Power relation in the Service Sector:
The case of Tourism in the Mediterranean

This paper will look at how countries seeking to use tourism as a
development strategy to circumvent the passage from agriculture
to industry, more than achieving stable growth, have retarded
their economic take-off.

This paper examines how tourist-destination countries have fallen
into a supply-centred development policy fallacy trap thinking
that by developing tourist oriented infrastructures, their level of
tourism, economic growth and development would rise. The
assumption that supply creates its own demand still dominates the
economic policy orientation of many tourist oriented nations.
Evidence from the economic experience of Mediterranean
countries like Spain, Morocco or Greece, show that adjusting a
county’s infrastructures to the tourist demand, created by Tour-
Operators, has neither led to an increase in the number of tourists
and foreign exchange nor has it significantly contributed to
economic development. In fact, as this paper will show, the
contradiction arisen out of the application of supply-centred
policies, more than lessening have aggravated the economic take-
off chances of tourist oriented countries. Supply-centred policies
have not only not led to a growing and stable demand of tourists,
but have conditioned the development of a coherent industrial and
service sector in these countries. The application of supply-
centred policies, have made the economies of tourist-receiving
countries much more unstable and dependent on market shifts in
the international demand of tourism.

Despite the initial signs of economic growth brought about by the
infrastructural development that followed the application of
supply-centred policies, the rate of economic growth in tourist
oriented countries, quickly weakened, as demand did not follow
supply. The implementation of this type of policy in tourist
destination countries, unable them to effectively control the
demand of tourists, in number and type, necessary to guarantee a
constant flow of foreign exchange to finance committed
infrastructural developments and stimulate domestic and foreign
investment in these countries.



As the flow of foreign exchange coming from tourists failed to
keep up with the rising investment requirement for infrastructural
developments, these countries quickly began experiencing a
deterioration in their economic independence. Resorting to rising
debt, quickly handcuffed their economic autonomy and
negotiating capacity, eventually undermining their power of
negotiation. The need to bridge, on the one hand, the gap
between income and expenditure and on the other, to attract
tourists in a highly volatile market context, reinforced the
financial and marketing vulnerability of these countries. The
implementation of supply- centred development policies had only
made these countries’ economies more dependent, on
international institutions to finance their infrastructural
development, and on tour operators to guarantee a regular flow of
clients (tourists).

This double dependence affected not only their capacity to attract
and maintain a constant flow of foreign tourists and investors, but
the financial flows necessaries to complete and update basic
infrastructures like roads, electricity and water supplies,
international airports and sea ports etc. Under these
circumstances, the overused existing private and public
infrastructures deteriorated very quickly leaving these countries
with old unattractive and in many cases incomplete infrastructures
incapable of attracting the intended type and number of tourists
necessary to stimulate economic growth and development. As the
demand of tourists in these destination countries dried out, foreign
exchange reserves fell below the level necessary to finance the
infrastructural developments committed by governments as part
of their supply-centred development policies requirements. In this
situation, countries like Spain, Greece, Portugal, Turkey or Egypt,
which had implemented these types of policies, were forced to
adapt their tourist sector, to the interests and demands of
institutions and companies with the financial and marketing
power they lacked. This implied a major change in the negotiating
power and capacity to decide and plan the economic development
of their tourist sector.



If one considers that the tourist sector is nothing but a collection
of different economic sectors like construction, transport,
restauration, hotels etc, all of which are pursuing their own
individual business objectives without being moved by a common
economic aim, it is easy to understand the difficulty associated
with implementing a single national tourist strategy. Pretending to
integrate the diverse business interests of all these different
sectors into a common national economic development strategy of
tourism is simply beyond the capacity of, even, the most
developed countries.

The attraction of tourism as a promoter of economic development
arises from the capacity of tourists’ demand to stimulate directly
and indirectly all sectors of the economy. Countries tend to see
the aggregate demand effect generated by tourism as the magic
spark that will help them achieve economic development and
prosperity. However, the power of tourism to transform into gold
the economic expectations of countries tends to be overrated. The
tendency to overlook the reliance, tourism, as a growth generator,
has on the maintenance of a continuous flow of tourists (demand),
has led policy makers to underestimate the challenges involved in
making a supply-centred tourist economic development strategy
work.

The success of a tourist oriented strategy depend not so much on
creating the necessary infrastructures (supply-centred) to attract
tourists at the destination point, but on being able to generate a
constant flow of demand of tourist (demand-centred), at the
particular destination point. By controlling and manipulating
tourist demand, policy makers will find it easier and more
effective to shift tourists (demand) towards their countries’
destination, rather than seeking to persuade them to come by
offering them the best infrastructures (supply). In the context of a
demand-centred strategy, policy makers could effectively allocate
clients (tourists) to one or several destinations in one single
country optimizing the tourist possibilities offered by the tourist
destination country. The power and control over where and when
tourists go, allow policy makers the maintenance of a constant
flow of tourists and foreign exchange which enables the
pursuance of a stable economic development strategy based on
tourism.



Since the economic impact of tourism depends on a strong
continuous flow of tourists, a successful national tourist economic
strategy should rely on the control of the demand of tourists. Only
by controlling the flow of tourists, tourist destination countries
will be able to control the flow of foreign exchange coming into
the country and stimulate foreign direct investments without
compromising their national tourist development strategy
objectives.

Supply-oriented development strategies have normally been
undertaken by countries with a weak industrial base as a way to
use the service sector to achieve economic take-off.

Countries with a strong industrial structure, tended, in general, to
develop a tourist service sector based on an international control
and allocation of the demand of tourists, rather than on the
development of infrastructures to attract them. This, granted them
the possibility of being able to dictate where, when and how
many tourists would go where, when and for how long. In fact,
countries like the UK, Japan and the USA, ended up, using the
comparative advantage of their already well developed
infrastructures in international transport, hotel management and
travel logistics, to control, through large tour-operators, the
destination of thousands of tourists from all over the world. This
control over the demand of tourists allowed them to impose their
negotiating power over poorly organized tourist recipient
countries with a highly fragmented distribution system. The need
tourist recipient countries have to guarantee a constant flow of
tourists subjected their negotiating power to the strategic business
interests of international tour operators. This conditioned the
strategic business development of tourist recipient countries
limiting their capacity to develop their own strategic tourist
business interests.



The historical experience of tourist recipient countries like
Greece, Spain, Portugal, Turkey, Egypt, and more recently of
Arab countries like Oman, which have opted to develop a tourist
industry based on the implementation of a supply-centred
strategy, are realizing how the control of the supply of
accommodation and service infrastructures is not generating the
expected economic growth and development. The application of a
supply-centred policy, have reduced the capacity of these
countries to attract tourists and accumulate the foreign exchange
they hoped, tourists would bring. Local hoteliers in these nations
have fallen victims of the higher negotiating power of foreign
tour-operators which impose on them, their strategic and business
objectives. FDIs have materialized in the shape of large foreign
hotel chains connected to foreign tour operators which respond to
the demand of foreign package holidaymakers. Since the set
requirements and expectations of these tourists are not fulfilled by
local hoteliers, local tourist infrastructures cannot attract the
growing demand of foreign tourists limiting their control over the
demand of foreign wvisitors. This has rendered them very
vulnerable to the predatory price and marketing practices of
foreign tour operators when it comes to negotiating the allocation
of foreign tourists. As tour-operators are able to take advantage of
their capacity to guarantee hoteliers, a stable demand of tourists,
they can impose draconian economic conditions that reduce
hoteliers’ margins, hindering their capacity to accumulate and
reinvest. As the quality and service level of these hoteliers
deteriorates, tour-operators move the demand of their tourist to
other locations where they can start again their destructive
strategy of the local service sector.

This relatively low bilateral negotiating capacity that local tourist
businesses have with foreign tour-operators has been reduced
even further, as the influence of tour-operators has extended
beyond the traditional local business and started influencing
policy makers at local government level in these countries. As
local and regional governments in these countries have come
under pressure to respond to the growing demands for
employment, they have tended to bow more to the interests of
tour operator, than to the interest of the local business community.



As tour-operators negotiate a constant flow of tourists in
exchange for infrastructural developments, directly with local
governments in tourist areas, local business community interests
are forsaken and the local economy of tourist areas grow
unevenly and more dependent and vulnerable to external market
forces. The nature of local infrastructural developments in tourist
receiving areas end up responding more to the strategic needs,
demands and interests of foreign tourists than to the economic
development needs and demands of the local business
community. This has resulted in a transfer of local resources and
wealth to foreign direct investors and the consequent
impoverishment of the local tourists receiving communities.

Countries can develop their tourist infrastructures, but, this in
itself is no guarantee that they will be able to attract tourists.
Infrastructures are essential to run a tourist sector, however,
unless countries are able to guarantee a control over the flow of
tourists and the incoming foreign exchange, they are likely to be
left with infrastructures that not always respond to their
development needs nor their capacity to finance. Thus, using
supply-centred development policies to achieve economic take-
off is like putting the cart before the horse.

Dr. Mario B. Curatolo
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