Towards an economic-geogr aphical approach to the globalisation of the hotel industry

Abstract

In the field of economic geography the hotel indust largely under-researched. Meanwhile,
its worldwide development has reached the levelralheit can no longer be neglected by
economic geographers if the tourism productionesysiand, more generally, the globalisation
of services, are to be understood. The argumethipaper is two-fold. First, it is contended
that an economic-geographical approach to the adebktry can significantly enhance our
understanding of this important sub-sector of wmriAlthough the paper recognises the
useful insights into the internationalisation/gllation of the hotel industry elaborated
within management and business studies, it arguaghey fall short of exploring the
globalisation of the hotel sector in three import&aspects: the multi-actor nature of the hotel
industry, the territorial embeddedness of hoteugsoin host markets and the influence of
expanding hotel groups on economic developmenteitiliat these gaps are geographical in
nature, the paper argues the case for the globdlption networks (GPN) approach as an
effective theoretical platform from which they da@ addressed. Second, it is argued that the
hotel industry can serve as a good sectoral casagh which our understanding of the
globalisation of services can be advanced. Enhaaitedtion to business models of hotel

groups is argued to be key to both of these advaents.
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Introduction

Since the 1980s the service sector has been enddogeonomic geographers much more
seriously (Bryson 2001, Tickell 1999, 2001, 2002) geographical work on services has
continued to increase in profile. Nonethelesspiany service industries — especially those
broadly referred to as ‘consumer services’ — ameguc-geographical research agenda is still

largely under-developed. Amongst the least studatumer services is the international



hotel industry — the main focus of this paper. @earth of research on the hotel industry in
economic geography reflects the overall negletvofism in many disciplines as frivolous
and not as important as, for instance, manufagytomannides and Debbage 1998a, see also
Butler 2012, Gibson 2008, Hall 2005). It is onlgeatly that the situation has started to
change and tourism-related research has becomepopuéar amongst geographers. The
literature reviews by Butler (2004) and Hall andy®#é2006, 2009, 2012) that summarise the
recent geographical contributions to the generdewstanding of tourism and its spatialities
serve as evidence of this interest. However, gitiahthey illustrate how diversified the
engagement of geographers with tourism is, it9e alecessary to recognise that geographical
research on tourism suffers from a low level obtle¢éical cohesiveness (Page 1995). It is
mainly for this reason that, according to Hall &abe (2009, p. 5), there is not one
geography of tourism but a ‘range of tourism gepgras marked by differences not only in

subject but also in philosophy, method [and] scédek also Butler 2012).

One ‘tourism geography’ where the progress has pea#dicularly slow is the one practiced

by economic geographers. The reviews by Butler4208ibson (2008, 2009) and Hall and
Page (2006, 2009, 2012) expose clearly the reldiagth of economic-geographical research
on tourism. The valuable contributions by Agarwahlg2000), d’'Hauteserre (2006), Egku
Ozturk and Terhorst (2010), Judd (2006), Milne Ateljevic (2001), Mosedale (2006,

2008), Papatheodorou (2003), Rogerson (2010, 2@D14,b, 2013) and Rogerson and Kotze
(2011) have not managed to sufficiently fill thizidl (see loannides 2006 and Debbage and
loannides 2012 for more comprehensive reviews)sTas Gibson (2009) argues, despite
important advancements, the status of tourism relsea economic geography has not
changed much since loannides’s (1995) and loanm@ideé®ebbage’s (1998a) calls for

bridging the gap between tourism research and rmaara economic geography.

The low level of interest in tourism in economiogeaphy originates from the perception of
consumer services as peripheral actors whose ianpu@tin creating wealth is less significant
than that of manufacturing and producer servicesbiage and Daniels 1998, loannides and
Debbage 1998a). Meanwhile, the role of tourismhandlobal economy has grown to the level
whereby it should no longer be neglected by econ@aographers if the tourism production
system and, more generally, the globalisation pfises are to be sufficiently understood.
Indeed, the tourism production system has evolatmla complex ensemble of firms, markets

and institutions (Britton 1991) which together ciituse the world’s largest industrial



complex (Lundberg et al 1995). The fact that tauresmploys 6% of the global workforce
and its contribution to the world GDP is on aver&ge (UNWTO 2010, see also Lew 2011)

further supports this assertion.

Building upon Agarwal et al (2000), d’Hauteserr6qg), Erky-Oztiirk and Terhorst (2010),
Judd (2006) and Mosedale (2006, 2008) and thusgitoi address loannides’s (1995) and
loannides and Debbage’s (1998a) calls, this paymrses on the hotel industry — one of the
most important and most global sub-sectors of $oui(Go and Pine 1995, Whitla et al 2007).
Recognising the potential of economic geographyelp elucidate the operations of tourist
corporations and unravel the complexities of theismn production system (Hall and Page
2009), the paper argues the case for an econorogrgehical approach — namely that of
global production networks (GPN) — to the globdl@aof the hotel sector. In this respect,
the paper follows Agarwal et al (2000, p. 242) vildicated that ‘there is a need for sensitive
application of economic geography theories to gurio redress the impoverishment of the
fragmented research field of the geography of smanproduction’. Although the paper
recognises the valuable insights into the inteamatiisation/globalisation of the hotel industry
elaborated within management and business stutlaegues that they fall short of exploring
all its important aspects. Specifically, three masearch gaps can be identified: the multi-
actor nature of the hotel industry, the territogaibeddedness of hotel groups in host markets
and the impact of expanding hotel groups on redgideaelopment. The paper argues that, if
researched from an economic-geographical persgecthie hotel industry is a good sectoral
case through which our understanding of the glshtbn of services can be advanced.

The paper is structured as follows. To set theeseenl to better understand the nature of the
hotel industry and its globalisation, the followisgction reviews the key features of the hotel
sector. The feature that is critical to this papéne variety of business models evident in the
industry — is elaborated in detail in the thirdtget Finally, the fourth section identifies three
main gaps in the existing research on the intesnatisation/globalisation of the hotel sector
and argues the case for the GPN approach as ativedféheoretical platform from which

they can be tackled. The contribution to our unid@ding of the globalisation of services
potentially made by economic-geographical researcthe hotel industry is also discussed.
In order to provide a starting point for furtheiadyses, a stylised example of an international

hotel group’s global production network is alscbelated.



Thekey features of theinternational hotel industry

Due to the fact that it caters for accommodatioedseof tourists, the hotel sector is of crucial
importance to the travel industry (Go and Pine }9Bbaddition to its contribution to the

world GDP, as a ‘component of the transnationabstfucture’ (Go and Pine 1995, p. 367)
which, just like the whole tourism sector, faciléa the movement of people, ideas and capital
(Reiser 2003), the international hotel industrpalentributes to the global economy in
qualitative terms. In return, globalisation pro@sssuch as the development of advanced
transportation and the growing political and ecoiwdiberalisation, all of which stimulate

the increase in tourist trips (from 25 million iB30 to 880 million in 2009 and the estimated
1.6 billion in 2020; UNWTO 2010), offer the hotelctor new opportunities for expansion,

thus constantly facilitating its globalisation ts bwn right (Go and Pine 1995).

What is normally referred to as the hotel indusiciually consists of two segments — a large
number of independent hotels (85% of all hotels) amomparably small number of branded
hotels comprised by large hotel groups (15%) (Ewnaitor 2010a). Although the hotel
industry is very fragmented, hotel groups accoants much as 52% of global sales and
therefore play a dominant role in the industry adlgiEuromonitor 2010a). A hotel group is a
group of hotel chains which are controlled by aticdmmanagement and function according to
the same strategy and marketing policy (Witodarc3@3). A hotel chain is a group of hotels
which operate under the same brand, maintain tine séandards of service and have a
uniform marketing policy (Littlejohn 2003, Wiodandz2003). A hotel chain can thus be a
separate company or part of a larger group conmgriseveral chains. A form of chain
affiliation (a brand) is what distinguishes chairedels from independent outlets. Table 1
presents the 30 largest hotel groups in the wailtiough the table implies a strong
dominance of American and Western European grdlpsaiid 11, respectively), the
increasing strength of groups originating from Ghfthe remaining four groups in the table)
and, generally, from the Global South, should rtbderestimated. The latter especially
applies to Mexican (e.g. Grupo Posadas), Soutltéfri(e.g. Protea Hospitality Corporation)
and Indian (e.g. The Oberoi Group) hotel groustéls 325'2011).

This paper focuses on those hotel companies thdtarsnational in their scope and hence
can be called international hotel groups. In tespect, the internationalisation/globalisation
of the hotel industry can be equated to the intenal expansion of hotel groups and the

development of ‘the international hotel sector’ efidnare six features of the hotel sector that



are of importance for understanding its global@atiirstly, the hotel sector is extremely
sensitive to fluctuations in demand and the varexiernal political and economic forces that
cannot be controlled by managers (Go and Pine 19®#ged, the Gulf War, the events of
11th September 2001, the outbreaks of SARS andesfivirin the 2000s and the recent
financial crisis were all observed to have a seriogpact on hotel performance globally
(Euromonitor 2010b, Go and Pine 1995, Kowalczyk®0ather and Todd 2002).

Secondly, despite the importance of external foriteshotel industry is characterised by a
strong ‘localised focus’ (Athiyaman and Go 2003, &al 1996). As Olsen and Merna (1993,
p. 102) put it, ‘the hospitality industry is uniqurethe fact that it does business on a very
local level even though it may claim to be multioatl’ (see also Stacey 1993, Burgess et al
1995). In the same vein, Littlejohn (2003, p. 1i@}ted that ‘while similar factors across the
world may mould the nature of the hotel sector (it i§ important to recognise that the way
these express themselves in any particular arkecation will often be particular’. As will be
discussed below, this point is especially importanunderstanding territorial embeddedness

of hotel groups.

Thirdly, because of the number of countries covénedach hotel group and the number of
hotels comprised by each group outside its homéenhathe hotel industry is one of the most
global service sectors (Contractor and Kundu 2000¢. high level of internationalisation of
the hotel industry can best be observed on the lodshe ten largest hotel groups (Table 2).
The number of countries targeted by them ranges 85 (Choice Hotels) to 100
(InterContinental and Starwood). Moreover, manyehgtoups have now more hotels abroad
than in their home markets. This applies partidulax European groups which, in contrast to

their American counterparts, derive from smallerkats (compare e.g. Accor to Starwood).

Fourthly, one of the most typical features of tbatemporary hotel sector is the existence of
multiple well-recognised brands such as Hilton Bfradriott, which capture firm-specific
advantages, inform about the level of service (Muajpally and Zimny 2000) and reduce
‘consumer risks associated with the purchase ahgible hotel services’ (Connell 1992, p.
26). Indeed, owing to the fact that hotels haveagwbeen recognised by name, they have
always held one of the attributes ascribed to bedrmroducts (Buttle 1986).



The fifth attribute of the hotel industry is oftecal importance to this paper. Characterised by
high fixed costs of investment and high investnresit (i.e. hotels are very costly to build and
cannot generate any revenue until they are opettedlhotel industry is largely dependent on
the availability of capital which nowadays is usyabught outside the hotel industry
(Contractor and Kundu 2000, Go and Pine 1995 djattin 2003). This growing dependence
on external sources of funding has given rise ¢égptbpularisation of various non-equity
contractual arrangements such as franchise andgearemt agreements (Contractor and
Kundu 2000, Littlejohn 2003) — something that isadissed in more detail in the following

section.

Due to the fact that it helps to explain severahefattributes discussed above, the final point
— the relatively long history of international désment of hotel groups — deserves particular
attention. In contrast to the majority of servindustries which started to internationalise in
the last few decades, the development of hotelpgrean be traced back to the end of tH& 19
century (Contractor and Kundu 2000). Although isvimitially very slow, the development of
hotel groups accelerated after WWII when hotel geoaippeared to be the most efficient
framework through which the increasing mass towuleshand could be fulfilled (Kowalczyk
2001, 2003, Mitka-Karandziej 1993). The concentratendencies in the hotel sector (i.e.
horizontal integration of the hotel industry) aft®kVIl could be described as a shift from a
pre-Fordist to a Fordist system of production (lidas and Debbage 1998b). However, in
contrast to the USA where the development of hgitelips was the fastest (notable examples
including Holiday Inn and Matrriott) the concentoatiin Europe was initially slower and
limited mainly to looser forms of affiliation (Kouezyk 2001, 2002, Mitka-Karandziej 1993).
Horizontal integration of the hotel sector after Wwas also accompanied by the growth of
hotel groups associated with airlines (i.e. vettietegration of the tourism sector). While the
aim of horizontal integration was to bring econosnié scale, the aim of vertical integration
was to control more stages in the supply chairtléighn 2003, Lafferty and van Fossen
2001). Gradually, vertical integration also embrhttee gambling industry, restaurants and
tour-operators (Lafferty and van Fossen 2001, Wi 2003). However, due to the
contrasting forms of organisation in each of thesgors, vertical integration eventually
failed, thus pushing tourist companies to focushair core businesses only (see loannides
and Debbage 1998b and Lafferty and van Fossen f20@lmore detailed discussion).



The Fordist tendencies in the international hatdustry continued in the same manner until
the 1980s, when processes of globalisation sutiheafsagmentation of demand and the
increasing economic and political integration oagain redefined the shape of the
international hotel sector (Athiyaman and Go 2008Jeed, in contrast to the 1960s and
1970s when the global market was perceived as hensagis, in the 1990s the hotel sector
found itself subject to various post-Fordist termes such as diversification of products, a
growing sensitivity to cultural differences, theengence of strategic alliances and the
subsequent popularisation of various non-equityrass models (Crawford-Welch 1992, Go
and Pine 1995, Go and Moutinho 2000, Littlejohn200ickson 1998). Given that the rise of
different business models has led to the emergeinearious kinds of hotel groups’ global
production networks, attention to them is key tdenstanding the globalisation of the hotel

sector. All main business models are analysedtalde the following section.

Business models of international hotel groups

The most common categorisation of modes of exparisiservices has been provided by the
General Agreement on Trade in Services (GATS) wiistinguished four main modes of
expansion: cross-border supply, consumption sugpiyymercial presence and presence of
persons (Rubalcaba-Bermejo and Cuadrado-Roura 200@3b, Schulz 2005). However,
due to the fact that this taxonomy does not givaigh consideration to various contractual
arrangements, it is of limited use for the hotelustry. Therefore, it is more fruitful here to
follow Vandermerwe and Chadwick (1989) who tookmaer approach and distinguished
between trade, FDI (foreign direct investment) aodtractual arrangements.

Given that tourism exports account for 6% of tetgbort of goods and services and 30% of
commercial services worldwide (UNWTO 2010), it abble erroneously inferred that trade is
the most important mode of internationalisatiomofel services. Meanwhile, due to the fact
that export of hotel services does not imply smpggdroducts across national borders but
rather these services being purchased by foregjtoks in the exporting nation (Smith 1998),
it is of little importance to the international exysion of hotel groups. The same cannot be
said of FDI and contractual arrangements, bothto€lwassume a physical presence in the
host market. The importance of FDI is clearly Visiat the corporate level where mergers and
acquisitions (M&As) are frequent. Indeed, betweB87Land 2002 M&As in the hotel sector
accounted for 34% of all transactions in tourismd& 2006, UNCTAD 2004). In contrast,
owing to the growing separation of ownership anaticd, the role of FDI at the property



level is limited. While in the 1960s and 1970s hgteups often owned the hotels which they
operated, nowadays carrying an international bmar@dhost country does not necessarily
mean that the hotel is owned by a given group (E2Gfi6). In reality, the invested capital
may originate either from local sources or fromeotforeign firms that invest in hotels but
are not hotel groups. This especially applies &b estate investment trusts (REITS) that
entered the hotel market in the 1990s (Kowalczy®&30All business models of hotel groups

are briefly discussed below.

Operator owning

Given that hotel groups have mostly become manageamel franchise firms that offer their
services to asset holders, operator owning is fadecreasing popularity (see Table 3). As a
separate function from managing and franchisintgllmwnership is usually down to real
estate firms which specialise in developing andiog/the assets, or independent developers
which employ a third party to manage the businestheir behalf (Go and Pine 1995,
Littlejohn 2003). Nonetheless, some hotel grouplsostn some hotel equity — either because
they traditionally prefer to do so (especiallyleir home markets, e.g. Melia Hotels
International in Spain) or because they still havtentirely divested themselves of hotel real
estate in their switch from equity to non-equitysimess models (e.g. Hilton Worldwide). Due
to the fact that owning entails direct investmeintapital (Ledn-Darder et al 2011), itis a
high-commitment model and, from the perspectivhaiél groups, it is a very slow mode of
international development (Cunill 2006). As Leonr@er et al (2011) point out, the
investment may be either greenfield (newly builteh®) or brownfield (take-overs of existing
outlets). Ownership can be either partial (a jogriture) or whole (Ledn-Darder et al 2011).
In each case the hotel group is an operator tk@ngecontrol over daily operations and
codified assets such as the brand (Ledn-Dardér2€t1d). Operator owning is the only

business model that can be classed as hotel igdeidtr(Endo 2006).

Managing

Alongside franchising, managing is the most pophiginess format in the hotel industry. A
management contract is a legal agreement whe@stet holder employs an operator to
professionally manage the hotel (Athiyaman and @G@32 Cunill 2006). While the owner
retains full control over the physical assets,dbetrol over daily operations is passed to the
operator that implements systems, standards ameguoes, employs staff and normally also

provides a brand (Leén-Darder et al 2011). Theatpeis paid a fee and is expected to take



full responsibility for the hotel’s performance (@od Pine 1995, Littlejohn 2003). For this
reason, hotel owners tend to select operatorscasfully (Cunill 2006, Go and Pine 1995).
Despite the fact that management contracts aredaume and not low-commitment mode of
entry, the majority of well-known hotel groups stgy prefer management contracts to other
arrangements because of the high level of comrallved. For many upscale hotel groups
such as Four Seasons, Hyatt and Protea manageitges the only or the most dominant
mode of expansion. Management agreements are yiguad), lasting from 20 to 50 years

(Go and Pine 1995).

Leasing

Perhaps because of the similarities between legreements and management contracts in
terms of the hotel group’s operating responsib#itieasing as a business model in the hotel
industry has received so far very little attentiotiterature. Indeed, the literature committed
to business models of hotel groups either doesaraoignise leasing (see Chen and Dimou
2005, Go and Pine 2005, Ledn-Darder et al 2011y @ua 2007 and Rodriguez 2002) or
considers it along with management. Some notewaxiecgptions include Cunill (2006), Koh
and Jang (2009) and Whittaker (2008). In practessing and managing differ widely in
terms of the commitment and risk involved. Undé&rase agreement the hotel operator (the
lessee) leases the hotel from the hotel owner¢gsor) and is entitled to the benefits of, and
carries the risks associated with, operating theltj@ww.rezidor.com In contrast to
management contracts where the revenue goes toviter and the operator is paid a fee
from revenue, in lease agreements the revenuetgales operating company which pays a
rent to the asset holder (Cunill 2008yw.rezidor.com Thus, compared to managing, the
supplier-consumer service relation between theaitpeand the owner is reversed. Due to the
fact that lessees have to commit financially, legss a high-commitment model. Therefore,
hotel groups which have the power to negotiate m@mant contracts try to avoid leases
(Elgonemy et al 2002, Whittaker 2008). Despite,thata relatively quick mode of expansion,
for some hotel groups such as Accor, The ReziddelH&roup, Barcel6 Hotels & Resorts

and NH Hoteles, leasing is a very important, or stimes even preferred, format.

Franchising
Franchising is now one of the most common modexpénsion for hotel groups (Athiyaman
and Go 2003). It can be defined as ‘a businestarkhip whereby a franchisor permits a

franchisee to use their brand name, product, desysf business in a specified and ongoing



manner in return for a fee’ (Felstead 1993, p.s&®, also Cunill 2006, Pizam 2005). In a
franchise agreement the hotel owner/operator (drechisee) ‘buys in’ a specific style of
operation from the hotel group (the franchisor) wdo@s not get involved in operating the
hotel directly (Littlejohn 2003). The parent compgamovides the hotel owner with a brand
and service concept and also offers various su@atitities such as marketing and staff
training (Go and Pine 1995, Littlejohn 2003). Whitke hotel operator controls daily
operations and the physical assets, the franchesains full control over the codified assets
(Ledn-Darder et al 2011). Franchising is thus atmmmitment business format that entails
low risk and is an easy way of broadening the ndgtabell 1990, Connell 1997, Cunill
2006, Eroglu 1992, Ledn-Darder et al 2011). Theesfm addition to groups traditionally
relying on franchising (e.g. Choice Hotels), mawoyeh groups such as InterContinental have
decided over years to entirely (or almost entirely)nmit themselves to franchising instead of

managing. In terms of duration, franchise contracesshorter than management agreements.

Hotel consortia

A hotel consortium is an entirely separate typbaiel company that does not own, franchise
or manage hotels. Instead, hotel consortia ar@nalis of independently-operated hotels that
seek affiliation in a centralised organisationake advantage of economies of scale, share
corporate costs, conduct joint marketing activitied gain greater visibility in the market
without giving up full control over their operatisiiByrne 1993, Go and Pine 1995, Housden
1984, Littlejohn 2003, Pizam 2005, Roper 1995,t8kgtet al 1985). Apart from marketing,
services offered by consortia include managingibigtion channels and in some cases also
staff training (Byrne 1993). However, the rangeseivices provided by each consortium
differs. For instance, Best Western gives theielsoh brand and therefore functions in a
similar manner to franchise companies. Usually, éw®v, the activities of hotel consortia are
limited to sales and marketing conducted in thekgemund (e.g. TOP International Hotels).
Finally, some hotel consortia (e.g. Utell) functiomly as global reservation systems (Byrne
1993, Slattery et al 1985). Owing to the fact tatiel consortia do not have a corporate
identity in the usual sense (Roper 1995), theyhatencluded in world rankings of hotel
groups (Best Western being a noteworthy exceptiosjead, they are ranked separately.
Table 4 illustrates the ten largest hotel consamtidne world. Table 5 summarises all the

discussed business models’ main features.
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Theorising theinter nationalisation/globalisation of the hotel industry

Parallel to the increasing importance of servicethe global economy, many attempts have
been undertaken to theorise the internationalisagiobalisation of the service sector. The
most popular theories include different versionstafjes approach (Edvardsson et al 1993,
O’Farrell et al 1998, Roberts 1999) and, most ingudty, Dunning and Norman’s (1983,
1987) eclectic paradigm, all developed within mamagnt and business studies. Unlike in
economic geography, the international hotel ingusas long been of interest to management
and business studies scholars (see Slattery 808lr a literature review) who, in order to
explain its worldwide development, have almost umansly tended to adopt the eclectic
paradigm (Johnson and Vanetti 2005, Littlejohnl @087, Go and Pine 1995).

The eclectic paradigm argues that firms decidatiernationalise if they have a competitive
advantage over host firms. Three different kindadfantages are distinguished: ownership,
location and internalisation. While ownership (fiepecific) advantages relate to the firm’s
unique assets such as know-how, location advantaggse to the firm’s access to resources
in the host economy such as infrastructure and huesources, and to the attractiveness of
the host market. Internalisation advantages, im, tcomprise the firm’s ability to choose an
appropriate mode of entry to protect its knowle(i§g/son et al 2004, Faulconbridge et al
2008, Johnson and Vanetti 2005, O’Farrell et alBLRINCTAD 2004). Although the eclectic
paradigm is very helpful in accounting for the gtbwand distribution of hotel groups (see
Burgess et al 1995, Go and Pine 1995, Johnson andti 2005), it falls short of explaining
the globalisation of the hotel sector in at lehs¢¢ important respects.

First, as a firm-centric approach, the paradigmsdus recognise that the international
expansion of the hotel sector also depends on okogy actors, be they local authorities,
NGOs or firms representing other service industiidsas been only recently that the
availability of partners (Brown et al 2003, DevaéR007) and access to funding (Altinay and
Altinay 2003) have been recognised as importaribfaacetermining the worldwide
development of hotel groups. In contrast, the ableonsulting firms, which are employed by
hotel owners to conduct market research and tatsateappropriate operator or a franchisor
for the property (thus linking hotel developerghe global production networks of
international hotel groups and acting as gatekedpeiboth parties) is still one of the most
under-researched areas. Therefore, given the siogeaeparation of ownership and control

and the growing involvement of actors from outdtike hotel sector, it is necessary to
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acknowledge that hotel groups do not function waeuum and that their production networks
are complex, multi-actor and multi-scalar systemfgoover relations.

The remaining two gaps reflect the fact that tHeaic paradigm is preoccupied with various
reasons why firms expand and what modes of enéty thoose and thus neglects their post-
entry behaviour (O’Farrell et al 1998) and the iitgtions which the entry mode choice has

in general. Meanwhile, as Faulconbridge et al (2@®8erved with regard to headhunting
firms, the strategies of internationalisation ie #ervice sector are messier than the paradigm
implies and, therefore, it is necessary to pay nattention to how different expansion
strategies interact with various features of hoatkats (Faulconbridge et al 2008) — i.e. to
what extent service firms are embedded in host etadn the one hand (the second gap) and

what impact on host economies they have on the @ third gap).

Therefore, given the so-called ‘localised focustha# hotel industry, combined with its global
extent in terms of the high number of countriesered by many groups, it is necessary to
focus on the various characteristics of the plawswhich hotel groups expand. While the
economic, socio-political and institutional diveéysn the world has long been recognised as a
critical factor determining their expansion (Go d&ide 1995, Littlejohn 2003, Olsen and
Merna 1993), the territorial embeddedness of hgralips in host economies is still under-
researched. Meanwhile, it might be expected treagtdneral understanding of the hotel sector
could benefit from examining the ways in which hgt@ups are ‘placed’ within different
environments at different scales and in which déifie places are inserted into hotel GPNs
(Dicken 2003). Likewise, one of the biggest reseaaps is the influence of expanding hotel
groups on the host economy. Although the role efttbtel industry in generating
employment, regenerating urban cores and contnguti technology and knowledge transfer
has been acknowledged (Britton 1991, Chang et@6,1G0 and Pine 1995, Milne and
Pohlmann 1998, Pine 1992, Watson 1991), the vadategories of impact have neither been
investigated in detail, nor integrated into studiédifferent expansion strategies of hotel
groups. It is therefore essential to explore wiaictors from within hotel GPNs generate and
enhance the value, for the benefit of whom thisi@as captured and to what extent these
processes depend on different expansion strategies.

Due to the fact that the identified gaps are geulgcal in nature, a geographical approach
could potentially provide a clearer understandifthe globalisation of the hotel sector than

12



the eclectic paradigm. Therefore, following CoeQ2pwho put forward a similar argument
with regard to retailing, this paper argues theedas theglobal production network@PN)
approach as an effective theoretical platform freich the identified gaps can be tackled.
Developed in the early 2000s by Henderson et &1Z28ee also Coe et al 2008a, Coe 2012,
Hess and Yeung 2006), the GPN approach is an netetpve framework for analysing the
global economy that looks at economic developmedties spatial asymmetries from the
perspective of economic geography. Its applicabibtresearch on globalisation derives from
its holistic nature and the fact that, rather thewileging any spatial scale or a group of
actors, it brings different foci of analysis in iategrated form (Hess and Yeung 2006). This
largely distinguishes GPN from its antecedentspeeislly theglobal commodity/value
chains(GCC/GVC) concept (Gereffi et al 1994, 2005, Sty 2001). The key advantages of
the GPN approach over GCC/GVC are broadly disculgdtibe et al (2008a), Henderson et
al (2002) and Hess and Yeung (2006). A detailethoe of the GCC concept on which the
GPN approach also largely rests is provided by IB#atial (2002). Bair (2005), in turn, offers
a detailed comparison of GPN, GCC and GVC.

More specifically, the potential of the GPN apptoée tackle the under-researched aspects of
the globalisation of the hotel industry lies intitsee fundamental conceptual categories —
power, embeddedness and value, each of which lgiretates to one of the three identified
research gaps. Thus, through focusing on diffétemts of power (corporate, institutional,
collective) (Henderson et al 2002) and accountorglifferent power relations between actors
within hotel GPNs, it is possible to explore thenpbdex multi-actor nature of the international
hotel industry. The category of embeddedness,rm which may refer to the firm’s network
(network embeddedness), host economies (territenddeddedness) and the firm’s home
country (societal embeddedness) (Henderson et0d, 20ess 2004), is a good platform from
which the various interactions between expandirtgllgyoups and the variety of markets
which they target can be investigated in more ddfttally, focusing on the category of
value, the GPN framework considers the multiple svaywhich value can be created,
enhanced and captured for the benefit of variocations and actors (Henderson et al 2002)
and in which strategic couplings between hotel GBNsthe various places which they
interconnect can evolve (Coe et al 2004, Yeung 2009

Crucially, it is necessary to acknowledge that gl a chain/network approach to tourism

in order to tackle similar research gaps is na¢mtirely new idea in economic geography.
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Clancy (1998) and Mosedale (2006, 2008), who engaldiie GCC framework to explain the
tourism production system on the basis of packagesm from Europe to Jordan and St.
Lucia, respectively, should be credited here asg®os. The work of Judd (2006), who
argued for the GCC approach to tourism and attedriptelefine the inputs of the tourism
product, and ErkuOztiirk and Terhorst (2010), who used the GVC fraork to analyse the
territorial embeddedness of tourism value chaiosfHolland to Turkey, also should be
recognised. The work of d’Hauteserre (2006) whosigled a critique of the GCC framework
and argued instead for actor-network theory (ANS aanore promising framework for
analysing the complexity of tourism production adsoves as a good example. And finally, it
Is necessary to acknowledge the work of Christ2f12) and Christian and Mwaura (2013)
who adopted the GPN perspective to analyse thdaj@went of the tourism sector in Uganda

and Kenya.

The advantage of the GPN approach over GCC/GVQnaitigs from the fact that not only
does it capitalise on its strengths, but also eutph the incorporation of selected assumptions
of ANT (see Whatmore and Thorne 1997) and the tras®f capitalism (VoC) set of
approaches (see Hall and Soskice 2001, Holling$wartd Boyer 1997, Whitley 1999) — it
effectively overcomes its shortcomings. While ANToff help in explaining economic
globalisation as a set of processes that are unewstable and dependent on relations and
negotiations between agents (much in line with ditdaerre’s (2006) critique of GCC), VoC
accounts for the multiplicity of regulatory systemsvhich GPNs are embedded. That the
GPN approach can be considered a more effectiaythiean its antecedents in accounting
for the multi-actor nature of the hotel sector #melterritorial embeddedness of expanding
hotel groups has also been demonstrated by a nuhbtrdies on different service and non-
service sectors. For example, with regard to thii+vactor nature of different sectors, Coe et
al (2008b) analysed the interactions between régnslatransnational agencies, local agencies
and trade bodies in the temporary staffing industriyoland and the Czech Republic,
whereas Johns (2006) enquired into the power oglsifbetween different actors in the video
games industry. In relation to the territorial emdbedness of expanding companies, Coe and
Lee (2006) and Coe et al (2011) showed how inlheggand temporary staffing

(respectively) a high level of territorial embeddeds may be key to success in a foreign
market (see also Coe 2012). Because of their gmlaption of GPN and VoC the research on
the territorial embeddedness of retail corporation¥Vrigley et al (2005) also should be
mentioned here. Finally, as the research by CoaéNamgley (2007) on retailing
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demonstrated, the GPN approach is also well-stitequire into host economy impacts of
expanding corporations. Thus, with regard to Dick€h998) distinction between
internationalisation defined as the extension of corporate activdi@®ss national borders,
andglobalisation understood as the functional integration of ctomgler activities, the GPN
approach has the potential to account not onlyiferinternationalisation of the hotel sector
but also, unlike the eclectic paradigm, for itsuatiglobalisation.

However, to account for the globalisation of théghandustry from the GPN perspective, it is
also essential to pay attention to different typielsotel GPNs. This is where an enhanced
understanding of business models of hotel groupgoave helpful. First, with regard to the
multi-actor nature of the hotel sector, it is calito recognise that the choice of business
model not only defines the division of responsiteis between the hotel owner and the hotel
group but it also determines the structure of pawktions between the other actors
involved. In other words, it depends on the busimasdel which party represents the hotel in
dealing with local authorities, suppliers and tradens. Whereas it is normally down to
equity holders to find a source of funding, apmyd building permit and seek help from
consulting firms, the majority of operational respibilities are passed to the operator. If,
however, the owner operates the hotel on its owihoaty employs a hotel group to franchise
the property, the responsibilities of the franchia limited to sales and marketing. Because
franchisors do not get involved in operating isstiesir relations with local authorities are
usually weakly developed. The same applies to luatesortia. Simultaneously, it is easy to
infer that the entry mode choice is often influahbg other actors. As discussed eatrlier, it
especially applies to consultant firms, howevemadty also pertain to political authorities
responsible for determining the legal conditiongvhich the investment takes place and

which may therefore favour particular business nwd®re than others.

Secondly, the selection of entry mode also detegmihe level of territorial embeddedness of
the hotel group, the level of its financial comméimb and the nature of interactions between
the hotel group and the host territory. Thus, hgtelps which own hotels interact with local
contexts more intensively than hotel operators winicrmally do not face bureaucratic
hurdles associated with developing the propertyvéier, unlike franchisors and consortia,
hotel operators are still largely dependent onoterilocal regulations concerning, for
instance, employment. Thirdly, the same appligbeanfluence that hotel groups have on

host markets. In contrast to franchisors and cadidsahich do not invest themselves and do
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not get involved in operating issues, hotel grompgh own hotels (and also hotel operators)
have greater potential to foster regional develagnrethe host economy. This may include
creating jobs, enhancing demand for products andlces and upgrading local infrastructure.
The example of a stylised global production netwafrian international hotel group presented
in Figure 1 can serve as a visual summary of tllwebiscussion and a foundation on which
detailed empirical research can be based. As guedfimplies, actors within hotel GPNs can
be divided into two groups — those that play a atlthe property development stage and
those that influence the day-to-day operationfiefitotel. The arrows in the figure represent
different flows (such as those of goods and sesvimween the hotel and suppliers),
different kinds of impact (such as that of bankglanasset holder) or different kinds of
cooperation (such as that between the hotel anlbtlaéauthorities). Some arrows may

represent more than one kind of relationship.

Finally, due to the fact that the research gapstified above with regard to the hotel industry
overlap with the most under-researched aspectsedgjlbbalisation of services in general (see
Faulconbridge et al 2008), it is worth distillindiwresearching the hotel sector from the GPN
perspective can have important implications on Hwavglobalisation of services is theorised.
First, the example of the hotel industry shows thistnecessary to break away from firm-
centricity and pay more attention to complex powedaitions between various groups of
actors constituting a given industry. Secondlgeionstrates that rather than analysing any
service sector ‘in isolation’, it is essential iwegconsideration to the interdependencies
between different service industries and accounthi® broadly-defined context in which the
industry operates. Concurrently, because of iteri@ht characteristics, the hotel industry can
also prove to be a good sectoral case through whestheoretical understanding of the
globalisation of services can move beyond modestl and reasons for expansion and
embrace the interactions between expanding sefivias and various features of host
territories. Therefore, following Beaverstock e{H99), Faulconbridge et al (2008) and
Warf (2001) who showed that different strategiestdrnationalisation lead to different types
of integration, it is easy to expect that enharet¢ehtion to business models of hotel groups
and their post-entry effects can be a promisingnagédo follow if the general understanding

of the globalisation of services is to be advanced.
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Conclusions

The paper has argued that the worldwide developofahe hotel industry has progressed to
the level where it can no longer be neglected lmpemic geographers if the global tourism
production system and, more generally, the gloatdis of services are to be sufficiently
understood, interpreted and theorised. By meardeatifying the limitations of Dunning and
Norman’s (1983, 1987) eclectic paradigm the papsrtighlighted three distinct research
gaps in the existing research on the hotel sectioe -multi-actor nature of the hotel industry,
the territorial embeddedness of hotel groups aadnipact of expanding hotel groups on
economic growth in host markets. As has been detraded, research on the hotel industry
largely suffers from an insufficient attention tovihactivities of hotel groups are functionally
integrated across various spatial scales and diffexconomic and political environments into
which they expand. Due to the fact that these gapgeographical in nature, the paper has
argued the case for the global production netw(@&8N) approach as an effective platform
from which they can be addressed. Because ofdtssfon the conceptual categories of
power, value and embeddedness, the GPN approatipasticular utility in analysing the
development and operations of the hotel sectorusameously, because of its inherent
attributes — especially the wide variety of bustsnedels of hotel groups — the hotel industry
Is a good sectoral case through which the thealatizderstanding of the globalisation of
services can escape from firm-centricity, move Inelyaeasons for expansion and fully
embrace post-entry behaviour of expanding senacearations. Finally, it is hoped that by
proving the value of economic-geographical researcthe hotel sector, the paper has shown
that, if economic globalisation is to be accourftagtourism production should no longer be

neglected by economic geographers.
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Table 1. The largest hotel groups in the world by the nundfepoms in 2010Source:Hotels’ 325

(2011)
NO. HOTEL GROUP HQ ROOMS HOTELS
1 InterContinental Hotels Group Plc Denham, UK 64116 4437
2. Marriott International Inc. Bethesda, Maryland, USA 618 104 3545
3. Wyndham Worldwide Parsippany, New Jersey, USA a7 7207
4. Hilton Worldwide McLean, Virginia, USA 604 781 3671
5. Accor SA Evry, France 507 306 4229
6. Choice Hotels International Inc. Silver Spring, Mand, USA 495 145 6142
7. Starwood Hotels & Resorts White Plains, New York, USA 308 736 1041
Worldwide Inc.
8. Best Western International Phoenix, Arizona, USA 8892 4038
9. Carlson Hotels Worldwide Minneapolis, Minnesota,AJS 162 143 1064
10.  Hyatt Hotels Corporation Chicago, Illinois, USA 1307 453
11.  Westmont Hospitality Group Houston, Texas, USA 218 813
12.  Shanghai Jin Jiang International Hotel Shanghai, China 107 019 707
Group Co. Ltd.
13.  Home Inns & Hotel Management Shanghai, China 93898 818
14. The Rezidor Hotel Group Brussels, Belgium 87 868 141
15. Melia Hotels International Palma de Mallorca, Spain 87 000 350
16. LQ Management LLC Irving, Texas, USA 83635 820
17. TUIl Hotels & Resorts Hanover, Germany 79511 261
18.  Louvre Hotels Group Paris, France 78 230 1023
19. Extended Hotel Stays Spartanburg, South Carolina, 77 200 683
USA
20. Iberostar Hotels & Resorts Palma de Mallorca, Spain 67 400 101
21.  Vantage Hospitality Group Inc. Coral Springs, Fdari USA 60 081 973
22. NH Hoteles SA Madrid, Spain 58 687 397
23. 7 Days Group Holdings Ltd. Guangzhou, China 56 410 568
24.  Interstate Hotels & Resorts Arlington, Virginia, BS 50 666 242
25.  China Lodging Group Ltd. Shanghai, China 50 438 438
26. Barcel6 Hotels & Resorts Palma de Mallorca, Spain 6 922 182
27. MGM Resorts International Las Vegas, Nevada, USA 53% 17
28.  Whitbread PLC Leagrave, UK 44 062 593
29. Caesars Entertainment Inc. Las Vegas, Nevada, USA 2931 33
30. Riu Hotels & Resorts Playa de Palma, Spain 42000 07 1
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Table 2. The degree of internationalisation of the ten latdgmtel groups in the world in 2010.
Source*Hotels’ 325(2011) (apart from twww.choicehotels.cont Own elaboration on the basis of
the hotel groups’ official websites.

HOTELSOUTSIDE THE

HOTELS
a HOME COUNTRIES HOME COUNTRY
NO.. HOTEL GROUP COUNTRY?  (2010)* (T%Tlf'g) (2011)°
(201D quantity) (%)
1. InterContinental Hotels UK 100 4520 4245 93.9
Group Plc
2. Marriott International Inc. USA 70 3581 553 15.5
3. Wyndham Worldwide USA 67 7210 1301 18.0
4. Hilton Worldwide USA 82 3789 509 13.4
5. Accor France 90 4274 2846 66.6
6. Choice Hotels International USA 35* 6138 1178 19.2
Inc.
7. Starwood Hotels & Resorts USA 100 1041 554 53.2
Worldwide Inc.
8. Best Western International USA 20 4032 2018 50.1
9. Carlson Hotels Worldwide USA 77 1070 495 46.3
10. Hyatt Hotels Corporation USA 45 478 119 24.9
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Table 3. Selected international hotel groups’ preferred hess models in 2010 (in % of portfolio).
Source:Own elaboration on the basis of the hotel groofff&tial websites.

HOTEL GROUP BUSINESSMODELS

Owning Leasing M anagement Franchising
Starwood 6 0 45 49
Accor 17 38 22 23
Inter Continental 1 0 15 84
Carlson Rezidor 0 26 53 21
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Table 4. The largest hotel consortia in the world by the banof rooms in 201Gource:Hotels’ 325

(2011)

NO. HOTEL CONSORTIUM HQ ROOMS HOTELS
1 Utell Hotels & Resorts Brentford, UK 771 200 6300
2. Hotusa Hotels Barcelona, Spain 220 000 2529
3. Great Hotels of the World London, UK 192 434 1012
4. Preferred Hotel Group Chicago, Illinois, USA 161651 843

5. Keytel SA Barcelona, Spain 143 900 1600
6. Magnuson Hotels Spokane, Washington, USA 139776 9217
7. Supranational Hotels Ltd. London, UK 118 221 986
8. Best Eurasian Hotels Ltd. Moscow, Russia 103 300 9 92
9. Worldhotels Frankfurt am Main, Germany 100 926 449
10.  Associated Luxury Hotels International  Orlando,rida, USA 89514 139
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Table 5. Business models according to the offered servindglze level of embeddedness in the host
economySource:Own elaboration on the basis of Ledn-Darder €2@11, p. 109, Table 1)

ACTIVITIES& SERVICES . . BUSINESSMODELS _
Owning Leasing Managing  Franchising Consortium
Owning the real estate N - - - -
Operating the business v v N - -
Training staff \ \ \/ () ()
Providing a brand \ Y \/ V ()
Sales and marketing \ \ N N
< < <
High commitment Medium commitment L ow commitment
<

Embeddednessin the host mar ket
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Figure 1. A stylised example of an international hotel graugfobal production networkSource:
Niewiadomski (2011, p. 96, modified)
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