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Analysis of Package Holiday Pricesin the Balearic
| lands

Abstract: The main purpose of this paper is to andyse the prices that tour
operators fix in package holiday brochures, in order to determine whether they operate
in a competitive or oligopolistic market. If they operate in a competitive market, each
tour operator has no market power and 0 is unable to influence the prices set by market
forces. In contrast, if they operate in an oligopolistic market, tour operators do have
market power and they are able to fix a higher price without losing their market share.
In this paper, two specific anayses are made. Firdly, a sudy is made of a sample of
package holiday prices set by German and British tour operators in the Baearic Idands,
to find out whether there are datidicdly ggnificant price differences among tour
operators due to factors other than those associated with the characteristics of the
holiday product. The findings of this firg anayds point to differences in tour operator
prices disassociated with the characteristics of the package holiday product. We
interpret this to be an oligopoligic feature of the tour operator market. The data
generated can dso be used to edimate the influence that hotd chains exert when tour
operators fix their brochure prices. Our second analyss therefore examines whether
there ae datidicdly dgnificant differences in the mean prices of hotds beonging to
chains and those tha do not. Although it might seem that, by grouping together into
chains, hotels could offset tour operators market power (reflected by higher prices in
brochures), the results of the investigation show that there is a concern with occupancy

rates rather than with prices.

Keywords: The German and British tour operating indugtry; the Bdearic Idands;
Package holiday prices.



INTRODUCTION

The Bdearic Idands might wel be one of the regions that best symbolised
Mediterranean sun and sand tourism. This type of holiday emerged in the 60's and
represented a turning point in the evolution of tourism. Before this date, few tourigts
vigted the idands and dl were from the upper classes. After 1960, due to a number of
economic and cultural changes, the middle and lower classes were able to afford
vacations. One of the most important changes was the package holiday, created by tour
operators. Due to the sheer quantity and standardisation of package holidays, tour
operators generated economies of scde and lower prices for tourists, who sarted to
arive in mass numbers. European consumers showed a growing tendency towards this
type of vacation, partly due to the lower prices that tour operators could offer for the
same end product (Travel and Tourism Intelligence, 2000). These lower prices are the
result of the wholesde negotiation of the different components that make up the
package holiday, principaly accommodation and transport. In this paper, we will focus
on negotitions with hotdiers, snce the main European tour operators are verticdly
integrated with charter airlines. Due to the lack of availability of reevant deta, there is a
shortage of dudies on price negotiations between hoteliers and tour operators.
Therefore, dthough we consder that empirica evidence is necessary, the last choice
open to us was to arange severd interviews with different hoteliers to find out about
price negotiations with tour operators. The results of these interviews highlight the fact
that the tour operators who reserve greater numbers of hotel beds are the ones that
obtain lower prices. Obvioudy, these tour operators are the large ones. We can therefore
dat with the assumption that large tour operators have market power over mass
degtination markets. The main purpose of this paper is to study the prices that tour
operators st in their package holiday brochures in order to determine whether they
operate in a competitive or oligopolistic market. If tour operators operate under perfect
competition in the market of origin, they might well set a margind cost price On the
other hand, if the market of origin is oligopaligtic, they might fix a price above the
margina cogt, without losing their market share.

The exigence of economies of scde in sdes, maketing and purchasing means

that there are conditions that strongly favour concentration in the tour operator industry



(Williams, 1996). In 1999, both German and British tour operators dominated the
European market, as seven of the ten man tour operators beong to one of these two
nationdities (FVW Europdische Veranddter in Zahlen, dokumentation 1999/2000).
Moreover, in both countries, the large tour operators have large market shares. in 1999,
the seven large German tour operators had a market share of 83% (FVW), whilst the
four large British tour operators controlled 71.6% of the package holiday market, with
this percentage increasing to 86.6% for the Spanish market (AC Nielsen). In addition,
the Baearics dtract large numbers of German and British tourists, accounting for 70%
of the totd foreign tourists in 2000%, and, as Williams states (1996), destinations that are
dependent on the British and German markets are, in fact, locked into relationships with
powerful tour operators from these countries. The first objective of this paper is to
contrast these companies market power when sdling the Bdearic Idands to clients. To
do this, holiday prices in tour operator brochures were andysed. These prices ae
determined by teking into account a series of product characteristics, such as the hotel
raing, type of board and so on. However, for the purposes of our study, the identity of
the tour operator and the company’s degree of concentration are dso included in the
andyds. The former is the key variadble used to identify whether price differences in
homogeneous types of holidays can be identified that are attributable to the tour
operator, whilst the latter may revea whether tour operators have market power.

Mention should be made of the fact that, in the Baearic Idands, severa hotel
chans have been formed and launched on the internationd maket. As hotd
asociations, these hotel chains have far greater market power and could negotiate
higher prices with tour operators than individud hotes. Thus they could offset the
power of tour operators in the idands. This hypothesis is the other point that we wished
to andyse in this paper. We therefore included another variable in the andyss to show
whether the holiday accommodation was arranged & a hotd belonging to a hotd chain
or a an individud hotd. We then went one step further and distinguished between
hotds from a hotel chain with some kind of agreement with tour operators and those

without. This andyss may show whether there ae price differences among

! Govern de les llles Balears (2000) “El turisme a les llles Balears, dades informatives, any 2000".
(Government of the Balearic Islands. 2000. “Tourism to the Balearic Islands. Informative data for the
year 2000").



homogeneous holiday products due to the exisence of an agreement or due to
membership of ahotd chain.

In summay, in this paper we will examine the Geman and British tour
operating industry and the role that hotel chains play through an anadyss of package
holiday prices for holidays to the Bdearic Idands. The evidence supplied by prices is
not sufficient. However they do provide a good enough approximation to maeke an
analysis of the market structure of the tour operator package loliday industry. The paper
is divided as follows: in the next section, we first review literature on tour operators and
then we describe the data used in the paper. After that, we show some descriptive results
of package holiday prices, in order to identify the price effect of some relevant package
holiday characteristics. A covariance anayss is then carried out, in order to evduate the
datigica dgnificance of those varidbles identified as being rdevant in determining
package holiday prices. Findly, some observations on the package holiday industry are
offered before reaching an overdl concluson.

A REVIEW OF LITERATURE

It is implicit among those who work in the tourist industry that tour operators
dominate mass dedination markets. Although numerous assartions are made regarding
the importance of tour operators, little detailed research has been done on the subject. In
our opinion, andyses of the package holiday industry are Hill in the early stages, despite
the indudry’s relevance in most European markets. Severa researchers have discussed
the dructure of the industry, but the conclusons, in some cases, have turned out to be
contradictory. Sheldon (1986) argues that the US package holiday industry is polarised
into a few large gable firms and many smal less gable firms, and he concludes that the
market is contestable. Fitch (1987) presents descriptive evidence of market power in the
UK package holiday industry. Baum and Mudambi (1994) argue that the UK package
holiday industry is oligopolistic and prone to price ingability. Taylor (1996) queries
whether the UK industry is contestable or oligopolistic and concludes that the UK
market is contestable. Curtin and Busby (1999) date that, due to economies of scale,
tour operators have enormous purchasng power (monopsony), as well as consderable
control over the didribution and sde of ther product in the marketplace (monopoly
control). The above papers are based on theoreticad arguments. Evans and Stabler



(1995) use descriptive datistics © argue that the UK indudtry is segmented into Strategic
groupings, where large firms are oligopoligic and smdl ones are competitive. Gratton
and Richards (1997) introduce some empirica evidence on package holiday prices and
tour operator market shares. They conclude that the UK package holiday industry is
contestable, whilst the German one is a stable oligopoly. Davies and Downward (1998,
2000) use econometrics and the results give empirical support to Evans and Stabler’s
theory of drategic groupings. To be more specific, they argue that the UK package
holiday industry is segmented according to Size.

On the other hand, some papers sudy the tour operating industry in the
dedtination, rather than in the market of origin. Taylor (1995) andyses package oliday
price competitiveness in severd Mediterranean dedtinations and concludes that Spanish
hotels are price-acceptant, and he emphasises the high tour operators bargaining power.
Sincdlar et d. (1990) examine package holiday prices in Maaga and conclude that there
ae ddidicadly dgnificant price differences among UK tour operators. Aguild et d.
(2001) study German package holiday prices in Mgorca and come to the concluson
that there are datidicdly dgnificant price differences, unrdaed with the characteristics
of the package holiday.

Furthermore, due to antimonopoly legidation, certain takeovers or mergers
involving tour operators have been andysed by The Monopolies and Mergers
Commisson (the British authority on mergers and takeovers) and the European
Commisson (the European authority on mergers and takeovers). In 1988, The
Monopolies and Mergers Commisson investigated the acquistion of Horizon Trave by
the Thomson Travel Group and reported that the British tour operator market was
competitive. They demongrated the competitiveness of the market on the bass of the
followings fects the price competitiveness of the market, low profitability, relaively
easy entry by new firms to the tour operating industry and higher prices in Germary and
other European countries. On the other hand, in 1999 the European Commisson
investigated and blocked the acquistion of First Choice by Airtours, dluding to severd
festures tha indicated a dominant pogtion in the British tour operating market.
Incidentaly, when other takeovers were investigated by the European Commission,
involving tour operators of different nationdities, it was not consdered that they had
acted to the detriment of the competition (Airtours’/Frosch Touristik and TUI/Thomson).



At this point it should be sad that we consder that the European Commisson does not
investigate the power that these macro European tour operators might have in the near
future over certain market destinations, like the Baearic Idands, where dmost 20% of
tourists are brought there by Thomson and TUI, which nowadays beong to the same

travel group.

THE DATA USED

The data used in this paper has been taken from 28 German and 20 British tour
operator summer 2000 brochures’. The brochures correspond to e following German
tour operators. Phoenix, LTU, ITS, Alltours, Dertour, C&N, SLR, TUI, Club Blaues
Meer, Frosch Tourigtik, Niag Reisen and Oger Tours: and to the following British tour
operators. Thomson, Firs Choice, Cosmos, Thomas Cook, Virgin and Airtours. The
German data is more varied in terms of tour operator Size than the British data, and we
can observe large tour operators (TUI, C&N and LTU), medium ones (Dertour, FTI and
ITS and smdl ones (Alltours, Club Blaues Meer, Niag, Oger, Phoenix and SLR).
Meanwhile, the British data corresponds to large tour operators (Thomson, Airtours,
Thomas Cook and Firgt Choice) and medium ones (Cosmos and Virgin). The brochures
describe the characterigtics of each holiday product in detail, (i.e. the category of hotel,
its proximity to beaches, the existence of a swimming pool etc.) and they give an overdl
price rather than a price for each component of the holiday. Many of the characteristics
described in the brochures are related to the hotel’s star rating®, regulated by law.
However, it should be dressed that the dtar rating does not conditute an exhaustive
description of the hotd, and there are other characterigtics that influence package
holiday prices. More specificaly, we consder these influentid characteritics to be: the
area, hotd dar rating, beds per room, type of board, proximity to an urban nucleus,

2 Terramar, Spanien und Portugal; Neckermann, Young and Sport; Neckermann, Flugreisen;
Neckermann, Family; Condor Individuell; Air Marin, Spanien und Portugal; Fischer Reisen, Flugreisen;
Kreutzer; Bucher Reisen; Smile anf Fly; Jahn Reisen; Maris Reisen; THR Tours, Jet and Bett; THR
Tours, Urlaub Ma Anders; Tjaerborg; FTI; FTI, Preis Pardise; ITS, Spanien und Portugal; DER, Der
Sonnenseiten; Alltours, Flugreisen; 1,2 Fly; TUI Schonen Ferien; TUI Schonen Ferien Free World; Oger
Tours,Sommer 2000; Club Blaues Meer Reisen, Mallorca; Shauinseland Reisen, Belearen; Niag Reisen,
Mallorca; Phoenix, Flugreisen Sommer 2000; Airtours, Summer Sun; Archers Direct, Summer Sun; Price
Beaters, Cosmos, Summer Sun; JIMC, Summer Sun; JMC, Select; IMC, Essentials; Club 18-30; Skytours;
Thomson, Summer Sun; Thomson, Small and Friendly; Thomson a la Carte; Club Freestyle; Portland
Direct; Just; Virgin, Summer Sun; Sovereign, Summer Sun; First Choice, Summer Sun; Eclipse, Summer
Sun; 2wentys.

3 Sinclair et al (1990) point out that hotel rating is a gut indicator of the services and facilities that the
hotel offers.



picturesque surroundings, a lift, childcare, a playground, ar conditioning, TV, saelite
TV, a gaden, entertanment, no-smoking aeas, a swvimming pool, tennis, bicycles,
gports, a sauna, a gym, golf, a room with sea views, a mini bar, proximity to a natura
area, proximity to beaches, the totd number of hote rooms and floors and whether it is

exclusive to the tour operator.

Tour operator package holiday prices for the same hotd vary, depending on the
specific characterigtics of the package offered (the beds per room, type of board, area
etc) and other facts (i.e. trangport codts, the length of stay and time of year). For the
purposes of our analyss as in Aguilé & d. (2001), we examine the influence of the
product’s characteristics on prices, rather than the influence of transport costs and the
time of year of the holiday in question. Thus, this andyss focuses on holiday Says at
Bdearic 1dand hotels with between one and five stars, only taking into account prices
for the first week of August 2000 (the high season) with departures from Disseldorf and
Gawick. The high season was chosen because it is the time of year (May-October)
when more tourigts vigt the Bdearic 1dands. Nearly 50% of the tourigts that vist the
idands come during the months of June, July and August®. The sdection of the first
week of August was arbitrary. Our choice of Dussdldorf was based on the fact that it
deds with 20.9% of dl German tourigs traveling to the Bdearic Idands. Meanwhile,
for British tourists Gawick was chosen because it channels 29.9% of British tourists.
Comparisons between nationdities are possble, because the mean price of a charter
flight from Gatwick or Dussddorf to the Baearic Idands does not present a sgnificant

difference.

The data compiled was consdered suitable for an andyss of the tour operator
price gructure in the Baearic Idands, because the study examined 8,921 tour operator
holiday products a 693 different hotels, while there are 713 officialy registered hotdls
in the Bdearic Idands. Furthermore, because tour operators reserve nearly 90% of dl

Bdearic Idand hotd rooms, this means that the results are a good indicator of the tour

operating indudtry.

4 Conselleria de Turisme (2000) (Autonomous Community Dept. of Tourism. 2000)
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AN ANALYSIS OF TOUR OPERATORS AND HOTEL CHAINS

Our thesis can be reflected by a genera modd, which shows the implications of
price dadticity on mark-ups. As is widdy known, the margind revenue (MR) and price
(P) of afirm are rdated by:

P_e
MR e-1

where e is the absolute vaue of the price dadicity of the demand. Since a profit-
maximizer equates magind revenue (MR) with margind cods (MC), the optima
mark-up is equa to the right hand of the equation, which is Lerner’s index of market
power. Thus the mark-up moves inversdly to the dadticity. So, the grester the degree of
market power a firm has the more indadtiic the demand curve for the service is.
Therefore, the higher the degree by which the price of the service exceeds the firm's
margina cost and the greater the mark-up.

Like Papatheodorou (2001), we argue that tour operators perform in two related
but different scenarios. the dedtination and country of origin. In the Bdearic Idands,
tour operators act as the demand side and hotdliers as the supply sde. It is wel known
that the accommodation sector has limited market power in comparison with the tour
operator, 0 the demand curve for accommodation is quite eastic, that is bur operators
are price sendtive and thus the hotdiers mark-up is low. So hoteliers profits depend
on the number of tourigs that tour operators bring to their hoteds. This has two
important implications.  firdly, it drengthens tour operators bargaining power and,
secondly, it highlights the relevance of occupancy rates for hotdiers. On the other hand,
in the countries of origin (Germany and the UK), tour operators are the agents tha
supply package holidays to tourists, so they act as the supply sde and the tourists
represent the demand. Graham (2001) argued that in Britain, over the last 30 years, the
proportion of the population tha travels has remained dmost congant, whilst in
Germany this figure has increased. This means that the demand for tourism in these

countries has remained congtant or increased. Of these tourigts, the numbers travelling

> Govern de les Illes Balears (1999) “El turisme a les Illes Balears, dades informatives, any 1999".
(Government of the Balearic Islands. 1999. “Tourism to the Balearic Islands. Informative data for the
year 1999").
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to the Balearic Idands between 1990 and 2000 grew at a mean annua accumulative rate
of 7.56% in the case of German tourists and 6.5% for British tourigts (Aguil6 & 4.,
2002). Moreover, the Baearics show a strong dependence on regular vistors, with a
high repetition rate among tourists (35.7%) and srong intentions to return (80.80%)
(Aguil6 e d., 2002). The latter could indicate an inglagtic demand curve and, in Aguild
et d (2001), this is confirmed with an estimated price dadticity of the demand of 0.33
for German tourists and 1.14 for British tourists. British people are more senstive to
prices than the Germans, but the demand for tourism can be considered to be quite
indadtic. Although the mass tourism tour operating industry as a whole is characterised
by smdl margins the previous data highlights the impact of loyd consumers on the
margins of those tour operators who market the Baearic Idands as a degtination, and it
guestions the statement that tour operators put destination-based business (above al
hotdiers) a a baganing disadvantage because they have taken the initigtive in
persuading their clients which destination to vist.

The &ove modd dlowed us to andyse the theoretical behaviour of tour
operators in the two markets that concern them: the degtination (the Baearic Idands)
and country of origin (Germany and Great Britain). With the data obtained, an empirica
andyss was then made of tour operators market power and the role that hotel chains
play. Firdly, a study was made of possible price differences due to the tour operators
themsdves, unrdated with the characteristics of the holiday product, which could be
interpreted as an oligopolistic feature of the market. Secondly, another andyss was
made to check whether price differences arise if hotes beong to a chain. An initid
descriptive andyss was carried out in order to identify the price effect of some relevant
characterigtics of the package holiday. Then a covariance andyss was made. In this
way, we could isolate the effect that tour operators and hotel chains have on prices,

checking whether there are differences and, if so, what kind of differences.

12



A Descriptive Analysis

Tour operators

The variability of package holiday prices is dependent upon severd factors,
some asociated with the characterigtics of the holiday and some related to the tour
operator organising the package. To analyse the effect of the tour operator’s identity on
prices we had to homogenize the product offered. We could only compare prices among
tour operators if the products were homogenous. Initidly, the hotd dar rating, type of
board and beds per room were expected to be he man causes of vaidions in price
Therefore, the holiday product used in our andysis festured a double room, haf board
and a three-star hotd. Figures 1 and 2 show boxplots of the prices fixed by tour
operators of both nationalities for this market ssgment®. In Figure 1, dlear differences in
digributions and in the median postion can be seen. Niag Reisen, FTI and Club Blaues
Meer's median prices are in a range clearly above the rest, while SLR, Oger Tours, TUI
and C&N show similar distributions.

Figure 1: German tour operator package holiday prices for astay at athree-star hotel in adouble room on half board.
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Figure 2: British tour operator package holiday prices for a stay at athree-star hotel in a double room on half board.
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In the case of British tour operators, Figure 2 shows that the price distributions
ae characterized by a clear order: the digtribution of Airtours prices is higher than the
red, followed by Thomas Cook, Virgin and, findly, Cosmos, Firsg Choice and
Thomson, which take third place in the ranking.

A caeful interpretation of this information dlows us to infer that factors other
than the hotel’s star rating, type of board and number of beds per room affect prices.
Although other price factors are consgdered in the covariance andyss, these results

point to adifferential effect based on the tour operator.

Once we had highlighted the differentid effect caused by the tour operators, we
continued with our andyss of their role. We should not forget that tour operators are
intermediaries between the hotd industry and holiday consumers. Their cgpacity to
control the market in a certain area or for a certain segment of the demand could be
reflected by both the hotels (through the negotiation of low prices) and the tourists (by
seiting higher brochure prices). Regrettably, the effect of the former cannot be estimated
using the data available, but we can explain the posshilities open to tour operators when
they fix the price of a package holiday. If they have market power over a particular

14



degtination (and we assume tha large ones have), they will obtain lower prices per
room. At this point, in generd terms, large tour operators have two dternatives. Firdly,
they can fix lower prices in ther brochures, so their mark-up will not benefit, but
instead the tourists. That occurs when large tour operators do not have market power in
the tourists country of origin. In contrast, when they do, they can raise the mark-up and
benefit from it. Obvioudy, as has dready been sad, it will depend on the price dadticity
of the tourigts vidting the Baearic Idands. The first case will reflect market power over
the hotdiers, whilgt the second is a demondration of market power over hoteliers and
tourigts. Although the mark-up of each package holiday sold is not so high, the tota
number of packages sold determines the tour operator's profits. Therefore, tour
operators are anxious to increase their market share. At this point it is necessary to dtate
that smal tour operators are a different drategic group. They do not have bargaining
power with the holiday accommodation sector, as they have a smdl market share and
must fix higher prices in brochures to cover their codts, not because they have the
market power to do so. We agree with Evans and Stabler (1995) and Davies and
Downward (1998 and 2000) as regards the fact that the package holiday industry is

segmented according to Size.

In order to focus on their capacity for control and influence on prices, we created
two new variables: the product concentration degree, which measures the importance of
the products offered by each nationdity of tour operator for each market segment,
according to star ratings and types of board, and the area concentration degree, which
measures the importance of the products offered by each nationality of tour operator for
each area, according to gtar ratings. The product concentration degree was calculated as
the percentage number of products offered by each tour operator for each hote sar
rating and a specific type of board, when compared with the totad number of products
offered for this segment. A 10.9% vdue for this variable for a haf-board Neckermann
holiday at a three-star hotel means that this tour operator is responsible for 10.9% of al
haf-board package holiday products at three-star hotels. A disperson graph showing
this variable and the mean price of each tour operator according to hotel star ratings and
types of board can be seen in Figures 3 (British tour operators) and 4 (German tour

operators).
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Figure 3: A British tour operator dispersion graph according to star ratings and types of board
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Figure 4: A German tour operator dispersion graph according to star ratings and types of board
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For British tour operator products, the disperson graph shows a postive reation
between the product concentration degree and the average price according to star

ratings and types of board. There is a Pearson coefficient of 0.384, confirming that the
reation is gatidicaly sgnificant and positive.

The results obtained for German tour operators reveded a Pearson coefficient of
0.293 but, dthough the coefficient is datidicdly dgnificant and postive, the generd
picture is not so clear. This could be due to the fact that the data covers small and large
tour operators. Therefore a further andyss was needed to define the relation and this

was done in the next section.

The area concentration degree was caculated as the percentage number of
products offered by each tour operator for each hotel star rating in a paticular areg, in
relaion to the totad number of products offered in the same area. A 14.2% value for this
vaiable for a Neckermann three-dar holiday in Cda Ratjada means tha this tour
operator is responsble for 14.2% of al package holiday products offered at three-star
hotds in Cda Ratjada. A disgperson graph showing this variable and each tour
operator’'s mean price according to areas and hotel star ratings can be seen in Figures 5
(British tour operators) and 6 (German tour operators). For products offered by British
tour operators, the disperson graph shows a pogtive relation between the area
concentration degree and the average price according to areas and dtar ratings. There is

a Pearson coefficient of 0.188, confirming that the redion is datidicdly sgnificant and
positive.
Although the coefficent is datidicdly dggnificant and postive (0.139) for

German tour operators, as with the previous concentration variable, the generd picture

is not S0 clear.
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Figure5: A British tour operator dispersion graph according to areas and star ratings
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Figure 6: A German tour operator dispersion graph according to areas and star ratings
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We were able to make two initid prdiminary conclusons from this descriptive
andyds of tour operaors 1) There ae price differences among internaiond
companies. 2) As a British tour operator's control over a market segment or area
increases, it is adle to fix higher prices, whilst for German tour operators, dthough the
coefficents are datidicaly ggnificant and pogtive, the generd picture suggests that a

covariance analysis needs to be made before any conclusions can be reached.

Hotel chains

The grouping together of hotels into hotd chains is seen, among other things, as
an atempt to offset European tour operators growing market power (Bardolet, 1990,
page 228; Doxa, 1988). On this subject, a survey was made of dl known hotels chains
with establishments in the Bdearic Idands, in order to build upon the data available. In
some cases, the information was enlarged upon, by using data available on web pages
and in brochures. The information enabled us to identify three different Stuations for
hotels where such products are offered: 1) the hotel does not belong to a hotd chain (No
chain), 2) the hotd belongs to a hotel chain and has some kind of agreement with tour
operators (Chain with an agreement) and 3) the hotel belongs to a hotd chain but has no
agreement with tour operators (Chain without an agreement). After this distinction was
made, the mean difference between the three sStuations for products based on haf-
board, double room accommodation at a three- star hotel was calculated. We expected
holidays a establishments belonging to hote chains to be more expensive than those at
hotels not beonging to hotd chans, as the former would be adle to negotiate higher
prices with tour operators and thus tour operators would charge higher prices to
consumers. As regards the exisence of an agreement with tour operators, it was
anticipated that holidays at hotels belonging to chains with agreements would be more
expendve than those without an agreement, as tour operators would want to benefit
their partner. Neverthdess, our anadyss of brochure prices reflects different results,
shown in the following tebles:
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Table 1: The mean price in pesetas for German package holidays

Mean price Chain without an agreement Chain with an
(93257) agreement
(90827)
No chain -272 2157
(92985) 0.7) (0.254)
Chain without an 2430
agreement (0.06)
(93257)

Table 2: The mean price in pesetas for British package holidays

Mean price Chain without an agreement Chain with an
(148909) agreement
(139707)
No chain 936 10189
(149896) 0.7) (0.03)
Chain without an 9202
agreement (0.01)
(148909)

Tables 1 and 2 show the mean price for each category in brackets, the difference
in the various categories mean prices and its ggnificance in brackets. The reaults are
very explicit and present a Smilar patern for both naiondities products offered at
hotes that belong to hote chans with agreements with tour operators have lower
average prices than those that do not have agreements or do not belong to hotd chains.
The results ae datidicdly ggnificant for British holiday products. However, for
German products, while the mean price difference between hotes with or without
agreements verges on the 5% dggnificance limit, the mean price difference between
hotels with agreements and those that do not belong to a hotd chain is not datigicaly
dggnificant. On the other hand, there ae nonddidicdly ggnificant mean price
differences between hotels that do not belong to hotel chains and those that belong to
one but do not have an agreement. To continue our examination of the role of hotd
chans, a vaidble reflecting these three dtuations was included in our covariance

andyss, named agreement with T.O.

The results obtained can be interpreted as follows. hotel chains that have some
kind of agreement with tour operators are more concerned with obtaining higher
occupancy raes than with higher prices, as the latter can mean lower occupancy rates.
Thus, if the products offered are chesper a these hotels, they could have higher
occupancy rates. In support of our theory, Dunning and McQueen (1982, page 86)

explain that: “hotels associated with tour operators will also presumably be able to plan
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and maintain higher occupancy rates because the parent company is in a control

position in channelling tourists towards its own hotel.”

At a firg glance, the conclusons obtaned from this basc andyds of hotd
chains were unexpected. Nevertheess, they were dso relevant, as package holiday
prices fixed in brochures reved that what leads to bargaining power is not the hotel

chain per se, but association with tour operators.

A Covariance Analysis

Our covaiance andyss dlows us to compare the importance of different
product characteristics on the overdl price, as wdl as differentia effects associated with
tour operators and hotel chains. The former were detected in preiminary works, such as
Sinclair et d. (1990) and Aguilé et d. (2001), while the latter are new to the fidd.

Given the previous results, it was deemed appropriate to consder the hotd star
rating, type of board and number of beds per room as factors determining the price of
the package holiday. Although the package holiday’s main characteristics are covered
by these variables, the brochures specify each product in detaill and this information was
included in our daa to improve the andyss. Some of this information might be
superfluous, in terms of its relaionship with the hotel category or its redundancy. This
is the case, for example, of characterigics such as satdlite TV, TVs in rooms, childcare
or playgrounds. Nevertheess, our aforementioned andyses aso show that the identity
of the tour operator and the product concentration degree, area concentration degree
and agreement with T.O. varigbles influence the fina price of a package holiday. These
vaiables must be included in the andyss in order to find out the market structure and
behaviour of the German and British tour operating indudries. With this specification,
the tour operator’s significance cannot be attributed to product characteristics other than
those covered by the hotd oar rating. Additiondly, the estimated parameters might
offer an overview of price drategies used by tour operators. The concentration
varidbles, the product concentration degree and area concentration degree, were
expected to ke postive, pointing to large tour operators market power. The agreement
with T.O. vaiable gave an unexpected result. Our initid hypothesis regarding this
vaigble and its initid incuson in the andyss was based on the bdief that the grouping
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together of hotels into chains might offset large tour operators growing market power.
The previous findings reflect another theory that needs to be confirmed with the
covariance andysis. The price of the package holiday specified in the brochure was the
vaiable used to andyse the differences. Table 3 and Table 4 (for the British and
Germans respectively) show the results of the covariance andyss of the variables,
which proved to be detidicdly sgnificant.

Table 3: A covariance analysis of the price variable of British package holidays.

Dependent Variable: price

Source DF Fratio Pr>F
Model 35 23331 0,000
Residual 2306

Total 2341

R square=0.776

Variables DF Fratio Pr>F
Intercept 1 36868 0,000
Hotel star rating 4 20817 0,000
Beds per room 2 21167 0,000
Area 10 33744 0,000
Type of board 3 90,253 0,000
Tour operator 5 90812 0,000
Product concentration degree 1 75639 0,000
Area concentration degree 1 16,08 0,000
Number of floors 1 21284 0,000
Room with seaview 1 8127 0,004
Mini bar 1 69947 0,000
Playground 1 17,28 0,000
Proximity to anatural area 1 75994 0,000
Swimming pool 1 28825 0,000
Entertainment 1 7,009 0,008
Sauna 1 51675 0,000
Golf 1 65664 0,000
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Table 4: A covariance analysis of the price variable of German package holidays.

Dependent Variable: price

Sour ce DF Fratio Pr>F
Model 50 38205 0,000
Residual 6475

Total 6525

R square=0.745

Variables DF Fratio Pr>F
Intercept 1 60683 0,000
Hotel star rating 4 10371 0,000
Beds per room 3 44869 0,000
Area 14 41545 0,000
Type of board 3 93002 0,000
Tour operator 11 27907 0,000
Agreement with T.O 2 80195 0,000
Product concentration degree 1 126,75 0,000
Number of floors 1 32189 0,000
Room with sea view 1 19402 0,000
Mini bar 1 69681 0,000
Air conditioning 1 80816 0004
Sat TV 1 55577 0,000
Playground 1 69237 0,000
No smoking areas 1 22359 0,000
Proximity to anatural area 1 62405 0,000
Swimming pool 1 12,003 0,001
Entertainment 1 116,7 0,000
Sauna 1 55518 0,000
Golf 1 96054 0,000

As can be observed in the above tables, the agreement with T.O. variable is only
datigticaly dgnificant for German package holidays. This could be due to the fact tha
few British tour operators have agreements with hotd chans. The parameters for
German tour operators confirm the findings of the previous analyss, because, if we take
the Chain without an agreement variable as our reference, the difference with Chain
with an agreement is datigicdly dgnificant and negetive (3=-3576), showing that the
important thing is the agreement and not the chain, since the concern is the occupancy
rate. The difference between Chain without an agreement and No chain is shown not to
be datidicdly sgnificant (3 =-823, sig. 0.087). The area concentration degree variable
is only gatidicaly dgnificant and postive for British products (3 =201). Thus, if a
British tour operator increases its presence in a certain area by 10%, the product’s mean
price increases by 1.2%. However, the product concentration degree vaiadde is
daidicdly dgnificant and podtive for both nationdities (3 =626 for the British and 3

=511 for the Germans). These edimations imply that if a tour operator increases its
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product concentration by 10%, the mean price of a British and German package holiday
will increase by 3.7% and 4.7% respectively. These increases could seem too moderate
to be conddered a feature of an oligopoly, but it has to be remembered that package
holiday prices must be perceived by tourists to be chegper than if they organized the
holiday themsdves. These results confirm that the greater control over a market
segment or (in the case of British products) area that a tour operator in the Baearic
Idands has, the greater market power it has by fixing higher prices thus demondrating
the oligopoligtic features of this market.

The identity of the tour operator is daidicdly dgnificant for both nationdities.
Aguil6 et d. (2001) explaned these results in two ways. Firgly, possbly there are
characterigtics that cannot be observed in brochures, associated with the level of quality
of the facilities offered by the tour operator. The second explanaion points to the
monopolidtic nature of competition in this type of market. Sinclair et d. (1990) attribute
price differences to the greater effectiveness of certain advertisng campaigns or to the
inability of smdler companies to take advantage of the economies of scde that large
ones enjoy. The authors above explanations for price differences, based on the identity
of the tour operator, seem to be reasonable but they are impossible to contrast.
Obvioudy, the specific price drategy of each tour operator is unknown, but we do know
that tour operators are concerned with market shares. When the home market is mature
in terms of trave, as is the case of England and Germany, there are two main ways to
increase one's market share: 1) tour operators can increase their share by expanding into
emerging markets or 2) they can reduce their home market prices to capture part of ther
rival tour operators share. Knowledge of this market will dlow us to discuss the
findings of the estimation of price differences among tour operators (Table 5).

Table 5: The estimation of price differences among tour operators

PHOENIX -10077 THOMSON -21541
ALLTOURS -6845 FIRST CHOICE -12324
DERTOUR -6598 COSMOS -7523
LTU -6298 THOMASCOOK -3206
ITS -5329 VIRGIN 0
C&N -3068 AIRTOURS 19025
SLR -665

TUI 0

CLUB BLAUESMEER 913

FROSCH TOURISTIK 5302

NIAG REISEN 5616

OGER TOURS 9067
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Large tour operators were expected to fix the highest prices, leaving smdl tour
operators far behind, as they have market power in both the destination and country of
origin. TUI is the German and European tour operator with the greatest market share
and, anong the large tour operators, it is the one that fixes the highest prices. TUI has
followed a growing drategy of expanson into other markets in order to increase its
market share. The remaining two large tour operators, C&N and LTU, fix prices that are
lower than TUI's. C&N might follow a lower price Strategy to increase its market share
and chdlenge TUI's leadership. On the other hand, LTU reduced its market share
dramatically from 1994 to 1999 and, in January 2001, it was taken over by REWE, s0
the low prices in the summer of 2000 can be interpreted as an attempt to capture tourists
from its rivas and increase its market share. On the other hand, of the large British tour
operators, Airtours is the one that establishes the highest prices. This tour operator holds
second place in terms of its share of British and European markets. Just like TUI,
Airtours has grown by expanding into other countries and by product diversfication.
Although Airtours is not the British maket leader (a place hed by Thomson), it
behaves as if it were. Thomson shows the lowest prices, a result that clearly conflicts
with the previous statements, but the acquistion of Thomson by TUI in 2000, due to
financia problems, might explain the low prices of the British leader. In this market,
due to the cogs and low profit margins involved, a high number of package holidays
must be sold in order to bresk even (Davies and Downward, 1998) and large tour
operators have much more room for maneuvre, as they obtan lower prices when

negotiating with the tourist accommodation sector.

As for the medium-sized German tour operators (Dertour, ITS and FTI), the first
two fix lower prices in an attempt to increase ther market share. Medium-sized tour
operators do not have the subgtantid bargaining power that large ones have and so they
fal to obtan low prices in negotiations with the supply sde. However, if they want to
become large, they have to gain customers and thus set low prices in their brochures.
During the lagt few years the last of the aforementioned tour operators, FTI, has
auffered from internd problems, leading to its acquigtion by Airtours. These problems
can be asociaed with the high prices established in the summer of 2000. Despite its
classfication as a smdl tour operator, amongs this group Alltours is the one with the
grestest market share and we can put its drategy on an equa footing with ITS and
Dertour's. The medium-sized British tour operators fix lower prices than the large ones
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(except Thomson), as they want to gain market share and become a large tour operator

in order to increase their market power.

Findly, genedly gspesking, smal Geman tour operators fix higher prices,
except Phoenix and Alltours. This is due to their lower capacity to negotiate prices with
the supply sde and to the rdatively exclusve didribution system crested by large tour
operators. When a tour operator is unable to reduce codsts, due to its Sze, it must fix

higher prices and have alower market share.

To sum up, with the exception of smdl tour operators, the three tour operators
that control the European market fix the highest prices so, dthough they have market
power over the supply side and obtain the lowest prices in negotiations, these prices are
not reflected by low package holiday prices. There is, therefore, enough evidence to
date that large tour operators have market power in both the tourists country of origin
and in the Baearic Idands.

CONCLUSIONS

The Bdearic Idands are a dedtination for mass tourism and, athough those who
work in the tourigt industry make it implicitly clear that tour operators dominate this
market, little research has been done on the subject. The am of this paper was to
contribute to research on the matter by providing empirical evidence. More specificdly,
we focused on two main objectives: 1) to find out the tour operator market structure by
examining ther influence on package holiday prices and 2) to determine the role that
hotel chains play on price fixing. These aspects were andysed by sudying the price
gructure of holiday packages in the Baearic Idands offered by a representative sample
of German and British tour operators. The data compiled was substantial enough for the
results to be considered representative of the industry.

The conclusions that we reached after our andyss of tour operators permit us to
date that: 1) Price differences among tour operators are associated with different tour
operator strategies, focused on increesng ther maket share. Generdly speaking,
market leeders ae adle to fix higher prices without losng ther market share, while

those who am to increase their share fix lower prices in order to attract grester numbers
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of tourists. 2) Large tour operators have market power in both the tourists country of
origin and in the Bdearic Idands, dthough tour operators individud drategies may
make the market seem competitive. Debbage (1990) adso conddered this when he
agued that tour operators are potentidly able to regp the advantages of ther
oligopalisic and oligopsonistic power to the detriment of consumers and destinations.
3) The type of tourigt vigting the Baearic Idands succeeds in increasng mark-ups for
both tour operators and hoteliers, and 4) The greater a tour operator’s product or area
concentration, the higher the package holiday priceis.

In summary, the more tourists a tour operator is able to bring, the grester market
power it has and thus it is more able to negotiate lower prices with the supply dSde,
above dl with hotdiers. On the other hand, market power over the demand dde is
demondrated when it is ale to fix higher prices in its brochures without losng any of
its market share. Obvioudy, it can be seen tha large and smal tour operators in the
German maket behave in a different way. We agree with the theory of drategic
grouping (Evans and Stabler, 1995; Davies and Downward, 1998, 2000), athough our
andysisis not focused on this subject.

Tour operators dominance of the market, in relation to hotdiers, could be
limited by grouping hotels into hotd chains as this would adlow chans to negotiste
higher prices with tour operators than individud hotels can. Thus holiday products in
brochures would appear with higher prices. As regards our initid hypothess, though,
we can conclude that membership or non-membership of a hotd chain does not result in
higher brochure prices that could indicate greater bargaining power with tour operators.
However, the results obtained reved that holidays a hotels tha have some kind of
agreement with tour operators are on average cheaper. This permits us to conclude that
hotd chains are more concerned with high occupancy rates than with high prices per

room.

There is enough evidence to date that large tour operators have market power in
both the tourigts country of origin and in the Bdearic Idands, and this market power is
indicative of an oligopoly. We are dso able to affirm that hote chains have a greater
interest in keegping occupancy rates high than in high room prices.
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