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Introduction

In 1903, the Grand Hotel of Palma de Mallorca was inaugurated.' Over-
night, this magnificent establishment made Palma the tourist capital of the
Spanish Mediterranean. Sadly, though, it was not an economic success; with-
in a very short time it became clear that the business model chosen by the
Majorcan innovators was excessively luxurious and expensive and was un-
able to attract potential tourists in sufficient numbers.”? Nonetheless, after a
series of false starts, by the time of the outbreak of the First World War,
the island of Majorca had managed to establish itself on the European tour-
ist map.

Throughout the 1920s, Majorca’s new tourism model became firmly con-
solidated and during the following decade the industry registered significant
growth. In the 1930s, hotel businesses spread out along the coastlines of Ma-
jorca and Ibiza, and the port of Palma became a major international tourism
hub, visited every day by several ocean liners and by practically all the numer-
ous cruise ships sailing through the Mediterranean. The number and variety
of hotel firms multiplied, and auxiliary firms of all kinds appeared: shipping
agencies, tourist guides, taxi services, firms providing excursions by train,
coach, boat and plane, and suppliers specializing in the goods and articles re-
quired by the hotels. By 1935, Majorca was home to a tourism cluster of con-

1. Cirer (2009).
2. Cirer (2012).
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siderable size and complexity, an industrial district which extended its net-
works to the neighbouring island of Ibiza — though not to Minorca.?

In the 1930s, Palma de Mallorca was already Spain’s international tour-
ism capital. In 1933, Palma received more than 40,000 foreign passengers, all
of them tourists — more than any other Spanish port.* In the same year, the
Balearics had more foreign tourists registered in hotels than any other Span-
ish province bar one, with almost 15,000 visitors.” The succession of military
conflicts that began in 1936, however, stopped the Balearic tourism sector in
its tracks, and the immediate post-war period signalled the end of the islands’
tourism model: Spain’s isolation meant that the port of Palma was struck off
the newly reinstated colonial and cruise ship routes, and the disappearance of
foreign tourists forced the larger hotels out of business. The small family con-
cerns — hostales and fondas — resisted thanks to the small flow of visitors from
Catalonia in mainland Spain, especially newly-weds.

The reactivation of tourism in the Balearics was made possible by the ex-
pansion of air transport. In 1949, the first charter flight from Europe landed
in Palma, and in the following year the airport of Son Bonet recorded its hun-
dred thousandth passenger. By around 1950, the Balearic Islands had man-
aged to reassert their position in the Spanish tourism sector, and in the fol-
lowing decade the explosive growth of the local hospitality industry established
the archipelago as the principal holiday destination in the Mediterranean, a
position it would continue to hold for the rest of the century.®

How can we define this product that the Balearic hotel owners have sold
with such success for more than a hundred years? At one level, the answer is
obvious enough — temporary accommodation and complementary tourist ser-
vices. But these are only intermediate goods, a way to fulfil the tourists’ ultimate
objective, which is a concept as vague as “enjoying themselves” or “having fun”.
The prototypical clientele of the islands has never included entrepreneurs
attending business meetings, or conferences, or people visiting friends and rel-
atives. The tourists who have visited the Balearic Islands en masse since the
mid-twentieth century seek leisure and entertainment, because selling holidays

is “selling dreams”.”

3. Cirer (2006, 2009). Somewhat surprisingly, in the 1930s Minorca (unlike Ibiza) did not
follow the Majorcan tourism model, even though its business community had capital and room
for manoeuvre. An analysis of the uneven evolution of the industry in the different islands
might shed light on the mechanisms behind its development, but is beyond the scope of this
study.

4. Spanish National Institute of Statistics yearbook for 1934. Total maritime traffic at
the principal Spanish ports.

5. Spanish National Institute of Statistics yearbook for 1934. Foreign tourists registered
in each of the Spanish provinces.

6. Papatheodorou (2002).

7. Ashworth and Goodall (1990), p. 175.
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Selling dreams is difficult, but buying them is difficult as well. The pur-
chase of a tourist package holiday is a risky enterprise in which buyers stand
to lose a large amount of money and valuable leisure time if they are not sat-
isfied. For prospective tourists, prior access to information is particularly im-
portant.® In the case of a large tourist destination, the main source of infor-
mation for a potential visitor is word of mouth.’ Each satisfied visitor becomes
a supplier of future customers, generating what are known as information
economies of scale. In this respect, as the opinion surveys completed by hol-
idaymakers show, the success of the Balearics has been total.”

Who are the recipients of the services offered by the Balearic hotel firms?
The demand has been practically always been from abroad, mainly from Ger-
many and Britain.!" Concentrating on the period under analysis here, during
the 1960s and 1970s, the Balearic hotel firms targeted international markets
almost exclusively; it was only during the 1980s that they turned to a Spanish
market which was gradually beginning to offer business opportunities.'

Objectives

The time frame for our study begins in 1964, when the first detailed sta-
tistics for hospitality were published, and ends in 2010; that is, our analysis
starts at a time when the sector was becoming consolidated and the first ho-
tel chains were emerging, and finishes at a point when the market presented
several years of zero growth and the process of expansion of the local firms
had reached maturity, as reflected by the scale of their operations and the
high level of internationalization.

Over this period, the Balearic tourism sector fed off a demand which was
predominantly exogenous, due to the limited commercial capacity of the is-
lands’ tourism firms. Until the twenty-first century, direct contact with the
customers at the moment of purchase was monopolized by European tour

8. Klein and Leffler (2010), p. 634.

9. The direct word-of-mouth transmission of information has always been the main
channel for the promotion of large tourist resorts. Not even the spectacular increase of social
networks in recent years has replaced friends and acquaintances as the main source of tourist
information. Jacobsen and Munar (2012), p. 42.

10. In fact customer satisfaction is the cornerstone of the Balearic tourist market. Sev-
eral studies have sought to identify the reasons for the high rates of repetition among visitors
to the islands: Cladera (2009); Jacobsen, (2002); Jacobsen and Dann (2009); Kozak (2001) and
Ryan (1995).

11.  Of every three visitors to the Balearics between 1966 and 2006, one was British and
one was German.

12.  The first survey of tourist spending in the Balearics, carried out in 1985, found that
Spanish tourists spent only half as much as their foreign peers during their stay. The gap has
narrowed since then.
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operators who also dominated air transport and offered standard transport
and accommodation packages.

Once in their destination, tourists consume a variety of goods and servic-
es outside their places of accommodation. These goods and services make up
the complementary offer, a term that reflects the subsidiary nature of the res-
taurants, bars, car rental firms and so on with respect to the airlines and hotel
firms. The airlines and hotel chains are the cornerstone of the islands’ tourist
industry and will be the focus of attention in this study. We concentrate on the
analysis of the Balearic hotel sector as a whole, and leave aside the evident dif-
ferences in the tourism models of each individual island" and the evolution
of individual firms."* What we aim to stress is the importance of the interac-
tions that emerge when hundreds of firms of all sizes share a single market,
and to demonstrate that their coexistence is key to an understanding of the
competitiveness which they have shown as they expanded their activity all
over the world.

We start our analysis with a description of the data and sources used,
and then place the Balearic hotel sector in context. First we assess the im-
portance of tourism in the Balearic economy and the position of the islands’
tourist firms in the Spanish and international markets. We then use the an-
nual statistical data to identify the phases of development of the Balearic
tourist accommodation sector, and then turn our attention to the nucleus
of the tourist industry: the hotel firms. We do this by adopting a fundamen-
tally entrepreneurial method of analysis, based on the classic models of In-
dustrial Organization'® to determine the distribution of the market and its
level of competitiveness. We then assess the role of firms from outside the is-
lands and, finally, introduce the concept of the industrial district as a useful
theoretical model for defining the format adopted by the Balearic tourist
economy.

Statistical and bibliographical sources

As far as the sources are concerned, our entreprencurial focus has a direct
precedent in the seminal study by Antoni Sastre entitled Mercat turistic bal-
ear, with its vast range of statistical tables which constitute our principal source
of information. These data are complemented for 1999 by the data offered by

13. A recent study which uses the physical characteristics of the hotel infrastructure to
classify the models existing in each island is Cirer (2013b).

14. Several studies have described individually the processes of expansion experienced
by hotel firms based in the Balearic Islands. Among them, the most interesting are by Groizard
and Jacob (2004) and Alvarez et al. (2005).

15. Clarke (1985).
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Alcover and Sard for Majorca and by Cirer for Ibiza and Formentera.'® The
data corresponding to 2010 were obtained by the author. These sources were
used to create the hotel rankings presented here for the years 1975, 1980,
1992, 1999 and 2010 and with them the indicators of market concentration
and competitiveness.

The second main source of data comprises the annual reports of the Of-
ficial Chamber of Commerce, Industry and Navigation of Palma de Mallor-
ca and Ibiza, published since 1964, and its Gazette. We also used the official
statistics for tourism published by the Ministry of Information and Tourism
and the Balearic Government. This last set of data is published annually and
includes detailed information dating back to 1964 regarding the inflow of
tourists and the tourist accommodation on offer. Since 1985 we also have data
for spending by visitors to the islands and their average stay. By combining
all these data, we have been able to define the different phases of growth in
the tourist sector.

As regards the bibliography, several studies of the general evolution of the
Spanish tourism market are available, for example the analyses by Esteve and
Fuentes (2000), Fernandez (1991) and Moreno (2007) which provide a fun-
damentally institutional and macroeconomic focus. A similar study, though
with a greater sensitivity towards the business world, is 50 arios del turismo es-
pariol edited by Bayon in 1999. Studies offering a general overview of the is-
land context are Turisme a les Illes Balears (1950-2005 ), by Segui (2006), the
special issue devoted to tourism in the journal Estudis Balearics in 1990 and
Welcome! un segle de tourisme a les Illes Balears, published by the La Caixa
Foundation. A previous publication with very similar aims to the present study,
although limited to Ibiza and Formentera, is Dindmica de la estructura del
sector hotelero en Ibiza y Formentera. 1960-2000, by Cirer (2010). Rivas (2012)
analyses the structure of hotel ownership, and Martorell and Mulet have de-
voted several studies to the analysis of the Balearic hotel chains, above all their
process of internationalization.!” The final result of the geographical distribu-
tion of coastal tourism in the Balearics has recently been analysed by Cirer
(2013b), while Arrom, Picornell and Ramis (2008) have assessed the impact of
tourism on rural areas. Two recent studies of the environmental impact are
Hof and Schmitt (2011) and Murray (2012).

16. Sastre (1995); Alcover and Sard (2000); Cirer (2010, 2013b).
17. Martorell and Mulet (2009, 2010).
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Pride of place in the islands’ economy

Tourism is not just the principal source of income in the Balearic Islands,
but in fact it totally dominates the islands’ economy. In terms of regional GDP,
the Balearic Islands’ specialization in the hotel industry is overwhelming com-
pared with other regions of Spain; between 2000 and 2008 it accounted for
an average of 21.4% of regional GDP, compared with the national average of
only 6.7%." The Canary Islands come second, with a proportion of 14.9%; in
none of the other fifteen regions is the proportion above 8%. This situation
dates back many years; in fact, between 1964 and 1995 more than a quarter of
Spain’s hotels were located in the Balearic Islands.” Since then, the growth
of the offer in the rest of Spain has brought the islands’ percentage down to
its current level of 20%, but in 2010 the islands still had more beds than any
other region in Spain including Catalonia. The dependence of the Balearic
economy on tourism is even more striking if we realize that, in terms of pro-
portion of regional GDP, agriculture and industry in the islands represent
only a third of the Spanish average; on the other hand, Construction and oth-
er services such as Trade, Transport and Finances present percentages compa-
rable to those of most Autonomous Communities.

These data indicate a concentration on the hotel trade, but also on tourism
in the broad sense. This concentration is also reflected by an analysis of the sec-
torial distribution of Balearic firms.?* In 2009, the Balearics were home to 2.7%
of all Spanish firms, but to 7.7% of firms in the hotel trade, 7.2% of the restau-
rants, 7.5% of the airlines and 12.5% of car hire firms. Additionally, the island
firms operating in the various tourism subsectors were, on average, substantial-
ly larger than in the rest of Spain. Counting only businesses with more than
500 employees, the Balearic Islands had 24% of the large hotel firms, 44% of
air transport firms and 50% of the big travel agencies.”! The Canary Islands,
on the other hand, are home to a comparable number of hotel firms — 20%
of the Spanish total — but do not have a single airline or travel agency.

The trend is repeated in other complementary business activities. Using
the Yellow Pages as our source, we find that the Balearic Islands have more
firms advertising under the heading Souvenirs than any of the other fifty Span-

18. This figure corresponds to the average contribution of the hotel sector to regional
GDP over the period 2000-2008 (Spanish National Statistics Institute, Regional Accounts of
Spain).

19. National Statistics Institute yearbooks, 1965-2012.

20. The data used in this section are from the National Statistics Institute’s directory of
firms for 2009.

21. The strong presence of non-hotel tourist firms in the Balearic Islands has been a con-
stant feature of the industry’s development throughout the twentieth century. Some of the larg-
est Spanish travel agencies such as Viajes Iberia were created in Majorca in the 1930s, and the
Majorcan airline Spantax was one of Europe’s leading charter airlines in the 1960s and 1970s.
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ish provinces; they come third in the sections Discotheques and Hostelry ma-
chinery — in both cases behind Madrid and Barcelona — and fifth for Amuse-
ment Parks. The intensive exploitation of tourism has given rise to a network
of firms of all kinds and sizes — restaurants, bars, shops, leisure services, and
so on — and others offering specialized services to hotels or other businesses
that deal directly with tourists. So the Balearics are home to a group of large
firms in all subsectors of the tourism industry providing complementary serv-
ices which stand out above the dense, gelatinous mass® of small and medium-
sized hotel firms.

Finally, we should stress that this is a productive sector with an entrepre-
neurial structure of its own, sited in a tourist destination that in many ways
is unique. Not only do the Balearics receive far more visitors than other Med-
iterranean islands such as Malta, Cyprus and Crete,* but their locally-creat-
ed hotel chains are on a completely different scale to those found in these oth-
er islands. Not even in other Spanish beach tourism destinations do we find
hotel firms with a comparable degree of capacity for expansion and interna-
tional aspirations.?*

The Balearic hotel firms in the Spanish and international contexts

In the mid-1950s hospitality in the Balearics underwent dramatic growth;
all the large hotels operating in the 1930s reopened — with the exception of
the pioneer, the Grand Hotel — and new establishments were built. The sector
attracted innovative entrepreneurs, who were quick to respond to the chang-
es in demand during the period.” The newcomers to the business realized that
the ground rules had changed: forerunners of the great hotel chains of the
future,’® they established a new entrepreneurial philosophy and introduced
novel organizational structures to bring down costs. The opening of new air-

22. Lazerson and Lorenzoni (1999).

23. For Malta, see Oglethorpe (1985) and Bramwell (2003); for Crete, Andriotis (2002)
and for Cyprus, Sharpley (2000).

24. Monfort, (2002), p. 16.

25. A sociological exploration of these changes is particularly complex and goes beyond
the scope of this study, but we should stress the substantial differences between the tourists
who arrived in Majorca in the 1930s and the ones that followed them twenty or thirty years
later. The pre-war visitors were keen to “see things” — the island’s landscapes and caves, its ar-
chitecture, its cultural and anthropological features — whereas the prototypical tourists of the
1960s had no interest in visiting or getting to know the island and sought little more than re-
laxation. Besides, the purchasing power of the new tourists was notably lower than that of their
predecessors. Cirer (2009), p. 347.

26. A good example of the new type of hotelier was Juan Riu, founder of the chain that
bears his name. In 1954 Riu introduced an organizational scheme that included the hiring of
forfaits with a German tour operator and the systematic rotation of tourists via charter flights.
Soriano (1996), p. 139.
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ports in Majorca and Ibiza in the early 1960s marked the arrival of mass tour-
ism in the Balearics and also the effective end of the tourist model initiated
in 1903 with the opening of the Grand Hotel.

Within a few years, the islands had recovered their position at the head of the
Spanish hospitality industry and by 1964 the Balearics had more hotel beds —
slightly more than 50,000 — than any other Spanish province, followed by Gi-
rona with 42,000. In terms of Spain’s present-day Autonomous Communities,
Catalonia led the way with 31% of the total, followed by the Balearic Islands
with 18%. Chart 1 shows that the islands had overtaken Catalonia by 1969;
in 1971, the Balearics had 31% of the hotel beds in Spain and in fact the is-
land has maintained this leading position until the present day. From 1970
until the end of the century the number of hotel beds in the Balearics grew at
a rate slightly below that of the rest of Spain and its proportion fell to 25%
in 1999. In the first decade of the new century, the Balearics lost ground to An-
dalusia and the Canary Islands.

These data are sufficient to show that the Balearic archipelago was the
centre of Spain’s hotel business throughout the period under study. Indeed,
the importance of the Balearics in the hospitality sector is reflected not just
by the number of hotels in the islands, but also by the fact that many estab-
lishments on the mainland and in the Canary Islands were built by Balearic
hotel firms, and many others were bought by Balearic hotel chains or oper-
ate under franchise. Nor did the expansion of the Balearic entrepreneurs stop

CHART 1 = Evolution by Autonomous Community of number of hotel beds in Spain
between 1964 and 2010
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TABLE 1 = The Balearic hotel chains from an international perspective. Geographical
distribution of chains by Autonomous Community — in the case of Spanish firms — and
by country among Mediterranean hotel firms listed among the 300 largest in the world.
Only data corresponding to strictly Mediterranean firms are included - i.e., their head
offices must be on the coast, and not for example in Madrid or Paris.

Autonomous
Community Chains Rooms Country Chains Rooms
Balearics 6 260,566 Portugal 2 15,168
Catalonia 4 43,520 Egypt 1 12,536
Canaries 1 7,626 Greece 2 12,056
Andalusia 1 5,974 Israel 2 11,422
Spanish Mediterra- 12 317,686 Italy 2 9,665
nean+Canary Islands Croatia 1 6.175
Malta 1 5,425
Cyprus 1 4,544
Turkey 1 4,405
13 81,396

Source: Hotels magazine, September 2011, pp. 21-30.

at the Spanish border: as soon as they were in a position to do so, these firms
entered the international arena, where they met with considerable success. In
2010, six island firms appeared among the world’s 300 largest hotel chains:
Melia, Iberostar, Barcelo, Riu, Fiesta and Blau, all of them but one based in
Majorca — Fiesta is based in Ibiza.?” They are also very well placed: they rank
15th, 20th, 26th, 30th, 85th and 268th. All these firms are genuine multina-
tionals with establishments in a wide range of countries, offering their serv-
ices in highly competitive international markets.

Some interesting conclusions can be drawn from this table regarding the im-
portance of the large hotel firms based in Spain and in particular in the Balear-
ic Islands:

1) The dominance of the Spanish chains in the Mediterranean context is
overwhelming: 80% of the rooms and hotels belong to Spanish firms,
located in the Balearics, the Mediterranean coastline or the Canary Is-
lands.

2) Inside Spain, the Balearic firms are by far the most important, manag-
ing in total more than 260,000 rooms.

27. Hotels magazine, September 2011, pp. 21-30. Each year this US publication presents
a list of the world’s 300 largest hotel firms.
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3) Hospitality is a strictly family business. All the firms in the Balearics
and most of the firms in the rest of Spain belong to family groups: Husa
— Gaspart; H10 — Espelt; Lopesan — Loépez Sanchez.

CHART 2 = Evolution of the tourist accommodation — measured in beds available —
inflows of tourists at the islands’ airports (1964-2010), average stay in days and average
daily spending of these tourists measured in 2010 euros (1985-2010)
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CHART 3 = Evolution of accommodation of various types in the Balearic Islands —
measured by number of beds
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TABLE 2 = Beds available in different types of tourist accommodation in the years

analysed
Mean annual rate of growth in each
Beds R
period (%)
Year Hostales Apart- Hotel Hotel Hotel Hostales Apart- Hotel Hotel Hotel
Others ments 1*2* 3* 4*5* Others ments 1*2* 3* 4*5*
1964 26,144 13,407 10,100 7,042
1975 49,472 98,547 61,393 20,601 6.0 199 178 103
1980 45,432 92,682 68,459 22,192 -1.7 1.2 22 1.5
1992 39,482 106,799 87,395 122,380 30,281 -1.2 -05 50 26
1999 27,212 101,178 46,969 175,228 54,435 -5.2 -0.8 -85 53 87
2010 25,920 88,811 26,999 163,746 114,507 -0.4 -1.2 -49 -06 7.0

Source: Chamber of Commerce. Government of the Balearic Islands.

CHART 4 = Interannual rate of growth in the number of beds available in the Balearic
Islands
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Phases in the evolution of the tourist accommodation sector

Table 2 shows the official data for the number of beds available in the Bal-
earic Islands between 1964 and 2010. Its evolution is presented in charts 3 and
4. Broadly speaking, the development of the tourism industry can be divided
into six stages:
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)

2)

3)

4)

5)

28.

1964-1973. Explosive growth. As Chart 4 shows, at the end of the 1960s
annual growth rates were around 25%. The effect of this expansion on
each of the four islands was inversely proportional to their starting
points: Minorca, the island with the lowest levels of tourism at that
time, multiplied its offer tenfold, and Ibiza and Formentera multiplied
their offer fivefold. Within a space of ten years, all the island economies
were monopolized by tourism. As regards categories, the growth was
spread more or less evenly between 1, 2 and 3 star hotels, while 4 and 5
star hotels grew at less than half the average rate and hostales and pen-
siones even less. This differential growth caused a strong concentration
in the middle and lower-middle segments.

1974-1980. First recession. The explosive growth of the previous stage
came to an abrupt halt; the sector had to undergo major reorganiza-
tion as a result of the fall in demand and the collapse of large Europe-
an tour operators such as Court Line. More than 200 lower-range es-
tablishments disappeared — hostales, pensiones and 1-star hotels — with
more than 6,000 beds, along with three of the ten 5-star hotels offer-
ing 670 beds, representing 28% of the top-end offer. As a result, the
market concentration in the middle and lower-middle ranges increased
considerably.

1981-1990. Period of expansion, thanks mainly to the appearance of
a new product: lower-range tourist apartments. At this time, the Bal-
earic beach tourism model became firmly consolidated, offering stand-
ardized packages and low prices. The tourism market in the Mediter-
ranean had reached maturity both in terms of the activity of the tour
operators® and in terms of the hotel offer. The middle range based on
2- and 3-star hotels continued to grow slowly, but the higher categories
did not. Chart 4 shows that the rates of growth were sustained and
high, with an accumulated annual rate of 5.3%.

1991-1993. A brief but profound recession. The number of visitors fell
drastically, and their level of spending as well — chart 2. The abrupt fall
in demand hit the highest and lowest segments particularly hard. Be-
tween 1990 and 1995, 408 hotels, 15% of the total, closed down. Par-
ticularly striking was the disappearance of hotels in the upper range —
4-star and especially S-star hotels, in fact, half of the 5-star hotels
closed. Many of those that continued were obliged to scale down, for-
feiting one or two of their stars as a lesser evil.

1994-2004. Slight growth in the offer of around 1% per year, as a result
of the drastic reduction of the lower range offer — above all 1- and 2-star
hotels — combined with a notable increase in beds in 4- and 5-star hotels.

Klemm and Parkinson (2001), p. 369.
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6) 2005-2010. Zero growth. The offer stabilizes around 420,000 beds. In
the latter years there has been an extensive process of reconstruction
and modernization of old establishments, which has helped to raise the
standards of the mid-range category across the board. In 2010, 5-star
hotels offered almost 9,000 beds and 4-star hotels more than 105,000,
representing a sevenfold increase in the offer of the medium-high and
high ranges since 1993. Over these 17 years, the total number of beds
available in the islands increased by a mere 11%.

Charts 2 and 4 show the change in tendency caused by the recession in the
early 1990s, since when the evolution of the inflow of tourists and hotel ac-
commodation has no longer gone hand-in-hand. Until then, the successive
increases in the demand had been matched by increases in the number of beds
available in the islands, but from 1994 the two figures begin to diverge clear-
ly. The explanation is to be found in two fundamental factors: the reduction
in the average stay, and the increase in holiday home ownership. In 1985 the
prototypical tourist spent an average of 13.55 days in the islands, but by 2010
this figure had fallen to below nine days. For their part, holiday homes began
to be a force to be reckoned with in the mid-1980s. Sastre notes that in 1987
alone 40,000 new places became available thanks to the construction of
apartments,” many of which eventually became holiday homes. The two fac-
tors were favoured by the reduction of air transport costs which allowed
northern Europeans to visit more than one destination per year; this meant
that they could reduce the time spent in each one, or visit the same destina-
tion on more than one occasion, a practice that is obviously a strong incen-
tive for acquiring summer holiday homes.

What these two periods of recession had in common was that in the short
term their strongest effect was felt in the highest and lowest sections of the
market. The market became concentrated in the middle and lower-middle
range, following a prototypical pattern in classical evolutionary mechanisms,*
but in the long term they have had very different consequences. The first re-
cession represented a “breather”, a pause in the rhythm of spectacular growth
which then recovered partially in the 1980s, but the second marked the begin-
ning of a new phase in the evolution of the market. In the last fifteen years
the pattern has clearly changed, with the absolute growth in terms of num-
bers being replaced by a mass reconversion towards higher categories. The
low and lower-middle segments have fallen significantly; the middle range
held up, and the upper range has expanded spectacularly, as chart 3 shows.

29. Sastre (2000), p. 5.
30. Matthews (1984); O’Neill and Carlbéck (2011).
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Competitiveness of the sector

To analyse the development of the hospitality sector’s competitiveness, we
classify all the firms by order of number of beds offered and then divide them
into six groups:

1) The first three firms.

2) The six firms from 4% to 9 place.

3) The 12 firms from 10™ to 21 place.

4) The 24 firms from 22" to 45™ place.

5) All the other firms considered to be chains in this study — those with
more than 500 beds in at least two establishments.

6) Beds belonging to firms that do not constitute a chain. This group in-
cludes all the beds officially recorded that have not been assigned to a
chain.

After classifying the firms, we calculated the concentration indices and
the Herfindahl index — see Table 3 and Chart 5.

TABLE 3 = Beds managed by each group of chains according to size

Group Beds

1975 1980 1992 1999* 2010
1. First three chains 20,714 24,624 37,228 35,966 39,164
2. Chains from 4" to 9" place 22,382 26,597 26,219 42,165 46,716
3. Chains from 10" to 21t place 16,340 19,448 33,527 52,029 55,395
4. Chains from 22" to 45" place 4,695 25,906 40,956 58,867
5. Other chains 25,208 60,408
Other firms 170,577 153,401 263,457 163,635 159,433
Total 230,013 228,765 386,337 359,959 419,983
Herfindahl Index 0.005 0.007 0.006 0.008 0.008

*The data for 1999 do not include Minorca.
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CHART 5 = Evolution of number of beds managed by the different groups: evolution of
the Herfindahl Index for the Balearic Islands
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The trend in chart 5 is clear: most of the establishments eventually become
part of a chain. In 1975, 74% of beds were in independent establishments, but
by 2010 this percentage had halved to 38%. The trend has been systematic:
only in 1992, after the large-scale introduction of apartments, did the process
stop, and then only momentarily.

This phenomenon has not affected the sector’s competitiveness. The 260,550
places belonging to chains in 2010 were spread out between 108 different
firms. The hotel chain has become the dominant element of the tourist ac-
commodation sector in the Balearics, relegating the independent establish-
ment to second place, but this has not created a situation of oligopoly. The
percentage of beds managed by the three largest firms in the sector oscillated
around 10% of the total between 1975 and 2010, and the nine largest, togeth-
er, have never obtained more than 25% of the market quota. At certain times,
firms such as Sol-Melia in Majorca®' and Fiesta in Ibiza** have been leaders
in the price setting process,* but they have never reached a position of genu-
ine market dominance.

So the Herfindahl Index shows that the key feature of the island accom-
modation market has been competitiveness. Between 1980 and 2010 the index
ranged between 0.007 and 0.008. These values are remarkably low: far below

31. Sastre (1995), p. 56. “Sol Melia is the true market leader in the Balearic hotel in-

dustry.”
32. Cirer (2010), p. 83. Fiesta Hotels reached a market quota of 18.6% in Ibiza in 1990.

33.  Ramon (2001).
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the value of 0.15 which is normally considered indicative of a moderately con-
centrated market** and which other authors have obtained for much larger mar-
kets such as the UK.*

This maintenance of a high level of competitiveness over time seems at
odds with the trends towards concentration that characterize many sectors of
the economy. It seems natural to expect that levels of competitiveness will dif-
fer from firm to firm: the most efficient ones will increase their market share
and will gradually squeeze out their rivals. This has not happened in the Bal-
earic hotel trade because the competitiveness of the local firms has enabled
them to seek out opportunities in other destinations, initially in Spain and
then later in the rest of the world. The systematic broadening of the poten-
tial market has more than compensated for the trend towards business con-
centration.

Five firms: Sol, Barcelé, Riu, Iberostar and Fiesta have more hotels out-
side the 1slands than inside, and run more than 40 establishments in total.
Table 4 displays their development, and highlights a common trend: in 1975
they were already important firms —with the exception of Iberostar**- they
enjoyed steady growth from that point onwards and, after reaching their
peak —Sol/in 1992, the others in 1999 have significantly reduced the number
of beds managed in the islands while simultaneously consolidating their po-
sition in the Spanish and international markets. Naturally, this expansion
consumed financial and human resources. As these large firms reduced their
presence in the islands, the market segments they considered non-strategic
fell vacant, and were immediately occupied by firms such as Grupotel, Pro-
tur and GPS which were growing but had not extended their operations out-
side the islands. These developments show that the mechanism proposed by
Cirer*’ to account for the evolution of the chains in Ibiza also applies to the
whole of the Balearic archipelago: the growth of hotel firms in the island
market has a ceiling, and when this ceiling is reached, the expansion outside
the initial base begins before the emergence of predatory practices that lead
to situations of oligopoly.

34. The US Federal Trade Commission proposes the value of 0.15 as a cut-off point for
detecting concentrated markets. US Department of Justice, p. 19.

35. Davies (1999), p. 299. Davies obtains a Herfindahl Index of 0.151 for the British ho-
tel market between 1989 and 1994, indicating that the market is dominated by six or seven
firms.

36. Iberostar had been one of Spain’s largest travel agencies since 1956. It moved into
hotel management in 1986. This firm is one of the few examples of vertical integration in the
Balearic tourism market in the twentieth century: in more recent years, this type of integration
has become more frequent.

37. Cirer (2010), p. 86.
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TABLE 4 = Evolution of the number of beds managed in the islands by the large chains
with investments abroad

Chain 1975 1980 1992 1999 * 2010
Sol 8,721 11,543 21,963 12,352 16,359
Fiesta 2,695 4,894 9,630 12,972 9,748
Iberostar 1,138 9,241 7,700
Riu 2,176 3,470 4,713 7,486 5,469
Barcelo 3221 4438 4671 5145 4499

* The data for 1999 do not include Minorca.

The role of capital from outside the islands in the Balearic hospitality
industry

A striking finding is the fact that, of the 45 largest hotel firms operating
in the Balearics, only three have their headquarters outside the islands:
Hotasa,*® Stella Polaris, and Sunwing. These three firms are ranked 17, 44
and 45" among the island firms. This suggests that the presence of non-is-
land-based capital in 2010 in the hotel sector is marginal in stark contrast to
the initial period, when in 1975, for example, the firms funded mainly by ex-
ternal capital offered almost 40% of the beds belonging to chains —and 10%
of the total offer.

The German firm Iberotel and the British firm British Caledonian Hotels
are representative cases. Iberotel, created in Majorca, had more than 7,000 beds
in the Balearics in 1980, but then reduced its presence in the islands and even-
tually transferred all its establishments to Riu in 1993. Far from closing down,
however, Iberotel continued its international expansion throughout the Med-
iterranean, building hotels in Tunisia, Turkey and Egypt, where it remains well
consolidated today.*

British Caledonian Hotels was also created in the Balearics with foreign
capital. At its peak it had eleven hotels on the islands with some 4,000 beds,
in addition to other hotels in Europe and Africa. In the 1980s the airline that
led the group ran into economic problems and sold its hotel division, which
broke up into two parts: the Majorcan concern was taken over by the So/
chain and the rest —the Copthorne group— was sold to Tara Hotels and later
became part of the Millennium group, one of the largest hotel groups current-

38. At the time of writing, Hotasa belongs to the Nueva Rumasa business group which
has gone into receivership and so is unlikely to continue operating in the short term.

39. The Iberotel webpage states that in 2011 the firm had 18 hotels in Egypt, three in
Turkey, three in the United Arab Emirates, two in Germany and one in Italy.
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ly in operation.® The same sequence is repeated in both these cases: a foreign
group sets up a hotel firm in the Balearic Islands in the 1970s; the firm grows
and reaches a position of prominence in the 1980s; it is then overtaken by lo-
cal businesses and leaves the Balearic market, but continues to grow and build
hotels in other parts of the world.

The Spanish group Rumasa, which had more than 5,000 beds in the is-
lands in the early 1980s, was also funded by external capital. In 1983, it was
declared bankrupt and taken over by the Spanish government, which eventu-
ally sold all its hotels to the Majorcan group Sol.

By the mid-2000s, this process was coming to an end. In 2006, for exam-
ple, the Majorcan firm Hoteles Globales-Optursa acquired the ten hotels —with
more than 4,000 beds— in the possession of the Acorn group in the Balearics.
That is, when the multinationals entered the Spanish market on a massive
scale in all the productive sectors,*' they effectively abandoned the Balearic
hotel market to local firms. This process has culminated in the practical dis-
appearance of foreign capital from the Balearic hotel sector — with the signif-
icant exception of luxury S-star hotels.

Balearic hotel firms in perspective

Although the size of the island chains has increased notably over the pe-
riod of almost fifty years covered here, oligopolistic practices have not emerged.
The chains have grown systematically, absorbing an increasingly large pro-
portion of the tourist accommodation in the Balearics. This phenomenon has
not been reproduced elsewhere in the Mediterranean tourism sector. In fact
there is no obvious explanation for it; what we find is a complex set of factors
which have had different influences at different times:

1) As noted above, the recurrent recessions eliminated the smaller firms,
in general the ones least equipped to survive a drastic fall in income.
These firms faced major difficulties in obtaining adequate funding; the
emergence of any disruption that could cause a delay in the projected
income could force a tourism firm out of business. In this precarious
situation, independent hoteliers were often obliged to sell their hotels
or to seek refuge inside one of the large hotel chains.*

40. According to Hotels magazine, the Millennium & Copthorne group was 37" in the
world ranking in 2010, managing 101 hotels and 28,797 rooms. Hotels, September 2011, p. 26.

41. Valdaliso (2004), p. 31.

42. Practically all the long-term credit available in the 1950s and 1960s came from the
public sector in the form of loans for hotel owners. In the Balearics, the concession of these
loans often depended on the hotelier’s contacts. Hernandez and Mancha (1980).
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2) Practically all the pioneering establishments were set up by family firms.
As the years passed and management responsibilities had to be passed
on to the new generations, the succession process was not always a
smooth one. In some cases the firms became excessively fragmented,
and in others the heirs were more interested in other kinds of business:
as the hotel trade was profitable, significant gains could be made by
selling the assets to the surviving firms, which thus had an excellent op-
portunity to expand further.®

3) Pressure from European tour operators. Many studies have described
the mechanisms used by tour operators in their negotiations with lo-
cal hotel owners.* Tour operators all prefer to negotiate with small
family hotel firms,* because of the difference in size; when the hotel
firms are large enough to oppose or limit the operators’ oligopolistic
practices, this asymmetry disappears.*® But, under strong commercial
pressure, many small entrepreneurs were forced to yield to larger
firms.

Another interesting feature in the process is the systematic specialization
of all the firms in the hotel trade. As they expanded, the Balearic hotel chains
did not diversify, as seems to be the norm in other economic sectors.*’ The ex-
planation for this anomaly once again lies in the special characteristics of the
tourist sector. Normally, firms offering a limited number of products eventu-
ally adapt very well to the local market, but their products are relatively un-
attractive in global terms. This obviously hinders their geographical disper-
sion. In tourism, however, the product is always global by definition, even in
the highly frequent case of specialization in a particular nationality or cus-
tomer profile: a chain that concentrates on catering for German families, for
example, accumulates a know-how that will be useful not just in the Balear-
ics but in Malaga and Canctn as well.

Our analysis of the rates of growth of tourism has identified six stages in
the development of the industry in the Balearics. Simplifying further, we can
reduce this to two stages — charts 2, 3: from 1964 until 1993, and from 1994
until 2010. In the first stage, the sector concentrated on the middle and low-
er-middle range, an option that required strict cost control in order to be able

43. The ownership of the first hotels was extremely diverse given the lack of available
capital. As the firms grew, ownership became systematically concentrated. Cirer (2010), p. 74.
Ramon (2001).

44. Sastre (1995); Klemm and Parkinson (2001); Bastakis et al. (2004).

45. Tapper (2001).

46. Davies and Downward (2001).

47. Binda (2009), pp. 112-113.
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to offer a competitive product at a low price.* This strategy had three main
components:

1) The across-the-board standardization of package holidays comprising
travel, accommodation and hotel transfers. The system exploited the
capacity of planes, buses and hotels to the full, and eliminated down
time. One of its collateral effects was that it put the smaller establish-
ments under immense pressure; they were always the ones most affect-
ed during economic downturns.

2) Reduction of wage costs. This was initially possible thanks to the mass
immigration of workers from poorer areas of Spain, most of whom
stayed on the island only during the summer months when they were in
employment. At the start of the 1970s, the successive rises in wage costs
led the entrepreneurs to introduce a second stage of technological and
organizational change including self-service restaurants, the mechaniza-
tion of kitchens and laundry services, elimination of administrative staff
through outsourcing, the progressive introduction of computerization,®
and so on.

3) During the 1980s, lower category apartments were introduced on a mas-
sive scale, again in an attempt to control costs — in this case by signifi-
cantly reducing the level of services offered to the customer.

When the strategy of cost reduction and low prices reached its limit in the
1990s, the islands’ hotel firms shifted their commercial focus towards the mid-
dle-high and high ranges, and even to luxury five-star hotels. Since that time,
the range of hotels on offer has been transformed and the different chains
have concentrated on specific market segments,*® abandoning the generalist
approaches that dominated the 1960s and 1970s. The rapid spread of busi-
ness practices that obliged entrepreneurs to take risks and to make large in-
vestments indicates that the basic mechanisms of the industrial district re-
mained very much in place in the first decade of the twenty-first century.

The industrial district: the key to the success of tourism in the Balearics

The introduction and rapid spread of these organizational, commercial
and technological innovations were possible thanks to the high level of com-

48. In fact this strategy was applied by most of the Spanish export firms in this period.
Valdaliso, (2004), p. 19. Spain offered clear incentives for the provision of mass tourism serv-
ices at the lowest possible prices. Sanchez (2001), p. 211.

49. Alenyar (1990); Mulet (1990).

50. Cirer (2013).
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petitiveness of the Balearic tourism market and its structure as an industrial
district. Any small improvement spread rapidly through the islands thanks to
the high degree of labour mobility,”" and also to the fact that the islands’ trav-
el agencies and transport firms and the tour operators themselves all worked
with several hotel owners at the same time. This permeability spread to Ibiza
and Minorca, as most of these service firms were present in the other islands
as well and the Majorcan hoteliers also responded quickly to the opportuni-
ty to expand.™

The presence of a multitude of firms offering the same product, a flexible
and mobile labour market, and the existence of widespread specialized knowl-
edge constitute three of the main elements of the canonical Marshallian in-
dustrial district. The fourth —the presence of competitive providers of sup-
plies and complementary services - has already been demonstrated in our
description of the islands’ business structure. If to these factors we add the
presence of a clearly differentiated society directly involved in the productive
structure of the region,* then the concept of “Italian-style” industrial district
following the paradigm described by Becattini emerges in full force.>

The existence of the characteristic mechanisms of the industrial district
is also reflected in the rapid emergence of institutional organizations such as
the Tourism Board of Mallorca, founded in 1905, and the Tourism Boards of
Minorca and Ibiza, both founded in the 1930s. The Balearic Hotel Federa-
tion was created in 1977, and played a decisive role in withstanding the pres-
sure from foreign tour operators to bring down prices on a massive scale;*
since then, it has acted as an influential lobbyist in the defence of the inter-

51. Historically, the immense majority of the island hotels closed in winter and hired
their employees on temporary contracts. As a result, workforce mobility was extremely high.
Montserrat (1990); Ramon (2000).

52. The island of Formentera has always diverged substantially from the norm and its
development is particularly interesting, but because of its small size we will not consider it here.

53. Marshall (1920).

54. In the Balearics the existence of a highly differentiated society is a geographical phe-
nomenon rather than a social one, — given that they are islands.

55. Becattini (2004), pp. 19-29. Becattini defines the industrial district as a socio-territo-
rial entity constructed from a dense network of business interdependences, with two main fea-
tures:

a) A community of people with specific characteristics that distinguish them from others
in the vicinity and given them a personality of their own. This social group should be
homogeneous but at the same time open to the exterior.

b) A set of interrelated firms that share the territory with this community. These units of
production usually manage only one of the stages required by the productive process
that predominates in the territory.

56. Various models have proposed that predatory prices can only emerge when there are
asymmetries in the information available: see, for example, Guiltinan and Gundlach (1996). In
the case of a well-established industrial district, the free spread of information removes these
potentially destructive asymmetries of information. Similarly, Ottati (1994), p. 470, proposes
that the informational structure inherent in the industrial district limits potentially self-destruc-
tive price wars.

209



The explosive expansion and consolidation of the balearic hotel sector, 1964-2010

ests of the tourism entrepreneurs. This process of institutionalization is noted
by Feldman et al. and Porter as a key characteristic in the stage of cluster ma-
turity.”’

The absence of vertical integration in the Balearic tourist trade also con-
forms to the theoretical postulates® of the industrial district. The islands’ ho-
tel owners have only very recently become shareholders in European tour op-
erators, and even then on a limited scale.”

The tourism cluster in the Balearics seems to present some of the charac-
teristic features of all the industrial district models we find in the literature:
the Marshallian model, the Italian model and the American model.®° The dis-
trict is competitive because it has a clearly defined brand image inside the
Mediterranean area; this image is also segmented, since each of the four is-
lands has a distinctive character of its own. Inside the district, the constant
competition between all the firms —large and small hotel businesses and sup-
pliers of complementary goods and services— encourages adaptation across
the board to the changes in demand. No one firm has been able to take a dom-
inant role, and individually they all are dispensable. Elsewhere, the powerful
international expansion of the large island firms is a clear demonstration of
their competitiveness; their evolution inside the dense island environment has
equipped them with skills and knowhow that can be immediately applied in
any other location planning to develop seaside tourism.

Conclusions

The key to the success of the hotel business in the Balearic Islands be-
tween 1964 and 2010 was the recovery and renovation of the industrial dis-
trict created during the 1930s and its ability to adapt to the changing condi-
tions of the international tourist market.

The specialization in the middle and lower-middle range between 1960
and 1993 was the result of the specific circumstances in the islands, rather
than a conscious decision; in the long term, the entrepreneurial viability of
the move has been amply demonstrated. A generation of new hotel owners

57. Feldman et al. (2005), p. 136. These authors contend that industrial clusters that sur-
vive reach a final stage of maturity characterized by a stable dynamic equilibrium in which the
initially informal relations that gave rise to the birth of the cluster become institutionalized.
Porter (1990) also assigns a key role to the activity of entities such as universities.

58. See Cainelli (2012), You and Wilkinson (1994).

59. In the early 2000s Riu and Fiesta acquired shares in the capital of the German tour
operator TUI.

60. For a summary of the characteristics of the different kinds of industrial district pro-
posed in the specialist literature, and its specific application to Spain, see Catalan, Miranda
and Ramon (2011).
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catered for this demand with imaginative organizational innovations which
brought down costs and filled their establishments with entertainments of all
kinds, and at the same time supported the creation of a complementary offer
— bars, restaurants, shops, discos,®! amusement parks, and so on — which went
far beyond the typical Spanish model proposed by the national government’s
plans for tourism.*

By targeting a specific market segment —not the most profitable, but the
most populous — the Balearic industrial district generated appreciable econo-
mies of scale for costs which allowed reductions in price and for information
— which intensified demand — acting throughout the cluster, not at the level
of each particular firm. The high level of competitiveness kept supply costs
down, and the rapid spread of innovation, the progressive adaptation to the
different national markets and the accumulation of sufficient amounts of cap-
ital enabled the most efficient firms to expand their business. This expansion
went in two directions simultaneously from the 1990s onwards: reconversion,
and international expansion. With the end of the recession in the early 1990s,
island firms of all sizes remodelled their offer to adapt it to the needs of pro-
gressively larger segments of the demand which offered greater added value.
At the same time, the firms which had recorded the highest growth and now
had large-scale hotel networks on the mainland and in the Canary Islands
now embarked on the international adventure, expanding initially into the
Caribbean and then later into the rest of America and Europe.

Finally, it should be stressed that an industrial district in operation for more
than a century might have collapsed at practically any moment in its history,
due to outside pressure or to stagnation.® This has not been the case in the Bal-
earics, thanks to the island firms’ demonstrated capacity to ensure the flow of
relevant information® and to their integration in local networks. Without this
ability, the islands would have fallen into decline or would have become a stand-
ard tourist enclave like any other, dominated by firms from abroad.

61. For an example of the importance of the complementary offer centred on music, see
Vicens (2012).

62. Sanchez (2001).

63.  When the relations between firms become consolidated the value of the information
and knowledge flowing between them gradually decreases, as the firms become increasingly
similar to each other with regard to what they know and the technologies they use, Ter Wal
and Boschma (2011) p. 927. Fujita and Krugman (2004), p. 203.

64. The principal source of information has always been direct contact with the custom-
er, but an important role was also played by Spanish emigrants who lived in Switzerland, France
and Germany to learn the language and the trade. Among other important sources of entrepre-
neurial information were the foreign hotel firms which set up in the Balearics in the 1960s. From
the 1990s onwards, the internationalization of the large island chains ensured the arrival of the
information flows necessary to avoid decline.
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ABSTRACT

Today, the Balearic archipelago is the largest tourist destination in the Mediterranean. The
history of tourism in the islands goes back more than a hundred years, but the present-day
configuration of the industry dates from the boom of the early 1960s, when it expanded rap-
idly to cater for the new market principally comprising holidaymakers from northern Europe-
an. Over the past fifty years, the Balearic tourist trade has evolved and has adapted systemat-
ically to the changes in customer demand. The key to its adaptability lies in the industrial
district structure adopted by the islands’ entrepreneurs, which has enabled them to keep costs
to a minimum and also to accumulate the capital necessary to finance their firms’ expansion
all over the world.
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Expansion explosiva y consolidacion del sector hotelero balear, 1964-2010

RESUMEN

En las Islas Baleares radica en el momento actual el mayor destino turistico del Mediterra-
neo. Su historia se remonta a mas de cien afios atras, pero su configuracion actual se determino
a partir de los primeros afios sesenta, cuando su crecimiento adquirid caracter explosivo. Des-
de entonces, y hasta el momento actual, ha evolucionado sistematicamente para adaptarse a la
cambiante demanda de ocio turistico por parte de los europeos. La clave de esta adaptabilidad
radica en la estructura de distrito industrial adoptada por los empresarios insulares, lo cual les
ha permitido reducir los costes al minimo y acumular el suficiente capital para financiar su ex-
pansion por todo el mundo.
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