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Abstract

The present article reviews some of the most important works published about the generation of economies of
agglomeration in the tourism sector. It has traditionally been argued that hotels and other firms in this sector are
geographically concentrated around the resources demanded by tourists (demand-side perspective); however, a
number of studies show that supply-side externalities also exist in the tourism sector. The article also refers to the
tourist district theory—which is still in its early stages of evolution. The work finishes with a summary of the main
conclusions drawn from the study and a suggestion of possible lines of research for the future.
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Introduction

Most hotels tend to concentrate in specific geographical areas.
The main reason behind this trend has traditionally been found in the
so-called economies of geography [1], which explain why hotels are
located together along the beach or close to a theme park, a highway,
the airport or in the center of a city close to its landmarks or historic or
monuments. In fact, this reason has to do with the demand perspective,
insofar as hotels tend to be situated where visitors come in search of
tourist resources (e.g. sun, sea and sand; complementary tourist
services; museums...).

Nevertheless, the geographical concentration of hotels around the
resources demanded by tourists is likely to generate agglomeration
economies that will benefit establishments in the form of cost reduction
and/or increased income. From this point of view, the question that
arises is whether the managers’ decision about the location of their
hotel establishment must be exclusively based on the availability of
resources demanded by tourists (demand perspective), or whether it
is also important to consider the existence of large agglomerations of
tourism companies that can bring benefits in the form of externalities
generated at the destination (supply perspective).

Researchers have traditionally thought that these supply-side
agglomeration externalities are mainly generated through the
concentration of industrial firms and not through the concentration of
service businesses such as tourism firms and hotels. However, several
studies published in recent years have shown that the aforementioned
externalities can also be generated by hotel companies, and this is
precisely what our paper will trying to prove.

For this purpose, the work is structured as follows. After briefly
reviewing the different types of agglomeration economies and their
potential benefits for the concentrated firms-regardless of whether
they are industrial or tourism and hotel firms-the foundations of the
tourist district theory are established on the assumption that hotel
agglomerations in holiday areas usually become tourist districts. The
following section offers the results achieved by several studies that
analyze economies of agglomeration in tourist districts, which provide
clear evidence that the supply-side economies of agglomeration
also take place in the tourism sector. The subsequent final section
summarizes the main conclusions reached and suggests possible lines
of research for the future.

Agglomeration Economies in the Hospitality Industry

Marshall [2] was the first to see the impact of external geographic
economies on company decisions and profitability. He analyzed

the reasons why similar firms might group together in Principles
of Economics (1890/1920). Taking this work as their reference,
numerous researchers from the fields of economics and management
have investigated the origins and implications of business geographic
clustering.

As a matter of fact, Marshall only studied one kind of
agglomeration, and business concentration can adopt a wide variety
of forms. As a general rule, the benefits or externalities derived from
firm concentration are known as agglomeration economies. When the
agglomeration takes place between firms belonging the same industrial
sector, the benefits come to be termed as ‘location economies’ or
‘Marshall’s economies’-since the latter were firstly studied by this
author. Instead, when the spatial agglomeration involves a wide
range of different firms, the term used is ‘urbanization economies,” or
externalities that result from the concentration of economic activity.
The conclusion reached is that diversified cities or regions stand a
better chance of generating new innovations than less diversified ones
because diversity encourages new ideas across industries. Jacobs [3] is
the best known proponent of such externalities; hence why they are
often referred to as ‘Jacob’s externalities.”

Glaeser et al. [4] as well as Henderson, Kuncoro, and Turner [5]
draw a distinction between static and dynamic externalities. The latter
have to do with knowledge spillovers between firms and help to explain
firmlocation and the growth or development of agglomerated firms over
time. As for the former, which make it easier to explain firm location
but not growth over time, they are rather associated with proximity
to suppliers, greater demand generated in a certain geographical area
and the potential for agglomerated firms to share certain inputs such
as specialized labor. Both static and dynamic externalities can refer to
location externalities when they are generated between firms in the
same sector, or to urbanization externalities when agglomerated firms
are in different industrial sectors.
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What happens in the hotel sector? Hotels tend to be concentrated
in large cities but also at holiday destinations. In countries such as
Spain, where holiday tourism is highly developed, most hotels are
precisely located at holiday tourist destinations, usually in coastal
municipalities where tourism has become the main economic activity.
Therefore, the possible agglomeration economies generated in these
circumstances will rather be location economies, since these are
destinations characterized by the concentration of firms belonging to
the tourism sector.

In any case, as shown above, the question that needs to be answered
is whether hotels are concentrated in the coastal municipalities because
this allows them to benefit from the externalities generated through
the agglomeration of tourism businesses, or rather, they merely seek
to settle at destinations where the resources demanded by tourists—the
beach in this case-are available.

According to McCann and Folta [6], hotels gather along beaches
due to the geographical characteristics of the area in question but
not because of any potential agglomeration externalities generated
by the presence of other companies. In turn, Canina et al. [7] go a bit
further and add that, if any positive externalities do arise, they tend to
be associated with demand enhancements—highly visible in the hotel
industry-rather than with production enhancements, which are more
typical of technologically sophisticated manufacturing industries such
as the automobile sector or the computer manufacturing industry.

Inthisregard, it must be remembered that Marshall [2] describes two
types of gains related to the externalities generated by the agglomeration
of companies, namely: production enhancements; and heightened
demand. Agglomeration causes heightened demand in industries
where consumers need to personally inspect goods, insofar as sellers
can reduce consumers’ search costs through spatial concentration.
Demand externalities acquire more relevance in customer service
businesses which sell products or services consumed at the business
location, hotels and restaurants being illustrative examples. In this case,
firms are located close to one another for the consumer’s convenience.
The key consideration is that geographic clustering helps consumers by
reducing their search costs [8,9]. According to Fisher and Harrington
[10] firms show a clear tendency for clustering when a great amount of
consumer search is required as a consequence of product heterogeneity
within sectors. This happens in the hotel industry, where the service
offered by the establishments turns out to be highly heterogeneous
even amongst hotels of the same category, the reason for this lying in
the fact that they differ in features such as: location close to historic
monuments and city centers, room capacity, customer care, service
quality, and the delivery of special services-e.g. car park, restaurant,
safety service, wireless internet connection, gym and spa facilities,
business center, etc. Therefore, consumers are forced to spend a large
amount of time and effort in finding the hotel with the features that
they want and need. Clustering enables hotels to make consumer
search less costly.

Nevertheless, it is also possible the generation of production
enhancements or supply-side benefits. In this respect, agglomerated
companies have three advantages: (1) exploiting the common resources
and infrastructures developed in the geographical area around them
and having a better access to local suppliers and distributors; (2) the
creation of a large labor market with specialized as well as efficient
workers; and (3) knowledge spillovers resulting from the proximity to
other companies belonging to the same sector. Several studies focused
on the tourism sector have shown that these externalities also arise,
finding a positive correlation between firm agglomeration and hotel

profitability [7,11]. Moreover, other studies suggest that hotels tend to
be located where other hotels already exist because it allows them to
improve both their efficiency and their chances of survival [12-15].

It can therefore be said that hotel location possibly results from a
combination of both factors, i.e., geographical economies and supply-
side economies. The latter usually derive from the concentration of
businesses in very specific geographical areas termed as ‘industrial
districts’ in the literature. Considering that hotels agglomerated at
holiday destinations usually end up becoming tourist districts, the
generation of such supply-side externalities seems possible. Below can be
found the conditions needed for us to be able to speak of tourist districts.

Tourist Districts

Pearce [16] wrote one of the first studies where the concept of
tourist district was mentioned. However, his paper adopted a demand-
oriented approach to the concept of tourist district, i.e., as a destination
or place which can attract large numbers of tourists by its resources.

Nevertheless, the concept of tourist district can also be applied
from a supply-oriented point of view. It is there that the tourist district
theory emerge’s theory which has its roots in the industrial district
theory initiated by Marshall and later rescued by Becattini. The main
idea underlying this approach is that the small and medium enterprises
(SMEs) located in an industrial district outperforms those which are
not located therein due to the appearance of agglomeration economies
linked to geographical concentration (the so-called ‘district effect’).

Becattini [17] defines an industrial district as “a socio-territorial
entity characterized by the active presence of both a community
of people and a group of companies in a naturally and historically
delimited area”. Sengenberger and Pyke [18] additionally point out that
the most important components of a district are the following: (1) the
presence of highly dynamic SMEs belonging to the same industrial
sector that are geographically concentrated and have strong cooperation
and competition links with one another, as well as high productive
flexibility levels and relatively abundant specialized labor; and (2)
interpersonal relationships, social cohesion and interaction amongst
companies, all of which favors an acceptable industrial climate, offering
the trust and cooperation needed to ensure efficiency in the productive
system. According to the above ideas, three requirements are necessary
for the existence of an industrial district in a given territory: a high
geographical concentration of companies in the same industry; that
the firms are small and medium enterprises (SMEs); and, finally, that a
community of companies and individuals exists.

The most obvious conclusion drawn from this theory is that SMEs
tend to settle close to other companies of the same industrial sector
seeking both to provide benefits in the form of externalities and to
obtain better results.

This theory has only been applied to the tourism industry since
recent times and, therefore, it is considered that research on tourist
districts still finds itself at an early stage. It becomes clear that a
destination can only be described as a tourist district from the
supply point of view when tourism firms constitute the main source
of economic activity in the destination and its resident population
forms an integral part of that activity. This leads to the generation of
externalities in the area which benefit tourism firms.

It is of paramount importance to select the base territory in such
a way that the local productive system represents a community of
companies and individuals. Some studies use administrative provinces,
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but some of these may be too large for the notion of ‘community’; others
prefer town councils, but this criterion also turns out to be unsuitable
at times, since some districts spread over different municipalities;
finally, some authors use local labor systems (LLSs) defined on the basis
of residence-work mobility data, which, in turn, are obtained from
population census statistics. An LLS reflects the area where people
live and work, thus proving the rule according to which the industrial
district settles in a territorial unit where the condition of overlapping
between population and firms is verified.

The latter approach, known as ISTAT methodology, has been
amply developed by the Instituto Nazionale di Statistica in Italy
[19,20]. Its implementation takes place through a two-stage procedure:
the first one serves to identify the LLSs which constitute the territorial
base for industrial districts—for which the residence-work mobility data
obtained from census statistics are used; during the second stage, a
calculation is made of several indicators for the purpose of determining
the degree of economic concentration/specialization in the LLS (e.g.
the Gini index, the Maurel-Sedillot index or the Herfindahl index),
additionally checking if production is mostly organized around small-
or large-sized firms.

This same methodology has already been applied to the tourism
sector by various authors, amongst who stand out Lazzereti and
Capone [21] in Italy and Marco-Lajara et al. [22] in Spain. As already
highlighted above, the main idea is to check the extent to which
belonging to a tourist district constitutes a determining factor for
a hotel’s performance. This is very hard to prove because the vast
majority of vacation hotels in a country choose to be located in tourist
districts. The main reason for this trend lies in the fact that these
destinations own many resources demanded by consumers and have
become relevant tourist centers with a high concentration of companies
associated with the industry. Consequently, the possibility does remain
for research on whether the agglomeration of tourism companies at a
destination affects their profitability.

Degree of Aglomeration in Tourist Districts and Hotel
Performance

The work of Marco-Lajara et al. [22] appears as one of the first
studies to analyze the degree of tourist district agglomeration and its
impact on hotel profitability. As explained before, this paper follows
the ISTAT methodology, identifying the local labor systems (LLSs)
existing along the Spanish coastline and verifying which of them can
be defined as tourist districts for having a concentration of tourism
firms. In fact, LLSs were already identified in Spain by Boix and
Galletto [23], which is why the work merely consists in finding the
specific LLS to which each one of the 231 municipalities existing along
the Mediterranean coastline-according to the Spanish Ministry of
Agriculture and Environment-belongs. This leads them to identify 113
tourist LLSs. A subsequent second stage serves to estimate the degree of
tourist agglomeration and specialization reached in each one of those
113 LLSs, considering that a tourist district exists when employment
in small and medium-sized tourism enterprises exceeds the Spanish
average, for which the result of the equation (tourism employment LLS/
total employment LLS)/(tourism employment Spain/total employment
Spain) must be greater than 1.

It follows from the results obtained that practically all LLSs
constitute a tourist district, which could be expected because the study
revolves around Spanish coastal municipalities characterized by having
a higher hotel concentration. This means that the data available do
not suffice to verify if the hotels located in a tourist district are more

profitable that those located elsewhere; hence why the authors analyze
the extent to which tourist district agglomeration levels affect hotel
profitability, using a sample of 2003 resort hotels to that end.

According to the initial hypothesis, agglomeration causes positive
and negative externalities. In the case of tourism firms, positive
externalities can affect both revenues and costs. On the income side,
tourists travel to destinations which are relatively attractive because
they offer a large complementary supply [24], but tourists are unlikely
to travel to a destination with a low concentration of firms and
services. The exchange of knowledge among firms based in the area
could additionally help hotels to improve their management and to
reduce their costs. These positive externalities do not arise with low
degrees of agglomeration because knowledge exchange between two
rival firms which are the only competitors at a destination seems quite
unlikely; such an exchange would be more likely to occur when more
firms operate in the area [25]. In this same respect, the greater the
concentration of firms, the higher the number of knowledge-intensive
business services (KIBS) such as consultants, advisors or research
centers that can meet the needs of local firms and increase knowledge-
sharing [26].

However, some forces may counteract these spatial economies.
These costs associated with clustering come from higher competition
due to homogeneous products and/or local product consumption,
competition for scarce input resources, or due to some kinds of
knowledge spillover (stronger firms do not benefit when their
knowledge spills over to weaker firms).

The negative externalities arise from certain characteristics of
service industries such as their inseparability and perishable nature [27].
In effect, the hotel industry, like any other service, provides a service
that people have to consume in the place where the firm produces its
products. The firm providing the service (the hotel) not only has to
convince the customer to buy its product but also persuade the latter
to visit its establishment and pay the ensuing travel costs. Moreover,
due to the perishable character of the hotel industry, if a hotel room is
empty for one night, the chance to sell that night no longer exists. All of
the above makes competition more difficult for service companies than
for industrial ones and, therefore, any concentration of companies,
however small it might be, will generate negative externalities in the
form of aggressive price wars and lower income levels [28,29]. This
happens because hotels based in the same destination strongly compete
with one another to fill their own establishments, usually through price
reductions [30]. Negative externalities can also impact on the cost side,
more precisely in terms of competitor surveillance [31]. Higher density
amongst similar firms can also lead to higher competition for factor
inputs; if more and more firms chase the same workers, land, and other
inputs, their prices will rise as a result [6].

It thus becomes obvious that agglomeration can generate both
positive and negative externalities and, a priori, the resulting net
effect on business performance consequently remains unclear. If
these externalities are fundamentally positive, profits grow along with
agglomeration, but if negative externalities have a stronger presence,
then profits will decrease. However, if the relative significance of
positive and negative externalities varies with the level of company
agglomeration, the relationship between profits and agglomeration will
not be linear but curved.

Most interestingly, though, this study presents separate conclusions
for income and costs. The results suggest that income always decreases
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regardless of the agglomeration level, whereas costs grow for low
degrees of agglomeration but noticeably decrease when agglomeration
is high. From this point of view, income always keeps a decreasing
linear relationship with the degree of agglomeration, whereas the
relationship between costs and agglomeration has an inverted U-shape.
Furthermore, when the degree of agglomeration is high, the reduction
in costs exceeds that achieved in income, as a result of which the net
results of firms (i.e., profits) ultimately grow. This behavior explains
the existence of a U-shaped relationship between agglomeration and
profitability (Figure 1).

In a new work Marco-Lajara et al. [32] use a dynamic approach to
analyze the relationship between agglomeration and hotel performance.
In other words, the purpose of this study consists in checking if the
relationship between the two variables remains constant over time or
can vary with the passage of years. For instance, although the positive
effects of agglomeration may be greater than the negative ones and
firms will be more profitable with a specific level of agglomeration at a

given point in time, the negative effects can grow and profits may fall
as years go by.

The focus of interest is now placed on the relationship between
agglomeration and business growth, although other time the study
obtains conclusions for costs growth and income growth separately.
In this case, the findings suggest that the growth of hotel costs follows
an inverted U-shaped relationship with the degree of tourism firm
agglomeration, while the growth of income does not correlate with the
degree of agglomeration. This conclusion means that the relationship
between agglomeration and business profit is U-shaped, and also that
hotels located at tourist destinations where the degree of agglomeration
is very high turn out to be increasingly competitive, because their
costs decrease over the years and their income does not grow (Figure
2). Expressed differently, the externalities derived from business
concentration do not only occur at a certain point in time, they actually
increase with the passage of years. The results obtained in the present
study consequently reinforce the hypothesis of a U-shaped relationship
between agglomeration and performance verified with the previous
work from a static point of view.

HOTEL
INCOMES AMD COSTS

Low Moderate High -

GRADE OF AGGLOMERATION

Source: Marco-Lajara et al. [22].

Figure 1: Degree of agglomeration and business performance relationship.
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Source: Authors’ own research based in Marco-Lajara et al. [32].

Figure 2: Degree of agglomeration and business growth relationship.
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Conclusions

This article offers a brief review of the literature dedicated
to economies of agglomeration in the tourism sector. Unlike the
traditional vision, which defends that tourism businesses, including
hotels, are concentrated geographically around the resources demanded
by tourists (demand-side perspective), more recent works show that
firms of this sector equally take advantage of positive externalities
generated with the same concentration of businesses, thus improving
their profitability (supply-side perspective). The impact caused by
agglomeration on hotel profitability is obviously not as high as in the
industrial or technological sectors but, in any case, agglomeration
undoubtedly affects hotel profitability levels to a greater or lesser extent.

These externalities are mainly generated in tourist districts where
service firms predominate, externalities linked to cost reduction being
most relevant for business profitability. In other words, the exchange
of knowledge between firms belonging to the same sector as well as
the acquisition of knowledge from technical and academic institutions
located in the area mainly help firms to reduce their costs rather than to
increase their income. Therefore, costs become the determining factor
for the achievement of better hotel profitability levels when the degree
of agglomeration is very high.

A theoretical implication derived from the aspects mentioned
above is the origin of the tourist district theory, which has its roots
in the industrial district theory. The most important conclusion is
that positive externalities do not only come from the concentration
of industrial companies but also from the concentration of service
companies, where the tourism sector belongs [33]. Moreover, a
number of practical implications around hotel decisions when it
comes to choosing their location [34] are derived too, insofar as the
advantages brought by being located in a tourist district with a high
degree of agglomeration also seem unquestionable.

The truth is that the theory of tourist districts still needs to be further
developed, with numerous topics still remaining to be investigated. By
way of example, it is stillunclear whether agglomeration is always equally
beneficial for hotels in different market segments such as ‘sun, sea and
sand’, ‘adventure’ or ‘urban tourism’. More in-depth research must
be carried out with regard to agglomeration and strategy: competitive
strategies probably vary depending on the degree of agglomeration that
each tourist district has. Other topics/aspects, such as the influence
of agglomeration on corporate strategy (internationalization) have
already been analyzed in some recent research works [35].
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