chain production “upwards”. In this
way, we selected only the suppliers of the second and successive levels relevant from the
perspective of the chain’s reference sectors.

4. In a way analogous to that described in point 2, we considered integrated in the chain as relevant
clients of the reference sectors —hotel and travel agency services- those sectors in which

b,; >0.01, where k represents the sector of the hotel services, in one case, and the travel agency
services, in the other.

5. For each of the relevant suppliers identified in 4, the process was repeated, but in this case also
requiring, to consider included in the sectors of the chain, g,; >0.025. This process was

repeated until running out of the production chain “downwards”, identifying the suppliers of the
second and successive levels relevant from the perspective of the chain’s reference sectors.

As a result of applying this procedure to the 2000 regional input-output table, we obtained the
production chains graphically represented in Figure 1 for the hotel services and Figure 2 for the travel
agency services.



Figure 1. Productive chains of hotel activity
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Five levels or stages can be identified in the production chains of hotel services:
1. A level of direct suppliers made up of the production and distribution of electricity; legal services,
accounting, etc.; and industrial cleaning services.

2. A real estate services sector which acts at the same time as a first and second level supplier via the
branches of legal services, accounting, etc.; industrial cleaning; wholesale trade and other
business services.

3. Two productive branches — wholesale trade and other business services- that act at the same time
as relevant hotel industry suppliers and clients.

4. A first level of direct hotel industry client sectors made up of public administration services and
land transport.

5. A second level of hotel industry clients made up of building activity and retail trade, meaning a
hotel output demand, both directly and indirectly, via the land transport sector.

In the case of travel agencies, six levels in the production chain can be identified:



A main direct supplier: mail and telecommunications services.

The real estate sector, that acts at the same time as a first level supplier, directly serving the
agencies, and as a second level supplier via sales to the mail and telecommunications sector.

The land transport sector that acts at the same time as main supplier and client of the agencies
services.

The sea, river and air transport sector that represents a main direct client of the travel agencies.

The trade sector that, in its wholesale and retail branches, acts at the same time as a first and
second level client, directly requiring the agencies’ services, and also indirectly via its purchases
from the land transport sector.

The building sector appears as a second level client that generates an indirect demand of the
agencies’ services via its purchase from the transport branches.



Figure 2. Productive chains of touristic intermediation
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2.2. The hotel subsector in Andalusia.

The year 2004 closed with a total of 4,373 touristic accommodation establishments® offering a total
of 389,148 places, spread out all over the Andalusian territory. More than 50% of the total of exisiting
places are in hotels, this type standing out as the most important in the Andalusian Autonomous
Community. Hotel accommodation receives about half of the Andalusian touristic demand, mainly of
foreign origin.

Graph 1. Share according to the type of touristic accomodation
in Andalusia 2004.
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Source: SAETA (20053).

It can be observed from the category distribution that the predominating category is 4-star hotels with
50.8% of the hotel places. This is followed by 3-star hotels with 29.4% of the places. The share of 5-star
hotels is 5.7%, while the lower category establishments ( 1 and 2-stars) represent 14.3% of the total of
places offered.

Table 2. Evolution of places in hotel establishments in Andalusia according to categories.
Years 2000-2004. Interannual rates (%0).

Year Five Stars Four Stars | Three Stars | Two Stars One Star Total
2000 8,8 10,8 0,6 9,6 1,1 5,7
2001 16,0 18,3 -3,8 8,3 57 7,3
2002 13,6 17,4 -0,1 0,3 3,7 8,1
2003 13,8 12,3 1,4 -0,3 -0,1 6,7
2004 37,3 13,6 -1,2 4,2 4.8 8,5
Source: SAETA (2005a).
2. Apart from this kind of accommodation, the residential tourism offer must be higlighted, that is,

development housing of touristic use. This has experienced a strong growth in recent years, especially on
the Andalusian coast.




In general, it is the higher categories that are presenting a greater dynamism. This is bringing about an
improvement in the quality of the Andalusian hotel offer. So indeed, the 4 and 5-star hotels, representing
about 60% of the total places in hotel establishments, have shown notable increases in recent years (Table
2). In 2004, the category of 5-star hotels has been that which has presented the greatest interannual
increase in the number of places offered. 4-star hotels have also shown an important increase.

The geographical location of the hotel places reveals a high concentration on the coast,especially in
the Malaga province. According to the Andalusian Tourism Register, of the total of accommaodation places
offered in hotel establishments, almost 70% are to be found concentrated on the coast. It is, moreover,
observed that the concentration of high category establishment places is greater on the coast than inland
(Table 3). In fact, the 4 and 5-star hotels make up 43.6% of the total places of this type inland, compared to
57.2% on the coast.

Table 3. Distribution of hotel places by categories. Andalusian coast and
inland (2003).

Category Coast Inland
1-star hotels 2,3 91
2-star hotels 6,8 18,1
3-star hotels 33,7 29,2
4-star hotels 52,8 39,1
5-star hotels 4,4 4,5
Total 100,0 100,0

Source: SAETA (2004).

To sum up, the distribution of hotel places presents a greater concentration in the coastal areas,
especially in the Western Costa del Sol, West Almeria and the Cadiz Bay. Inland, the metropolitan area of
Seville and the area of influence of Granada and Cordoba stand out.

The analysis of the mean capacity of Andalusian hotel establishments reveals a progressive rise in
recent years, reaching 91.8 places in 2004. It is noted that, by province, the dimension is quite higher than
the mean in the coastal provinces, except Cadiz. Malaga stands out with a mean capacity of 136.5 places.
On the other hand, Jaen, Cordoba and Granada hotels present a rather reduced size, lower than 60 places.

An aspect of notable interest is the occupation rate of the Andalusian Autonomous Community hotels.
Data gathered in the following table shows a continued decrease in this indicator. This is due to a greater
increase in the number of hotels than in nights spent. What’s more, a particularly marked decrease has
been observed in the Malaga province.
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Graph 2.

Evolution of the occupation rate of Andalusian
hotel establishments. 2000-2004.
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Almeria 52,3
Cadiz 47,3
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Granada 46,9
Huelva 49,6
Jaén 31,9
Malaga 56,8
Sevilla 45

Source: Elaboration with data from Andalusian tourism indicators Bulletin (no. 38).

Lastly, with respect to the age of the Andalusian hotel buildings, while more than half of the
establishments are over 10 years old, one notes that there exists an important proportion of recently-opened
hotels. It can thus be affirmed that we are facing a sector in continuous renovation (General Tourism Plan,

Consejeria de Turismo, Comercio y Deporte).

2.3.

In recent years, the intermediation subsector has experienced a positive evolution in the Andalusian
region. However, a thorough analysis reveals that this growth is due more to that of the number of agencies
than the growth of establishments. By type, retail agents are the most numerous, although it is noted that its

The intermediation subsector: travel agencies and tour operators in Andalusia.

share has decreased in recent years, while the wholesale-retail type has grown more®.

Table 4. Evolution of travel agencies in Andalusia @.

Total Type
Years Agencies | Branches | Wholesale | Wholesale-retail Retail
2002 43 117 1 -- 42
2003 75 169 3 5 67
2004 82 139 -- 5 77

a.

We consider establishments inscribed in the Andalusian Tourism Register at 31 st.
December. In the Register we do not dispose of data relative to licences conceded
out of Andalusia.

Source: Elaboration with data from the Andalusian Tourism Register, Consejeria de
Turismo, Comercio y Deporte.

3. One may highlight that the five wholesale-retail agents in existence in 2004 are spread out in the following
manner: 1 in Granada, Huelva and Sevilla, and 2 in Malaga.
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From the point of view of territorial distribution, travel agencies are largely concentrated in the
coastal municipalities. Thus, in 2004, Malaga holds the first place with about 40% of the total of
establishments , followed at quite a distance by Cadiz and Sevilla. In recent years, the provinces in which
tourism has started to emerge as an economic sector —as is the case of Cordoba, Jaen and Almeria- have
gained relative weight, while the more consolidated touristic provinces have lost ground.

Table 5. Territorial distribution of travel agencies in Andalusia

Almeria | Cadiz | Cordoba | Granada | Huelva | Jaen | Malaga | Seville | Andalusia
2004
Agencies 5 10 7 14 2 4 18 22 82
Establishm. | 6 25 12 15 7 6 50 18 139
a. We consider establishments inscribed in the Andalusian Tourist Register at 31 st. December. In the

register we do not dispose of data relative to licences conceded out of Andalusia.

Source: Elaboration with data from the Andalusian Tourism Register, Consejeria de Turismo, Comercio y
Deporte.

Andalusian travel agencies are largely of the outbound type, inbound agencies being scarce and
particularly concentrated in the coastal municipalities. The major presence among wholesale-retail agents
is of those that combine the inbound and outbound type. Concerning the age of the establishments, one
may conclude that we are facing a consolidated sector, given that more than 50% of the establishments
have been working for over 10 years (General Tourism Plan, Consejeria de Turismo, Comercio y Deporte).

Generally speaking, the distribution sector in Spain has benefitted from the strong surge of national
tourism in 2004 in terms of sales. Nevertheless, the main entrepreneur associations of the retail sector share
the views of the large groups that the profitablity of agencies is suffering a progressive decrease®. The drop
in agents’ margins was especially important in tourist packages, which was partially compensated for by
the greater profitablity in the sale of air tickets thanks to the new retributive system pacted with the main
Spanish airlines.

Lastly, one may briefly comment the phenomenon of virtual travel agents. 2004 was without doubt
the year of consolidation of online travel agents in Spain (Perspectivas Turisticas de Exceltur, no. 11,
January 2005). Parallel to the birth of a multitude of Web-pages and touristic Web-sites, a process of
concentration in the distribution sector has been produced. This has led to the consolidation of four large
virtual travel agencies (Rumbo, Viajar.com, eDreams and Lastminute.com) that lead a market that has had
an exponential growth since its appearance. Online travel sales in Spain registered a billing around 1,200
million euros in 2004. This represents an increase of 135% with respect to the 510 million billed in 2003.
This strong growth is due to the combination of various factors: the growing use of Internet for hotel
reservations, through online travel agencies of the establishments’ own Web-sites; the strategy of
disintermediation of the airline companies and hotel chains, which increasingly choose their own channels
of distribution rather than conventional agencies, and finally, the growing familiarity of Spanish people

4, Statement made by the Spanish Entrepreneur Association of Travel Agencies (AEDAVE) during its last
annual Congress. Specifically, in 2004 there will have been a decrease of around 1.5% in profitablity and a
reduction of 5% in the average price of the products billed by the retail sector.
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with Internet and online purchase. As a result, Internet has consolidated itself not only as the first search
option at the time of planning a trip , but also as the main purchase channel.

3. METHODOLOGY: SELECTION OF THE CASE STUDIES AND DESIGN OF THE QUESTIONNAIRE.
3.1. Selection of the case studies in Andalusia.

Various reasons have influenced the selection of firms that have taken part in the seven case studies
carried out in Andalusia. Firstly, the distribution of the firms interviewed in Andalusia was the following: 4
hotel establishments and 3 travel agencies, located in the provinces of Malaga and Seville (Table 6). Tour
operators were not interviewed because exclusively wholesale agents do not exist in Andalusia. Therefore,
we opted for a wholesale-retail and two retail, given that the latter are more numerous. Regarding hotels,
we selected among those of three or four gold stars because, between them, they group together more than
70% of Andalusian hotel establishment places (Table 2) and are those that show highest occupation rates.
Particularly, those of four stars grew 13.6% during 2004 (SAETA, 2005a).

Table 6 . Firms interviewed: categories and location.

Acitivity of the firms Category of the firms Location of the firms
4 | Hotels 1 | 3 gold stars 1 | Seville city
3 | 4 gold stars 1 | Cazalla de la Sierra (Sevilla)
1 | Seville city

1 | Benalmadena (Malaga)

3 | Travel agencies 1 | Wholesale-retail 1 | Seville city
2 | Retail 1 | Seville city
1 | Malaga city

Secondly, the dividing out according to provinces was not proportional, given that, as a distribution
criteria, priority was given to the main touristic typologies existing in Andalusia: sun and sand tourism,
business and congress tourism, cultural tourism and rural tourism. To do this, along with operative reasons,
the case studies were concentrated in two of the main Andalusian provinces with a high representation of
the different touristic typologies: Malaga and Seville (Table 7).
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Table 7. Firms interviewed: touristic typologies and location.

Acitivity of the firms Touristic typology Location of the firms
4 Hotels 1 | Cultural tourism 1 | Seville city
1 | Rural tourism 1 | Cazalla de la Sierra (Seville)

1 | Business and congress tourism | 1 | Seville city

1 | Sunand sand tourism 1 | Benalmadena (Malaga)
3 Travel agencies 1 | Business and congress tourism | 1 | Seville city

1 | Cultural tourism 1 | Sevillacity

1 | Sunand sand tourism 1 | Malaga capital

The touristic firms that took part in the case studies in Andalusia present the following profile:

>

“Tavora Viajes y Congresos . wholesale-retail travel agency whose headquarters is in the
centre of Seville capital and which has 7 branches (1 in Huelva and the rest spread over
the province of Seville). It is a family business, is independent and has 22 workers.

“Gran Hotel Lar”: hotel establishment of four gold stars , located in the historic area of
Seville capital. It has 137 rooms and 50 employees. It belongs to an investment group but
is managed independently.

“Hotel Bellavista Sevilla”: hotel establishment of three gold stars on the outskirts of
Seville capital. It has 104 rooms and 26 employees. It is a family firm and independent.

“Hotel Palacio de San Benito”: hotel establishment of four gold stars, located in an old
hermitage in the North Mountain Range of Seville, in the municipality of Cazalla de la
Sierra. It has 9 rooms and 8 employees. The hotel belongs to a family with which a
management contract has been signed.

“Rosaleda Viajes”: retail travel agency whose main office is located in the commercial
centre of Malaga capital, also having a branch in Ronda (Malaga). Independent firm,
owned by three partners, it has 7 employees.

“Hotel Alay”: hotel establishment of four gold stars, located in Benalmadena Coast
(Malaga). This is a family firm, independent, and has 246 rooms and 80 employees.

“Discover Sevilla”: retail tourist agency, located in the historic area of Seville. This is an
independent firm with 3 employees.
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3.2. Design of the questionnaire.

To carry out this report, thorough interviews took place with the owners and/or directors of the hotels
and travel agencies . Within the structure of the interview carried out with a group of Andalusian touristic
firms, we can note five large blocks (Figure 3).

On the other hand, we benefitted from the collaboration of the President of the Andalusian Travel
Agencies (FEAVV) and the Seville Entrepreneur Association of Travel Agencies (AEVISE ), as well as
the Vice-President of the Seville and Province Hotel Association (AHS). They contributed a global vision
of both subsectors that allowed the individual contributions of the firms interviewed to be complemented.

Figure 3. Structure of the interview of the touristic firms.

Source: Elaborated from OECD (2005a).
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4, STUDY RESULTS.

The main conclusions from the interviews with respect to “the identification of the firms interviewed”
are the following:

A high percentage of the firms have less than 50 employees, due to the atomisation of the Andalusian
touristic entrepreneur sector (Graph 3).

Graph 3. Number of employees of the firms interviewed.
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= None of the firms consulted are part of the hotel or travel agency chains. In some cases, they are
family firms managed directly by their owners. In others, they belong to an investment group but
are managed independently and, in one case, via a management contract. Therefore, they are all
independent firms.

= With regards to the cost structure, those corresponding to staff stand out, representing about 35-
45% in hotels and an even higher percentage in travel agencies (up to 75-80%). Secondly,
intermediate consumptions, both goods and external services, are about 20-30% of total costs in
hotels and slightly lower in travel agencies (less than 10%).

= Last year’s sales figures of the firms consulted were moderate, mainly between 1 and 5 million
euros, as can be observed in Graph 4.
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Graph 4.Annual sales figure of the firms consulted (2005).
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Conclusions of the case studies.

For the sake of obtaining more specific conclusions in this study, an independent analysis of each

touristic subsector examined was carried out. We began with the hotel establishments and continued
investigating the shema followed in the interviews of firms.

Awareness of the Value Chain.

Analysing the touristic demand of the hotel firms consulted, we observe a quite equitative division
between foreign and national tourists. This can have a positive reading because it implies that
there is not an excessive dependence on a specific market, that is, there is a diversification with
respect to the origin of the hotel establishments’ clients. About 40-45% of tourists are foreign,
mainly from EU countries (United Kingdom, Germany, Holland,etc.) and the USA. Concerning
the touristic typologies, sun and sand, business, and congress and convention tourism stand out
with respect to the travel motive. We must specify the great dependence on foreign tourism (about
70%) in those hotel establishments located on the coast, whose main modality is “sun and sand”,
compared to the urban locations, more specialised in cultural, or business and congress tourism.

The added value generated by the hotel establishments is reckoned to be about 60-70% of the total
incomes.

The main intermediaries hotel establishments have recourse to are tour operators, given that
45-55% of sales are carried out via this channel. The second position is central bookings, which
are entrusted with selling approximately 20-30% of their product and, lastly, travel agencies, which
distribute 5-15%. The percentage of rooms booked directly at hotels, either by telephone or online,
continues being very small, which is why the role of intermediaries remains fundamental for these
basic-offer suppliers. For this reason, they recognise that the main agents of the tourism value
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chain are the large, vertically-integrated tour operators®, given that they have the capacity of
setting up the GVCs. However, there may exist the nuance that the governance can be practised
via four modes (Humphrey and Schmitz,2000):

a) “Arm’s-length market relations”: buyer and seller do not need to collaborate in product definition,
either because this is standard or because supplier has sufficient capacity. Risks to buyer are low,
due to the requisites are easy to achieve or supplier has a clear capacity of attaining them.

b) “Network”: co-operation is established between firms with a similar level of power and who share
their competences within the chain. Supplier and buyer collaborate together in the definition of the
product, mutually complement each other. This tends to be more common between innovative
firms. Buyer’s risk is minimal due to the high capacity of the offerer.

C) “Quasi-hierarchy”: these are the relations established between firms that are legally independent
yet subordinated to the one which has the governance. High degree of control of buyer over
supplier, given that it may incur in important losses due to mistakes in the functioning of the
supplier, of whose capacity it has doubts.

d) “Hierarchy”: buyer has a direct control on the productive process, the one who has the governance
is the owner of the rest of the firms subordinated to it.

In the case of the Andalusian hotel firms interviewed, one may conclude that the governance of the
large, vertically-integrated tour operators is close to co-ordination via market relations, but with a certain
degree of subordination. One must consider that these classifications arise within studies on industrial
sectors, which is why they are not completely adapted to terciary activities. If, moreover, one takes into
account the heterogeneity exisiting within the touristic sector, to establish a governance category within
those defined is more complex. On the one hand, the co-ordination is carried out via market relations
because the product is perfectly defined®: the suppliers (hotels) do not need to co-operate with the tour
operators in the definition of the afore-mentioned product. In the same sense, the hotel establishments can
opt for diverse channels or intermediaries to distribute their products, including retailers (travel agents) or
themselves, by direct contracting with tourists (for example, via their Web-page). But, on the other hand,
there is a certain subordination, as is shown by the concentration of their sales to main clients (50% of their
sales depend on tour operators) amongst which there is a great concentration (Graph 5) and with which
they maintain clearly asymmetrical negotiation-power relations, given that they carry out strategic
activities (branding, marketing, etc.) Lastly, the governance in the “sun and sand” destinations is in a
greater measure closer to the quasi-hierarchy, the subordination of the hotel establishments being greater
with respect to the tour operators, their dependency being especially high with respect to attracting foreign
tourists.

= The main effects of globalisation noticed are a great increase of uncertainty and of competitors,
both in the destination itself by the setting up of new hotels by large national and international
chains, and by other destinations, such as North African countries, Eastern Europe,as well as
South-East Asia. In most cases, this results in a real “price war”. They note that in recent years,
especially since 2002, the profit margins with which they work are being reduced by the
continuous price pressure, mainly by the large tour operators’. They also notice the effects of the
reduction in air transport prices, especially since the appearance of “low cost” companies. This is

5. The main vertical touristic groups in Spain are Globalia Corporacién Empresarial, Grupo Iberia and Grupo
Marsans.

6. The hotel establishments categorys demand very specific product characteristics.

7. We note how prices continue the same as some years ago or even, in some cases, have been reduced, but

costs have considerably increased.
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attracting a greater number of tourists, but with a high percentage of a younger tourism with a
lower purchasing power. What stands out is how the touristic sector is completely globalised, due
to the existence of large, vertically-integrated entrepreneur groups who have multiple interests and
are taking part in different firms from various countries that operate in a number of destinations all
over the world.

Graph 5. Main European tour operators.
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Relationships within the Value Chain.

The hotel establishments consulted have signed a great number of individualised contracts with
different tour operators, booking centres, and virtual or traditional agencies®, where specific prices
and quotas tend to be set. What is notable is the strong presuure on prices they bear on behalf of
intermediaries, though these do not usually fulfil the quotas reserved for them. The contracts are
normally seasonal, depending on the location of the hotels (for example, on the Costa del Sol, the
high season coincides with the holiday period, which, on the other hand, is the low season in
Seville city). They normally negotiate a year in advance, in spite of clients increasingly contracting
at the last minute. This means that the uncertainty level is ever higher. This is why specific hotels
expect that in the near future there will be a tendency to negotiate less in advance and with a
greater flexibility in prices, depending on the existing demand (a price discrimination similar to
that practised by the airline companies). In the same way, some of the hotels interviewed belong to
specific commercialising chains or independent hotel associations, such as GSD or Etursa. This
allows them to increase their commercial potential in exchange for a fixed monthly or quarterly
guota and a commission per room sold (this tends to be in the 20-30% range). With respect to
business tourism, in some cases direct agreements with the firms are set up.

Impact of new technologies:

1.- All the hotel firms interviewed are trying to incorporate new technologies and therefore
currently have Internet, Web-pages,IT systems,etc. They are also investing in security
technologies (for example, automatised systems of fire detection or hygiene control).

2.- The use of new technologies , especially Internet, is not imposed on the hotel establishments
by intermediaries. They do not consider it essential to have an ultimate generation Web-page
because the percentage of contracting via this channel tends to continue being very small,
given that it basically serves to supply information on the establishment. In any case, the
setting up and maintenance costs are completely a hotel matter.

In one case, they have informed us that they have more than 500 contracts signed.
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3.- They almost unanimously coincide in new technologies having modified relations within the
touristic value chain, especially affecting intermediation. Some hotel establishments hope that
these new technologies will allow a greater freedom of movement with respect to tour
operators, so that, for instance, prices may be more flexible and fluctuate in relation to
demand. They recognise that the retailer tour agencies , especially those that are independent,
are the most affected, their existence even being in danger.

Dynamics within the Value Chain.

All the firms in the questionnaire belong to some type of association of similar firms, such as the
Hotel Association of Seville and its Province, the Association of Costa del Sol Entrepreneurs
(AEHOCS),etc. They are, similarly, members of business associations of different economic
sectors, such as the Andalusian Entrepreneur Confederation (CEA) or Chambers of Commerce.
This implies different advantages, such as supplying information (legal, laboural, financial,etc.),
training contacts with other firms, and so on. On the other hand, there is hardly any inconvenience
in this for them.

A high percentage of hotel establishments belong to commercialising chains (GSM, Etursa, Domus
Selecta,etc.) which allows them to increase their negotiating power with the others in the touristic
value chain. From this they obtain an additional profitablity. This belonging has an economic cost,
usually a monthly or quarterly quota and a commission per operation carried out.

The most important changes in the touristic value chain structure and the dynamic of relations

between the different elements comes mainly from adopting new technologies. Upgrading within

the chain can be of four types (Humphrey and Schmitz, 2000 and 2002): a) “Process
upgrading”: transforming the inputs into outputs more efficiently, recognising the productive
system or introducing a superior technology.

b) “Product upgrading”: move to more sophisticated product lines (which can be defined in terms
of added value increase).

c¢) “Functional upgrading”: purchasing of new functions (or the abandoning of existing functions)
to increase the degree of general specialisation of activities developed.d) “Inter-sectoral
upgrading”: firms that move to new productive activities (to other chains).

To sum up, the upgrading within a value chain means an ascending process in the value scale,
distancing itself from the activities in which competitivity increases via production costs reductions and
whose entrance barriers are low (Pietrobelli and Rabelotti, 2005).

Among the hotel firms in the questionnaire, we have basically centred on product upgrading, trying to
dote the product with better quality and services that increase its added value. This is shown, for example,
in getting the Q of touristic quality, the supplying of Internet in hotel rooms,etc. However, we also find
process upgrading by hotel establishments which, in some cases, are trying to reduce their dependency on
tour operators and increase their direct contracting with clients (especially online).

Public support.

= More than half of the hotels in the questionnaire have received some kind of aid, though little,
from Public Administrations, mostly to improve installations or IT equipment.

= All the firms highlight the excessive bureaucracy they face when requesting any aid. This, and
the slowness, considerably limits its effectivity.
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4.1.2 SWOT analysis.

In this following section, we are going to carry out a SWOT analysis in order to know the real
situation of the Andalusian hotel sector SMEs with respect to their insertion and strengthening in the
tourism GVCs (Table 8). In order to do this,we study the weak and strong points belonging to their internal
ambit, to then investigate the resources or capacities they have, as well as the aspects that limit their
development. Afterwards, we define the threats and opportunities of the external environment that must be
avoided or taken advantage of by the firms for the aims proposed to be attained.

Table 8. SWOT of the Andalusian hotel sector.

STRENGTHS WEAKNESSES
o Greater flexibility and reaction capacity
¢ More direct and personalised dealing e High dependency on tour operators
e More concern for quality e Low client fidelity
 Modernisation of the hotel building e Limitations of the hotel establishments’
« Diversification of the services offered reduced size

e ”Safe” destination

OPPORTUNITIES THREATS

o Newly-emerging destinations
e Setting up of new hotels
¢ Real estate intrusion

e |nternet
e Natural environment

o Greater offer diversification
e Unloyal competition of “unregulated”

accommodation
e Lack of Public Administration support
e Uncertainty increase

e Lowering of air costs
e Globalisation
o Client fidelity

Strengths
Greater flexibility and reaction capacity

The Andalusian hotel SMEs have a less-hierarchised structure than bigger hotels and, therefore, adapt
more flexibly to the conditions of the current intense changes and instablity. This means a greater reaction
capacity in the face of adversities and a quicker decision-making.
More direct and personalised dealing

The independent hotel SMEs try to differentiate themselves from establishments belonging to the
large hotel chains by dealing in a more direct and familiar manner compared to the more impersonal
environment of those large chains.The staff, therefore, try to satisfy all the needs of their clients for them
to note an atmosphere of trust.
Greater concern for quality

Smaller hotels try to improve their positioning in the touristic GVCs by specialising in a high quality

product that provides clients with a greater added value. This is shown by the quality certficates that half
the firms consulted have: the Q of touristic quality.
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Modernisation of the hotel building

All the firms interviewed have renovated their installations in the last four years to modernise the
hotel building.

Diversification of the services offered

The hotel establishments are orientated towards a diversification of the services they offer in order for
the product they commercialise to be increasingly more complete. This often means co-operation
agreements with other touristic firms (recreational activities, golf courses, etc.)

“Safe” destination

Andalusia, being within the European Union, is considered by all the large touristic circuits as a
highly safe destination, compared to some of the Andalusian community’s direct competitors in touristic
destinations, such as Morocco, Tunisia, Algeria, Croatia, Turkey, etc.

Weaknesses
Strong dependency on tour operators

More than 50% of hotel SMEs’ current billing is from tour operators and this brings about their great
dependency on these touristic intermediaries. This structural characteristic is accentuated in the coastal
establishments, more specialised in “sun and sand” tourism, and where the presence of foreign visitors is
greater, as the capacity of attracting them depends almost exclusively on tour operators.

Low client fidelity

One of the main weaknesses that the hotel establishments themselves point out these days is their
clients’ low fidelity. This can be explained by the great hotel offer in the Andalusian touristic destinations
and means that price has become the most important factor when tourists choose a hotel establishment.

Limitations due to the reduced size of the hotel establishments

The reduced size of a high percentage of the Andalusian hotel establishments imposes a set of
important limitations on them, given that they have less financial resources or a weaker commercial
structure than large hotel chains. Amongst other inconveniences, this means not being able to have an
ultimate generation Web-page allowing complete Internet contracting, not having their own centralised
booking, a very reduced advertising investment, etc.

Opportunities
Internet

The growing use of such a potent communication tool as Internet can mean an opportunity for
Andalusian hotel SMEs by facilitating the setting up of a new channel of direct communication with end
consumers (tourists). This could give rise to a lower dependency on touristic intermediaries, especially tour
operators, and , at the same time, attain a greater competitivity: as intermediation costs are reduced, it will
be possible to offer a lower price or a greater quality.

Secondly, Internet is formenting an increase of the global touristic demand as it allows “virtual” travel
to touristic destinations that are later carried out.
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Natural environments

Andalusia is one of the regions of the European Union that has a greater number of natural spaces.
This means it has environments that are very appropriate for the setting up of new hotel SMEs, supported
by the growth of specific touristic typologies, such as rural, ecological, sport tourism, etc.

Greater offer diversification

One of the options smaller hotels can choose ,to aim at gaining in competitivity, is a greater
diversification of the services they offer. This is to try and meet the greater number of needs or wishes of
their clients, for example by having a gym, a spa, cablefree Net access (wi-fi),etc.
Lowering of air costs

The considerable lowering of air costs in recent years, particularly since the rise of low-cost airline
companies, has powered the tourist demand growth. This is shown in an increase in the number of tourists
who have visited Andalusia.

Globalisation

The globalisation phenomenon has brought about a redefining of distances which, by formenting the
knowledge of new peoples and cultures, means a notable increase in touristic travel on a global scale.

Creating client fidelity

Hotel SMEs have, by offering a better quality and more diversified service that increases their
product’s added value, a vital chance in the greater fidelity of their clients. In the same way, the use of
Internet as a commercialisation channel with the end consumers, thus favouring a quicker and more direct
communication, can contribute to this aim.

Threats
Newly-emerging destinations

In recent years , Andalusia has been forced to face a greater competition due to the gradual rise in
newly-emerging touristic destinations, especially located in South-East Asia. At the same time, there has
been an improvement in the positioning of the Andalusian region’s direct competitors such as Morocco,
Tunisia, Croatia and Turkey.
The setting up of new hotels

New establishments belonging to national and international hotel chains have been set up in a large
number of Andalusian touristic destinations. Thus, competition in the sector has been increased. There has
even been talk of an excess of hotel offer in specific Andalusian touristic points.
Real estate intrusion

The opening of new hotels in various Andalusian touristic destinations by large building- sector firms
has brought real estate interests, foreign to the touristic sector, into play in the management of these hotel

establishments. This has led to competition of very dissimilar starting conditions with respect to hotel
SMEs.
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Unloyal competition of the “unregulated” accommodation offer

The officially-registered Andalusian hotel establishments have to put up with an unloyal competition
from the offer of extra-official or unregulated accommodation, particularly from flats in the “sun and
sand” destinations or with respect to language-course or training tourism in urban destinations. Moreover,
this unregistered offer, not being officially controlled, provides a lower quality product which may
deteriorate the image of the touristic destination.

Lack of Public Administration support

The lack of support of Public Administrations is perceived by the hotel establishments in the touristic
sector as a threat. They especially highlight the slight representation of the SMEs in the decision-making
that affects the sector or the lack of aid to adapt to new norms.

Increase of uncertainty

Andalusian hotel SMEs are currently subjected to a growing uncertainty. This has been largely
brought about by the increase of competition in the sector and by touristic users- changes in habits. The
latter increasingly make decisions about their travel precipitatedly, delaying the hotel accommodation
booking to take advantage of “last minute offers”.

4.2. Travel agencies.
4.2.1.  Conclusions of the case studies.
Awareness of the Value Chain.

= A very high percentage of Andalusian travel agencies depend almost exclusively on outbound or
domestic tourism, that is, Andalusians who travel within the region or beyond its borders. This is
shown amongst the intermediation firms interviewed, as, on average, more than 80% of their work
is national tourism. In some cases it is even exclusively so. The main modalities connected with
the principal travel motive are holidays (price is the most influential factor), business (quality
prevails: the client tends to be one who seeks comfort and safety more), and congresses and
conventions.

= Added value generated by travel agencies ranges between 10 and 20%. This, especially in retailers,
demonstrates their “commissionist” role.

= Tour operators are the main suppliers of the travel agencies consulted, as about 60% of their
billing comes from them. This denotes a great dependency, particularly with respect to Spanish
origin wholesalers (with whom they contract more than 90%). Next are the large transport firms
(airline companies or RENFE — the national railways network), which represent about 30% of the
products contracted through travel agencies. Lastly, they recognise the large vertical groups as the
main agents of the touristic GVCs. These groups, comprised of the major tour operators and the
airline companies, have enough power over the market to impose on the travel agencies the
conditions they consider opportune for the contracting of their products. The firms interviewed
highlight how these groups can even manage to modify touristic fashions (for example, promoting
specific touristic destinations, these being the ones in which, owning their own hotel
establishments or belonging to a new air route of their transport companies, they have greater
interests). The governance they have over travel agencies is largely close to the “quasi hierarchy”
model, as, although they are legally independent firms, they are strongly subordinated to tour
operators and large transport companies. As a proof of this, one may highlight the drastic reduction
in recent years in the commissions retailers get from airlines (Iberia, Air Europa, Spanair, etc.). In
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spite of selling them more than 70% of their ticketing, they have announced their aim to substitute
the system for a variable retribution from 2007. On the other hand, one must highlight the fact that
retailer tourist agencies delegate a great part of marketing to tour operators, as they are often the
ones who carry out large advertising campaigns and make up brochures retailers later distribute.
This, to be specific, is a value chain co-ordinated by the producers ( tour operators or airline
companies), denominated “producer-driven commodity chains” (Gereffi, 1994).

= Among the main globalisation effects travel agents notice, what stands out is the growth of
concentration in the touristic sector. This is originated by the large vertical groups having a greater
power over the global market. This has been favourised by a notable increase in the use of Internet.
The result of this is a much more informed and independent client. A growing percentage of these
clients do not need traditional travel agencies. They contract directly with the suppliers of touristic
services (such as hotels or airline companies) or with the new virtual intermediaries. This means
that one often prefers to speak rather of a touristic reintermediation than of a disintermediation
process. Despite this, there still exists a small percentage of retailer intermediation firms who do
not consider themselves affected by globalisation, due to the high quality of the product they offer
and the fidelity of their clientele: through a more direct and personalised service that provides a
greater added value. Lastly, they also observe how globalisation is propitiating a greater tourist
demand. As relations between countries at a global level are increasing considerably, the concept
of distance has been modified and people have a much more open mentality. They wish to get to
know new peoples and cultures and have often travelled to them virtually before (via the Net).

Relationships within the Value Chain.

= The travel agencies interviewed are part of Commercial Management Groups or Purchase Groups
(UNIDA, STAR, GEA, etc).About 30 or 40 of these groups exist in Spain, made up of travel
agencies which, centralised in Madrid or Barcelona, negotiate together the commercial conditions
(commissions, discounts for sales volume, etc.) with their suppliers (mainly tour operators).This
way they gain 2-4% more profitablity than if the agency negotiates individually. However, they
recognise that in spite of the increase of the product volume these Purchasing Groups negotiate,
given that there are even groups of them (AGRUPA) ,the negotiating power with the large vertical
groups continues being minimum. This is why their role as “pressure groups”, aimed at by a high
number of associated agencies, must continue being developed. Besides these products negotiated
via their Purchasing Groups, they tend to have direct agreements set up with specific hotels or
other touristic firms in exchange for a specific commission or a net price, to which the agency adds
what they consider to be an appropiate margin.

= Impact of new technologies:

1.- The travel agencies interviewed have unanimously incorporated new technologies in their
establishments, as, in their role of intermediaries, it is for them indispensable to have Internet, a Web-
page, IT systems, etc. However, in no case do they have a Web-page that allows users to contract
completely online, that is, book and pay via the Net. They justify this by the high cost it generates.
Compared to the large travel agency chains, this cost is difficult for them to face and pay off. This
means that , having this commercialisation possibility, the large chains dispose of a competitive
advantage.

2.- The use of new technologies is imposed by the large touristic intermediaries or suppliers more in
travel agencies than in hotel establishments. However, set-up costs are paid exclusively by the agencies
, this meaning a considerable effort for them , especially for the global distribution systems. To be
precise, they all work with Amadeus, that does pay the maintenance costs for its IT application.

3.- The important impact that new technologies have generated within the tourist sector stand out.
These have modified relations within the touristic value chain and will continue to do so in the near
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future, altering the intermediation functions that retailer travel agencies have traditionally carried out.
There has been much debate in recent years about the possible disappearance of these elements in the
touristic industry value chain, due to the pressure on them of the constant lowering of transaction costs.
This has been mainly due to the revolution of the increasing use of Internet in the touristic sector,
which has opened a new distribution channel between touristic suppliers and the end-clients, often
without the need of intermediaries. However, it seems more appropiate to conclude that what is being
propiated is the rise of new intermediaries (reintermediation) or the use of new technologies by the
traditional travel agencies (for instance, virtual travel agencies), rather than a disintermediation process
as such. Yet, they consider that , despite the great disjunctive, they must head towards offering a better
quality product, thus supplying a greater added value, to achieve the increasing of their clients: fidelity.
Similarly, they point out that there exists a segment of the market made up of people who, due to their
age or background, still resort to travel agencies and will never contract by Internet. With respect to
this , it is necessary to highlight that in Andalusia the percentage of people who have never bought by
Internet and who do not have the intention of doing so before long remains high®.

Dynamics within the Value Chain.

= The travel agencies consulted are part of associations of similar firms, such as the Andalusian
Federation of Travel Agencies (FEAVA) or the Entrepreneur Association of Seville Tourist
Agencies (AEVISE). They are also members of general business associations, such as the
Entrepreneur Confederation of Andalusia (CEA) or the provincial Chambers of Commerce. This
makes it easier for them to obtain information (legal, labour, financial, etc.), representation with
respect to Public Administrations or trade unions, various training activities, contacts with other
firms ,etc.

= Most firms belong to Purchasing Groups (UNIDA, GEA, STAR, etc.) through which they carry
out their commercial arrangements with tour operators to try and increase their negotiating power ,
and, therefore, their profit margins, with respect to them.

= The upgrading within the value chain can affect the relation between different elements and even
the governing (Humphrey and Schmitz, 2002).The role the co-ordinators of the GVC have on the
impulse of the SMEs’ upgrading is not clearly defined. On the one hand, Gereffi (1999) maintains
that these leaders automatically promote process, product and functional upgrading between local
SMEs™ (8). However, Humphrey and Schmitz (2000)connect the modalities of upgrading with the
type of governance of the leaders of each GVC, concluding that insertion in a “quasi-hierarchical “
chain provides very favourable conditions for processes and products upgrading, but hinders the
functional ones. Therefore, it is not surprising that most Andalusian travel agencies concentrate on
process upgrading (for example, incorporating new technologies) and product upgrading, offering
a better quality service (staff with more experience), that is more individualised (“a la carte”
touristic products), and is more complete (24-hour attention service). These upgrading provide
users with a greater added value and have the aim of increasing the clients’ fidelity by promoting
differential services with respect to direct contracting via Internet or the new touristic
intermediaries. Lastly, we must highlight the particular existence of a functional upgrading, as the
agency has become wholesaler-retailer and this allows the elaboration of their own brand of
touristic products. But their aim is not a great expansion. They are not thinking of distributing their
packages through other retailer agencies (except in specific cases), but of specialising in a greater
quality product, that, “made-to-measure”, is more in line with the wishes and needs of their clients.
They can thus achieve a greater fidelity.

10.

The percentage of people without access to Internet in Andalusia is even higher with respect to the Spanish
average.

We must specify that Gereffi based his investigation mainly in Asia and on industrial sectors.
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Public support

4.2.2.

Most travel agencies interviewed have not had any type of aid from Public Administrations. They
highlight the slight support they note from the public sector and the lack of recognition of the role
carried out by the touristic activity in the Andalusian economy.

There is a discrepancy between the Andalusian touristic intermediation firms consulted about the
need to set up specific aid for SMEs in order to improve their position in the GVCs. One sector
calls for such aid , as they point out this kind of firms have to face specific challenges with respect
to globalisation. Due to their reduced size, these are great obstacles. They therefore propose aid for
commercialisation, for the renovating of their installations, for the adopting of new technologies,
for the promoting of co-operation between each other, for the adapting of changes demanded by
new norms, etc. However, on the other hand, there is a group of firms who do not consider specific
aid to be necessary for SMEs. They consider it to be more appropriate for Public Administrations
to promote the destination, to apply the prevailing norms (for instance, with respect to the
franchises in the Andalusian travel agencies or the intrusion in the sector), to improve the
destination’s transport and communication infrastructures, to recognise the economic importance
of this activity in our Community or to create a consulting body that would really be representative
of the sector, and, therefore, of the SMEs, and which would take part in the decision-making
relative to tourism.

SWOT analysis.

We are going to carry out a SWOT analysis of the positioning of the SMEs of the Andalusian travel

agencies’ sector in the global tourism industry.

Table 9. SWOT for Andalusian travel agencies

STRENGTHS WEAKNESSES

e Greater client quality and guarantee

levels . . .
. . . . ¢ High number of retailer agencies
e Growing incorporation of Purchasing s
Groups ¢ Conflicting interests among agents

o Greater flexibility and reaction capacity
¢ High degree of product diversification

e Absence of “productive” associationism

e Scarce awareness of the GVC concept

e Excessive dependence of outbound and
domestic tourism

OPPORTUNITIES THREATS
o Creating client fidelity e Disintermediation: Internet
o Greater development of inbound tourism e Intrusion
(congresses and business) o Low cost airline companies
e Increase of touristic typologies e Slight support of Public Administrations
¢ New formulas of co-operation o Greater power of large vertical groups
¢ Globalisation and Internet e Change in commissions paid by airlines

Strengths

Greater levels of client guarantee and quality

The intermediation sector’s SMEs can offer better client guarantee and quality levels, granting them a

higher added value through a personalised , more direct service and an expert assessoring.
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Growing incorporation of Purchasing Groups

The Andalusian travel agencies are incorporating into Commercial Management Groups or
Purchasing Groups (UNIDA,STAR,GEA.etc.) that, in a centralised manner, negotiate commercial
conditions (commissions, discount for sales volume, etc.) with their suppliers (mainly tour operators). In
this way they achieve an additional profitability as their negotiating power increases.

Greater flexibility and reaction capacity

The greater reaction capacity of Andalusian tourist agency SMEs is the result of their lesser size and
their independence. This grants them a greater flexibility when adjusting to the tastes of touristic
consumers - satisfying their demands - as well as in decision-making.

High degree of product diversification

Independent travel agencies can offer clients a greater product diversity, given that they do not
consider themselves “obliged” to sell a specific wholesaler’s products, as tends to happen with the travel
agency chains belonging to vertical groups which have their own tour operators (for instance, the branches
of Halcén Viajes and Travelplan, which belong to Globalia). This allows them to supply clients with a
service that is more exactly adapted to their preferences and needs.

Weaknesses
Absence of “productive” associationism

One of the greatest weaknesses of Andalusian travel agencies is their lack of “productive”
associationism, as they simply belong to employer-type associations to negotiate with trade unions or
Public Administrations. This circumstance does not favour the setting up of co-operation agreements
between them. This is largely due to the fear of losing autonomy and control, which puts the brake on
merger aims and possible strategic alliances.

High number of retailer agencies

The Andalusian travel agency sector has a high degree of atomisation. A large number of retailers
exist. They have little manoeuvring margin and slight negotiation power when facing the large vertical
touristic groups. It is the latter who impose their conditions and even manage to set the trends in touristic
fashion. The insufficiency of resources of these SMEs means a serious obstacle in the development of
specific dynamising initiatives, such as gaining quality certificates, generating and maintaining ultimate
generation Web-pages,etc.

Confrontation of interests between agencies

There exists a confrontation of interests between the SMEs and the large firms of the intermediation
sector. This is reflected in the existence of two large associations. On the one hand, the Spanish Federation
of Travel Agencies, grouping together the SMEs, represents more than 60% of the business and an even
higher percentage of employment. It fights against the ceding of franchise titles (prohibited by the
prevailing touristic legislation of the Autonomous Community of Andalusia). On the other hand, the
Spanish Association of Travel Agencies (AEDAVE) is made up of larger agencies, but is less than 40% of
total business. It cedes and defends franchise titles.

28



Excessive dependence of the outbound and domestic tourism

A high percentage of Andalusian travel agencies work exclusively with outbound and domestic
tourism, failing to take advantage of the opportunities inbound tourism can give them, especially taking
into account that more than 40% of tourists who visit Andalusia are from abroad.

Opportunities
Creating client fidelity

Andalusian travel agencies can achieve a greater client fidelity if they offer them a greater added
value. This can be to dispose of a larger diversity of touristic products, allowing them to more exactly
adapt to the tourists: needs and wishes (“a la carte products™). There can also be the development of
“market niches” (products that fit local or regional individuals, for instance, travel that takes advantage of
non-national holidays or long weekends).

Greater development of inbound tourism (congresses and business)

Travel agents can orientate themselves towards a greater development of inbound tourism, especially
with the modalities of business and congresses, as they represent tourists with a greater purchasing power
and, therefore, greater potential profit. At the same time, this would lead to a lesser dependence with
respect to outbound and domestic tourism.

Increase of touristic typologies

Amongst the main transformations that the touristic demand has been experiencing in recent years,
new touristic motivations stand out. They give rise to more specific touristic typologies, such as rural,
sport or health tourism This can lead to a greater diversification of the products offered by the tourist
agencies to their clients.

New forms of co-operation

There is currently a rise in new forms of co-operation between touristic firms to face the competition
of the large vertical groups, such as the increase in negotiation capacity through more powerful
commercial groups.
Globalisation and Internet

The globalisation process is formenting a growth of the world touristic demand, due to the increase of
worldwide relations between countries promoting the wish to get to know new peoples and cultures,
reducing distances and giving people a more open mentality. All this leads them to travel more. This
phenomenon is propitiated by the use of Internet by an increasingly-wider sector of the population,
allowing them to “virtually” get to know touristic destinations they later visit. In the same way, it can
potentiate the contracting by foreign tourists via Andalusian travel agencies, as a virtual contact is possible.
Threats

Disintermediation: Internet

The growing use of Internet in the touristic sector has opened a new channel of commercialisation
between touristic suppliers and end clients. This is favouring touristic disintermediation. Moreover, as the
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collective of users without telematic knowledge or means descends and the trust in online payment
systems increases, potential clients diminish.

Intrusion

This is one of the sector’s main threats, as there are numerous clubs, associations or firms of another
principal activity (for instance, insurance, building, etc.) who organise travel and do not comply with the
norms. This means a very small fine in the case of their being found out (about 180 Euros). This is unloyal
competition for travel agencies, given that these other “organisers” neither provide the Andalusian
Regional Government with the necessary guarantees, nor contract the corresponding travel insurance, nor
are subject to the Travel Agents’ Collective Agreement, which is quite more restrictive than that of other
activities.

“Low cost” airline companies

The rise of low cost airline companies is a threat to travel agencies , as they mainly operate via
Internet, ferociously competing with traditional airline companies in prices, formenting direct contracting
by touristic users and, therefore, disintermediation.

Slight support of Public Administrations

The slight support travel agents get from Administrations is an important obstacle for them,
especially the lack of control over the ceding of franchise titles and intrusion in the sector.

Greater power of the large vertical groups

Globalisation is favouring an increase of concentration in the touristic sector, granting a greater power
to the large vertical groups, which impose their conditions on SMEs and are even able to redirect
international touristic flows.
Changes in the airline companies’ commissions systems

The large airline companies are in, recent years ,modifying their commission systems with retailer
travel agencies, drastically reducing them .They have even announced their intention of setting up a

variable retribution system. This could mean the disappearance of those retailer travel agency SMEs whose
billing depends over 50% on ticketing .
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