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TOURISM, ECONOMIC CONVERGENCE 
AND THE EUROPEAN SOUTH(*) 

George N. Yannopoulos 

1 - Introduction 

Tourism is an activity that has contributed and is still contributing subs
tantially to the growth of income and employment of the European South and 
many other countries of the Mediterranean region. As a fast growing activity 
with a high degree of geographical concentration in the low income countries 
of the European South, tourism has also made a useful contribution to econo
mic convergence in Europe. However, recent evidence suggests that tourisme 
is losing its momentum as a force of economic convergence both within the 
broader European economy and the narrower framework of the European Comu
nity (EC). 

2 - Tourism and Southern European growth 

Given the complex structure of the tourist industry its impact on the recei
ving countries depends crucially on a number of key characteristics: the attrac
tiveness of the local tourist resorts to potential travallers from the main gene
rating countries, the volume of visitors, the intensity and structure of their 
expenditure in the host country and the extent of multinational enterprise invol
vement in the tourist industry of host nation. The range of tourist facilities avai
lable, the number and size of expenditure outlets, and the sophistication of mar
ket targeting through advertising and publicity are crucial factors in determining 
the impact of tourism on local income and employment growth. Through its 
direct injection of money into the host country and the associated multiplier 
repercussions, tourism produces income creation efects which help to gene
rate additional employment. The multiplier effects of tourist spending depend 
upon the size of the host country's economic base, whilst its employment effects 
depend on the nature of the tourist activity (e. g. whether it is hotel-type or 
caravan type development) and the types of skill available. Studies for several 
economies indicate that the repercussive, multiplier, effects of tourist expendi
ture generate income of between two and five times the original sum depen-

(*)_ Paper presented at the International Conference on the Development of the Natural and 
Cultural Resources of the Mediterranean Region, Universita Mediterranea, Agrigento, Italy, 27-28, 
March, 1987. 
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ding on the size of the host economy and some other characteristics that affect 
the «leakage» of tourist spending out of the host area (Archer, 1973). 

Tourism has other effects besides income and employment generation. 
It has an effect on the value of land, it becomes a source of fiscal revenue 
to both local and national governments, it provides incentives for the conser
vation of the countryside, for the regeneration of local arts and crafts and tor 
the preservation of places and monuments of historical interest whilst it con
tributes to a better understanding of the development problems of the recei
ving nations and regions. 

However, the vulnerability of the tourist industry to cyclical fluctuations 
and the seasanality of its demand do raise a number of problems like fluctua
tions in the level of regional employment, congestion and overcrowding in peak 
periods and relatively low rates of return on capital investment particulary in 
the hotel industry. 

Finally the external (social)costs of reduced amenity values, increases in 
the risk of fire in wooded areas, damage to property through camping on unau
thorised sites, changes in social values and attitudes, etc., should also be added 
on the negative side of the cost-benefit balance sheet of the tourist industry 
(de Kadt, 1979). 

The six countries of the European South that have been selected for study 
in this paper (1) (Greece, Italy, Portugal, Spain, Turkey and Yugoslavia) have 
all been attractive resorts for world tourists. This group of six countries attrac
ted in 1985 22.4 per cent of world tourist flows or 7 4.5 million tourists out of 
and estimated world total of 333 million. Within the OECD area, these coun
tries accounted for 25.2 per cent of all tourist (or visitor) arrivals recorded by 
18 reporting countries. However, the share of the six countries of Southern 
Europe in the total number of nights spent in all means of accommodation in 
OECD countries was much higher - 38 per cent. 

Given these sizeable tourist flows directed to the countries of the Euro
pean South one expects these countries to be substantiar recipients of the reve
nues generated by international tourism. 

However, their share in the total receipts from international tourism by the 
OECD area is below their share of nights spent in the country by foreign tou
rists (table 1 ). Receipts from international tourism by all OECD member States 
amounterl to $75 billion in 1985. The share of the six countries of the Euro
pean South was 29.5%, i. e., $22 billion (at current prices). 

The discrepancy between the shares of the six countries in nights spent 
by foreign tourists in OECD countries and tourist receipts may partly be due 
to data defects but it also reflects the lack of vertical integration of the indige-

(1) France has not been included in this group because a large part of its foreign tourist 
flows is directed to the Northern regions of the country probably around 50 per cent. Furthermore, 
as the purpose of this paper is to examine the role of tourism in economic convergence in Eu· 
rope, the inclusion cif a high income country would have rendered the exercise inconclusive. 

198 



nous tourist enterprises of the Southern European countries - a theme which 
is explored in a subsequent section of this paper. 

Despite this gap between tourist flows shares and tourist receipts shares, 
receipts from international tourism contribute substantially to both the exports 
earnings and the GDP of the Southern European countries. During the first half 
of this decade in five of the six countries (Yugoslave data are not available 
in the reports of the OECD Tourism Committee) the share of international tou
rist receipts in exports of goods and services was above the European ave
rage contributing substantially to the easing of the balance of payments cons
traint experienced by these countries (Mendes and Thirlwall, 1986). Travel 
account receipts contributed also significantly to the GDP of those countries. 
This contribution was (with the exception of Turkey) far greater than in any other 
European country. Thus tourism has been an important source of foreign 
exchange earnings (contributing· about one-fifth of such earnings from the 
exports of goods and services in Spain and Greece and about one-seventh in 
Portugal), a valuable addition to the GDP and a critical factor removing the 
balance of payments constraint on the growth process. 

TABLE 1 

Share of the European South in international tourism (1985) 

Share in 

1 - Wold number of tourists . 
2 -Arrivals of foreign tourists at OECD countries 
3 - Nights spent by foreign tourists in all means 

in OECD countries 
4 - Receipts (in current dollars) by OECD countries .. 

of accomodation 

Percentages 

22.4 
25.2 

38 
29.5 

Source: OECD, Tourism Policy and International Tourism: Evolution of Tourism in OECD Mem
ber Countries in 1985, Paris, 1986. 

As the economies of Italy and Spain have become more diversified the 
importance of tourism as a foreign exchange earner has declined over the past 
fifteen years. This is also to some extent true for Portugal. But for Greece and 
Turkey the tourist sector has been growing in importance as a source of for
eign exchange earnings. For these two countries the contribution of tourism 
to GDP has doubled between 1970 and 1984. In Italy the sector increased its 
share to GDP by 20% between 1970 and 1980-1984 and in Portugal by 13%. 
Only in the case of Spain the tourist sector's contribution to GDP declined during 
the same period. However, it still stands at more than twice the level of the 
European average. 

The greater dependence of the countries of the European South on 
revenues from international tourism raises the question of their vulnerability to 
international business cycles and now to the growing security fears and the 
turmoil of the foreign exchange markets. 
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TABLE 2 

Relative importance of tourism in foreign exchange earnings and in G DP 
(Percentages) 

Share of international tourist receipts Travel account receipts to GOP 
in exports of goods and services 

1965 1975 1980-1984 1970 1975 1980-1984 
(average) (average) 

Greece. 15.8 16.2 19 2 3 4.1 
Italy . 12.2 7.2 8.5 2 1.9 2.3 
Portugal. 17.8 12.1 14.9 3.9 2 4.4 
Spain ..... 45.6 25 20.6 4.6 3.4 4 
Turkey . 2.1 5.5 6 0.4 0.6 0.8 
European OECD . 6.5 5.3 5.2 1.5 1.5 1.8 

Source: OECD, Tourism Policy International Tourism, Paris, various dates. 

The golden age 1955-1972, during wich tourism appeared to be almost 
autonomous from world economic developments and to thrive on its own 
momentum, has come to end with the crisis that afflicted international tourism 
in 1980. Recovery began in 1983, strengthened in 1984 and continued in 1985. 
A number of countries of the region did experience the impact of the crisis 
of the early 1980s as it is seen from the data in table 3 which compares the 
trends of the decade 1975-1985 with the trends of the first half of the current 
decade. In terms of tourist arrivals Greece and Italy experienced the largest 
decline in their rate of growth followed by Spain. Portugal has more or less 
succeed in maintaining its rate of growth in the early 1980s to the average 
for the decade 1975-1985. However, Turkey and Yugoslavia have experienced 
an acceleration in the rate of growth of tourist arrivals during the 1980s tanks 
to their price advantage and a flexible exchange rate policy. 

TABLE 3 

Comparative performance of the tourist industry 
(Average annual rates of change) 

Tourist Tourist receipts 
arrivals in US dollars 

1975-1985 1981-1985 1975-1985 1981-1985 

Greece. ..... 13 6.7 10.5 - 2.7 
Italy .... 5.2 2.6 18.2 1.5 
Portugal . 14.3 13.1 15.6 0.1 
Spain 3.4 2.6 9.6 2.9 
Turkey . ....... 9.2 15.7 17.6 27 
Yugoslavia . 2 3.2 7.7 5.4 
Southern Europe .. 4.9 3.5 13.9 3.6 
OECD Europe . ... (a) 2 10 - 0.3 

(a) Data not available. 

Source: Same as in table 2. 
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Tourist receipts 
in real prices 

1975-1985 1981-1985 

10.4 2.7 
11.1 4.1 
4.0 3.6 
4.5 9.2 

13.8 32.8 
(a) - 0.1 
8.3 7.6 
5.3 5.2 



The trends in tourist receipts reveal also a similar picture but with some 
interesting variations. When tourist receipts are valued in US dollars at cur
rent exchange rates the only country in the region that succeeded to raise in 
the 1980s its rate of growth of tourist revenues above the decade average is 
Turkey. After correcting for the effects of inflation in each country, the rate 
of growth of tourist receipts in real terms appears to have accelerated in the 
1980s not only in Turkey but in Spain as well. But it is interesting to note that 
only in two of the six countries of the region has the rate of growth of tourist 
receipts in real prices been higher than the European average rate of growth 
during the first half of the 1980s. 

3 - The slowdown of growth 

The causes of the slowdown in the rate of growth of Southern European 
tourism in the 1980s can be conveniently summarised into trends in disposa
ble incomes in the tourist generating countries, competition from alternative 
sources of supply in other tourist receiving countries and competition from 
domestic outlets in tourism generating countries. 

Exports of tourist services for holiday purposes are sensitive to disposa
ble income changes. Evidence from the US (Gray, 1970) suggests that the 
income elasticity of demand for sunlust travel (chiefly vacationing to rest) is 
somewhat lower than that for wanderlust travel (princippally seeing places). Fur
thermore, exports of tourist services for non-holiday purposes (e. g. business 
travel) are not expected to be very sensitive to changes in disposable income. 
Depending therefore on the composition of the tourist flows from the various 
originating countries, one would expect different responses to a given change 
in disposable income even in cases where the value of income elasticity of 
demand for each type of travel was the same across countries. 

Tourist flows from the four major generating countries within the OECD 
region did show considerable cross-country variation annually. In 1980, the year 
of a serious slowdown in tourist growth, when arrivals recorded by fourteen 
OECD countries have fallen from three of the main originating countries (France, 
Germany and the US) tourist arrivals originating from the UK have actually risen. 
The opposite is observed for 1985. Such variations of course cannot entirely 
be attributed to changes in the composition of the tourist flows from each 
originating country. Nor can they be attributed additionally to differences in the 
income elasticity of travel import demand. They are equally influenced by 
changes in the relative price levels which result in some groups of potential 
tourists to forego foreign travel altogether. 

However, the slowdown of economic growth in the major generating coun
tries has hardly affected the proportion of private final consumption spent on 
foreign travel. Data in table 4 show that the ratio of travel account expendi
ture to private final consumption in the major tourist generating countries has 
either stayed constant or indeed slightly increased during the first half of the 
1980s compared to the trends of the 1970s. 
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TABLE 4 
Ratio of travel account expenditure to private final 
consumption in major tourism generating countries 

1970-1976 1977-1984 

France ...... . . . . . . . . 1.4 1.5 
Germany ........ 3.3 4.2 
United Kingdom ......... 1.3 2 
North America ..... 0.8 0.8 
Netherlands . . . . . . . . . . . . . . . . . 3.5 4.2 
Belgium. . . . . . . . . . . 3.4 4.1 
Denmark .. . . . . . . . . . 3.1 4 
Norway .. . ......... 3.7 6 

' 
Sweden ... .......... . ....... 2.9 3.5 
Austria .............. . . . . . . . . . . . . . 4.8 7.3 
Switzerland ........... 3.5 4.4 
Europe (OECD) ..... 2.1 2.5 

Source: Same as in table 2. 

1980-1984 

1.5 
4.3 
2.2 
0.8 
4.2 
4.1 
4.1 
6.1 
3.5 
7.1 
4.6 
2.7 

Competition from alterantive tourist supply outlets appears thus as a more 
plausible explanation of the slowdown in the growth of tourism in Southern 
Europe. Changes in the relative competitive position of the region are linked 
both to cost factors and shifts in tastes. 

International tourist flows consist of either sunlust travel services or wan
derlust travel services (H. Peter Gray, 1970). The first consists primarily of resort 
vacations and has the characteristic of a homogeneous good. Potential differ
ences in relative costs of production among different tourist resort countries 
affect crucially the share received of international tourism of the sunlust vari
ety. Wanderlust tourism involves travel to places with different attributes and 
it thus has the characteristics of a differentiated product. With given place 
characteristics, international wanderlust travel will be affected primarily by 
demand patterns including changes in tastes. 

Exporters competing with Southern Europe for sunlust travel services can 
be found both in the rest of the Mediterranean region (Southern France, the 
Maghreb countries, Israel, etc.) and in places further away in Africa, Asia and 
the Americas (2). Although facilities offered domestically in the tourist gener-

(2) The countries of the Southern Mediterranean (i. e. the countries of Maghreb, Mashrek 
and Israel) have not posed any serious competitive threat to the tourist industry of the countries 
of Southern Europe (Northern Mediterranean). The share of the countries of the Southern Mediter
ranean region in the total tourist flows directed to the whole of the Mediterranean area declined 
from 9.3 per cent in 1980 to 8.9 per cent in 1985. If France is included in the total of the Mediter
ranean area the corresponding shares are 6.4 per cent for 1980 and 6.1 per cent in 1985. However, 
France's share in the total tourist flows to the Mediterranean area (broadly defined} remained at 
around 32 per cent for both 1980 and ·1985 (shares calculated from the data of the ITO). 
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ating countries of Northern Europe are to a large extent non-competitive with 
imports of foreign travel from the Southern European vacation resorts neverthe
less some limited substitutability does exist and indeed will tend to increase 
during periods of growing safety concern. Within this limited substitutability, 
differences in relative hotel and tourist consumption costs will tend to influence 
the distribution of tourist flows between domestic resorts in tourism generat
ing countries and competitive imports from the Southern European region. Dur
ing the period 1980-1985 hotel prices rose at an average (unweighted) annual 
rate of 10.2 per cent in four major generating countries (France, Germany, Swit
zerland and the UK) compared to an (unweighted) average of 20.2 per cent 
in four receiving countries of the Southern European region (Greece, Italy, Por
tugal and Spain). 

The process of economic integration in Europe seems to affect adversely 
the relative competitive position of the Southern European countries that are 
members of the EC vis-a-vis the countries in the rest of the Mediterranean 
region. This efect will come about through the process of factor earnings con
vergence observed within integrating areas. As Tovias (1982) has shown, eco
nomic integration in the EC has led to some degree of wage earnings conver
gence both as a result of freer trade and emulation. The convergence of 
Southern European wages towards the levels prevailing in Northern European 
countries increases their relative tourist prices and improves the relative price 
competitiveness of resorts in neighbouring Mediterranean counfries outside the 
EC. This process is bound to be slow but its impact on tourism diversion to 
non-member countries is not without significance e). 

Tourism of the wanderlust type depends on product differentiation and less 
on relative costs. The attraction of a destination to this type of tourism depends 
on the attributes of that place and the way these attributes are projected to 
the potential market. The higher is the proportion of wanderlust tourism to total 
tourist flows and the faster this section of international tourism grows the less 
relative cost differences and relative factor endowments will affect the distri
bution of touri~t flows among countries. The tendency of the average interna
tional traveller to blend sunlust travel with wanderlust travel makes the shores 
of the Mediterranean competing directly with the chateaux of France, the 
schloss of Germany and the castles of England and Scotland. Vacation time 
appears to be increasingly split between the two types of tourism adding new 
places to competition all the time. The more potential suppliers are aware of 
this tendency the more intensive their efforts to differentiate their tourist serv
ices are likely to be. Maintaining a successful degree of tourist product differen
tiation becomes a key factor in preserving the competitive position of estab
lished resorts. 

The general slowdown in the growth of international tourism has affected 
differently the six countries of the Southern European region. As can be seen 

(3) Relative tourist prices are also adversely affected by the high costs of food generated 
through the high support prices for agricultural goods provided by the common agricultural policy. 
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from table 5 a limited redistribution of tourist flows and tourist revenues has 
occurred within the region. This redistribution has been more pronounced in 
the case of tourist revenues than in tourist arrivals. 

TABLE 5 

Relative shares of tourism In the Southern European region 

A) ARRIVALS AT FRONTIERS 

1979 

Volume Percentage Volume 
(000) (000) 

Greece ......... ... ...... ' 5,233 4.4 6,574 
Italy ..... ......... . . . . 48,742.6 41 53.634.4 
Portugal .. ... ...... ' .. ' . .. 2,225.1 1.9 4,989.1 
Spain ..... ' ....... . . . . 38,902.5 32.7 43,235.4 
Turkey .... . . . . . . . . . . . ' .... 1,523.7 1.3 2,614.9 
Yugoslavia .. . . . . . . . . . . .... 22,217.4 18.7 23,357.3 

Total ........ 118,874.3 100 134,405.1 

8) NIGHTS SPENT IN ALL MEANS OF ACCOMMODATION 

Greece ...... . 
Italy ... . 
Portugal ....... . 
Spain .................. . 
Turkey ................... . 
Yugoslavia .............. . 

Total ....... . 

101,956 
9,215 

1,631 
33,482 

C) RECEIPTS (IN MILLION OF US DOLLARS) 

Million Percentage of dollars 

Greece ......... . . . . . ..... 1,622.8 9 
Italy .... . . . . . . . . . . . . . . . . . . 8,202.4 44.6 
Portugal ........ ......... 941.7 5.1 
Spain. ...... . . . . . . . . . . . . . 6,483.8 35.3 
Turkey ............. .. 280.7 1.5 
Yugoslavia ... . . . . . . ' ... .... 825.2 4.5 

Total . . . .... 18,396.6 100 

Source: Same as in table 2. 
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35,492.1 
97,634.2 
14,932.9 
78,919.1 

4,878.8 
50,815.8 

282,672.9 

Million 
of dollars 

1,425.8 
8,757.6 
1,128.5 
8,083.7 
1,482 
1,050.2 

21,927.8 

1985 

Percentage 

4.9 
39.9 

3.7 
32.2 

1.9 
17.4 

100 

12.6 
34.5 

5.2 
27.9 

1.7 
18 

100 

Percentage 

6.5 
39,9 

5.1 
36.9 

6.8 
4.8 

100 



Italy has experienced a decline in its share of both tourist arrivals and 
tourist receipts. Turkey gained in both shares - albeit starting from a very low 
lever. Portugal increased its share of arrivals but not its share in receipts whilst 
the opposite is observed in the case of Spain. Greece increased its share of 
tourist arrivals but experienced a marked decline in its share of revenues. The 
opposite happened in the case of Yugoslavia. Unfortunately, due to lack of a 
consistent set of statistics, it is not possible to trace what happened in terms 
of changes in the pattern of nights spent in the country. However, from the 
limited data coverning four of the six countries, it appears that Portugal, Tur
key and Yugoslavia increased their share of nights spent whilst Italy experienced 
a sizeable decline in its share. This helps to isolate one of the factores con
tributing to a reduction of the Italian share of tourist revenues accruing to the 
Southern European region. During the period 1981-1985 the rate of growth of 
nights spent (either in hotels or in all forms of accommodation) has been be
low the corresponding rate for tourist arrivals for Greece, Italy and Portugal. 
For the other three countries (Spain, Turkey and Yugoslavia) the rate of growth 
of nights spent by tourists in all means of accommodation (or in hotels and 
similar establishements) has been advancing at a faster pace than the rate of 
growth of tourist arrivals indicating the ability of these countries to use a given 
tourist flow more intensively (table 6). 

TABLE 6 

Rates of change of nights spent by foreign tourists 
in all means of accommodation, 1981-1985 

Greece Italy Portugal Spain 

Nights spent . ..... . .. 4.1 -0.9 5.6 7.7 
Tourist arrivals ... . . . . . . 6.7 2.6 13.1 2.6 
Tourist receipts (in 

us dollars). ....... -2.7 1.5 0.1 2.9 
Tourist receipts (in real pri-

ces) .. . . . . . . . . . . .. 2.7 4.1 3.6 9.2 

Source: Same as in table 2. 

(Percentages) 

Turkey Yugoslavia 

34.7 7.2 
15.7 3.2 

27 5.4 

32.8 -0.1 

The changes in the relative position of eache of the six countries in the 
Southern European groupe are due to a complex set of factors that affect their 
relative competitive position as alternative tourist resorts. Recalling the previ
ous distinction made between the two types of tourist services, one can argue 
that the larger is the share of sunlust travel services in the total tourist ex-
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ports of a receiving country the more sensitive tourist flows into that country 
will be to changes in hotel, transport, restaurant, etc., <?Osts relative to com
peting vacation resorts in other countries. 

Trends in tourism prices are recorded in table 7. At first sight they ap
pear not to have a direct relation to the changes in international tourist receipts. 
However, when Turkey is taken out of the group and the remaining countries 
are ranked according to their rates of growth of tourist receipts in real terms 
and their rates of change in both hotel and general consumer prices, the Spear
man rank correlation coefficient (0.900) is significant at the 0.05 level. Thus 
trends in tourism prices do explain how countries in the region rank in terms 
of rates of growth of tourist receipts in real prices. A similar exercise ranking 
the five countries according to their rates of growth of dollar denominated tourist 
receipts produced a non-significant Spearman's rank correlation coefficient. One 
explanation of the difference in tracing an association between these two rank
ings is that inflation rate differentials had not been properly reflected in actual 
exchange rates ·during that period. 

As to the case of Turkey, it seems that the observed trends may signify 
either a shift of tourist preferences of the major generating countries or a bet
ter use of exchange rate policy vis-a-vis the tourist sector. However, without 
further analysis it is not easy to isolate the stren9th of each of these causes. 

Greece .... . ... . . . . 

Italy . . . . . . . ..... . ......... 

Portugal ..... . . . . ..... 

Spain .. . .... 

Turkey ... . . . . . . . . . . . . . . . 

Yugoslavia . ... . . . . . . . . . . . 

TABLE 7 

Trends in tourism prices 
(Average annual rates of change: 1980·1985) 

Hotel prices Travel prices 

21.8 )) 

19.4 17.1 
25.3 )) 

17.4 14.6 
61.5 )) 

38.8 )) 

Source: Same as in table 2. 

4 - Growth and convergence 

Petrol Consumer prices (premium prices) 

18.4 20.2 
17.8 15.4 
30.1 22.7 
14.4 12.7 

)) 52.4 
)) 45.1 

The role of tourism in reducing regional imbalances has been emphasised 
in many studies dealing with domestic tourism. For several years the rapid 
growth of tourism in Southern Europe has acted as a factor contributing to the 
convergence of income levels in Europe. By advancing at a faster pace of 
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growth in the low income countries of Southern Europe, compared to its rate 
of growth in Northern Europe, international tourism has become one of the prin
cipal sources propagading economic convergence within Europe. Taken as a 
group, the six countries of South Europe absorbed 26 per cent of revenues 
in current dollars generated from international tourism activities within the OECD 
region in 1975. This share increased to 29.5 per cent by 1985. One would then 
be tempted on the basis of this evidence to argue that tourism growth -even 
at its slower pace- still contributes towards economic convergence since it 
adds an ever increasing share of tourism generated revenues to countries with 
incomes per capita below the OECD average. Comparisons based on revenues 
measured in US dollars at current exchange rates may be misleading in a period 
of volatile exchange rate movements. When tourist receipts are expressed in 
real prices tourism's contribution to economic convergence in Europe appears 
to have lost its momentum (table 8). 

TABLE 8 

Shares of the Southern European countries 
in the tourist receipts in real prices of the OECD area 

(Percentages) 

1972 1979-1980 1984-1985 

Greece ... 1.9 2.5 2 
Italy. . . . . . . . . ..... 10.8 14.5 12 
Portugal . . . . . .... 1.9 1.5 1.4 
Spain. . . . . . . . . . . ...... . . . . . . . . 12.9 7.8 10.6 
Turkey .. . . . . . . . . ..... 0.5 0.5 1.6 

All five countries ... . . . . . . ..... 28 26.8 27.6 

Source: Same as in table 2. 

When data in real prices are used it becomes clear that tourism growth 
since 1972 has not succeeded in channelling towards the low income coun
tries of the European South a larger share of the real income the industry has 
generated within the OECD region. Indeed, in the period 1979-1980 (and also 
in 1981-1982) a slight trend towards divergent groWth is noticeable. The aver
age share of tourism generated revenues directed to the European South has 
been marginally below the level it attained in 1972. Both increasing price com
petition and widespread differentiation of competitive tourist exports account 
for the coming to a halt of the economic convergence process. 

The trends shown in table 8 do not change if the tourist revenues (in real 
prices) of the Southern European countries are expressed as a proportion of 
the international tourist receipts generated within the European part of the OECD 
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instead of the total OECD area. Southern European countries absorbed in the 
two year period 1979-1980 an average of 35.4 per cent of the tourist receipts 
(in real prices) generated within OECD Europe. This revenue share stayed at 
about the same level (35.3 per cent) for the two year period 1984-1985. 

Although the relationship between tourist arrivals and tourist revenues is 
not clearcut nevertheless it is interesting that during the decade 1975-1985 the 
rate of growth of tourist arrivals in two Northern European countries, namely 
France and the United Kingdom was slightly higher than the corresponding aver
age (weighted) annual rate of growth of Southern Europe. Tourist arrivals in 
France and the UK were expanding at an annual average rate of 5 per cent 
and 5.2 per cent respectively during the decade 1975-1985 compared to a rate 
of 4.9 per cent for Southern Europe (see table 3). The situation did not change 
in the second half of the decade ( 1981-1985) when the annual average rate 
of growth of tourist arrivals was 4.6 per cent in France and 3.4 per cent in 
the UK compared to 3.5 per cent for the group of the six Southern European 
countries. 

Within the group of the five countries covered by the data of table 8 there 
has been some redistribution as one would have expected from the analysis 
of the relative competitiveness trends reported in section 3 above. But the fact 
remains that the role of tourism as an economic activity contributing to the 
convergence of incomes in Europe has lost its importance during the past 
decade. 

5 - Growth potential 

Before we ask ourselves whether tourism can acquire again its role as 
a factor of income convergence within Europe, it is important to look briefly 
at its potential for further growth. We examine tourist growth potential in terms 
of both market (demand) and supply factors. 

The market potential of Southern European tourism depends on its ability 
to attract an increasing share of the tourist arrivals, tourist nights spent in hotels 
and other means of accommodation and tourist revenues created by the major 
tourist generating countries. The tourist arrivals and revenues created by the 
major generating countries depend first of all on the growth of real disposable 
incomes and the lengthening of vacation periods in these countries. The income 
elasticity of foreign demand for tourist services with respect to income was 
found to fall in the interval from 2.0 to 2.5 (Paraskevopoulos, 1977). As the ori
gin of the tourist arrivals and tourist revenues is the European continent (ta
bles 9 and 1 O) it becomes apparent that European recovery is a crucial factor 
in the revitalisation of the tourist industry of Southern Europe. 

However, this is a factor basically outside the influence of policy makers 
in Southern Europe. One is therefore entitled to ask what prospects exist for 
improving the share of the region out of any given size of foreign demand for 
tourist services. 
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TABLE 9 

Origin of the tourists of Southern Europe 

(Percentages, average for t 983-t 984) 

Origin Greece Italy Portugal Spain Turkey Yugoslavia (c) 

EC . . .. 56.2 52.4 85.2 78.7 36.6 64.6 
Rest of OECD Europe .. 16.6 33.8 4.2 (a) 9.9 7.3 14.5 
us . . . . . . .... ......... 8.6 3.7 3.5 2.1 10.9 3 
Rest of OECD .... '' .... 4.8 2.1 2 0.8 2.1 0.6 
Non-OECD (including unde-

!ermined ''' ''' 13.8 8 5.1 8.5 (b)43.1 17.3 

(a) Including Spanish nationals residing abroad. 
(b) Of which t 5.6 percentage points with origin country undetermined. 
(c) Tourist arrivals in registered tourist accommodation. 

Source: Same as in table 2. 

TABLE 10 

Origin of the tourist revenues of Southern Europe 

1975 

Europe North America Europe 

Greece '' ....... 51.7 44.3 61.7 
Italy .. 52.2 23.5 67.8 
Portugal .. . . . . .... '' ..... 72.8 22.8 64.2 
Spain . . . . . . . . . . . . . . . . . . . . . (( (( 60.9 
Yugoslavia .. . . . . ......... 80.4 11.6 (a) 86.1 

(a) Refers to 1980. 

Source: Same as in table 2. 

1985 

North America 

35.1 
31.2 
33.9 
6 

(a) 7.3 

One way is to improve tourist marketing and strengthen the supply capa
bilities for sections of foreign demand for travel that appear to be less sensi
tive to disposable income changes. Exports of tourist services for non-holiday 
purposes (business, conferences and similar) are indeed characterised by a 
lower income elasticity of demand and thus do not vary substantially with 
changes in disposable incomes in the tourist generating countries. Statistics 
of tourists by purpose of visit are not very comprehensive for the countries 
of the region. Data for Portugal and Spain indicate that business journeys 
account for a small (and in the case of Portugal, falling) share of total visits 
(5 per cent in Spain and 3.9 per cent in Portugal in 1985 falling from 5.4 per 
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cent in 1980). The share of business journeys in Greece (available only for 1985) 
is marginally better (7 per cent). In contrast, business tourism accounts for 21 
per cent of total foreign tourism in the UK. 

Wanderlust travel (for seeing places or for broadening one's cultural ex
perience) appears to have a higher income elasticity of demand than sunlust 
travel but given its nature as a differentiated product it is less price elastic. 
Product differentiation of the tourist services may not be a good policy to cope 
with fluctuations in disposable income levels in tourist generating countries but 
it is suited to tackle the challenges posed by competing resorts. 

The high degree of dependence of Southern European tourism on the 
generating countries of OECD Europe does not enable them to profit from the 
lack of synchronisation of business cycles among different regions and partic
ularly on the two sides of the Atlantic. The share of Nort American tourists 
to total tourist arrivals is small but varies somewhat considerably between the 
countries of the region. North American tourist flows are more important when 
shares in nights spent are taken into account instead of shares in tourist ar
rivals. In Italy for example for the 1983-1984 period US tourists accounted for 
14.6 per cent of nights spent in tourist accommodation compared with 3.7 per 
cent in tourist arrivals. The cost of overcoming the friction of distance becomes 
of course very important when market potential from more distant tourist gener
ating locations is considered. The rapid decline in the real cost of international 
travel, especially international air transport has been another key determinant 
of the growth of tourism in the postwar period. The elasticity of the demand 
for tourist services with respect to transportation costs ranges from - 1.5 to 
- 2.0 suggesting that the volume and the value of the exported tourist serv
ices increase by 15 to 20 per cent for a 10 per cent reduction in air fares 
(Paraskevopoulos, 1977). The importance of air transport in the foreign tourist 
sector of the six countries of the region varies substantially between the coun
tries of the region. Air transport is the most frequent. mode of transport used 
to reach resorts in Greece and the less frequently used to reach Yugoslav 
tourist resorts (table 11). The importance of the air mode of transport has drasti
cally declined in Portugal carrying now (1984) 15.5 per cent of tourists visiting 
Portugal as opposed to 52.1 per cent in 1975 (4). Italy and Yugoslavia have 
steadily relied for around two-fifths of their tourist arrivals on road transport. 
However, extending the tourist market potential of locations in Southern Eu
rope from generating countries in North America and the Pacific will greatly 
be assisted by further reduction in the real cost of international air transport. 
Technological developments in the production of new generation aircrafts will 
positively assist here. 

(4) This change can be easily explained by the fact that Spain's share in the Portuguese 
foreign tourism market has increased substantially over the period accouting for about 46 per cent 
(average for the period 1983·1984) of all tourist arrivals. At the same time Portugal now accounts 
for approximately 20 per cent of all visitors' arrivals in Spain. 
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TABLE 11 

Foreign tourists by mode of transport 

Air Road Rail Sea 

1975 1984 1975 1984 1975 1984 1975 1984 

Greece. 64.6 73.8 22.8 12.5 4.1 2.1 9.3 11.2 
11aly .... 10.1 9.9 72.8 77.8 15.8 10.4 1.3 2 
Portugal ..... 52.1 15.5 (a) 46.1 81.5 (( 1.1 1.8 1.9 
Spain 29 31,3 59.5 59.4 6.1 6.1 5.4 3.3 
Turkey ........ 21.6 32.3 49.9 41.7 5.4 2 21.6 23.9 
Yugoslavia . 4.3 5.5 87.7 85.8 5.7 5.6 2.4 3 

(a) Includes rail t~ansport also. 

Source: Same as in table 2. 

Supply potential remains still quite high in Southern Europe notwithstand
ing the existence of certain congested regions. Accommodation both in hotels 
and similar establishments has expanded quite rapidly during the decade. Tur
kish statistics give probably a false impression of the supply potential due to 
the method used in classifying establishments in the hotel category in 1975. 
True, the rate of expansion of the number of beds in hotels and similar estab
lishments (motels, inns and boarding houses) has been less than the rate of 
growth of tourist arrivals with the exception of Portugal and Yugoslavia (com
pare data in tables 3 and 12) but annual occupancy rates at an average of 
46 per cent in 1982 (tables 12 and 13) suggest reasonable supply potential 
provided tourist policy tackles successfully the distribution of occupancy rates 
throughout the season. 

TABLE 12 

Number and growth of beds 

Number of beds Growth: 1975·1985 
(thousands, 1985) (percentages) .. 

Hotels Supple· Hotels Supple-
and and 

Hotels similar mentary Hotels similar 
mentary 

establish· 
accom- establish· 

accom-

ments 
modation ments 

modation 

Greece. .... 309.3 322.7 85.6 73 74.2 28.2 
Italy .... 1,303.8 1,617.2 3,349.1 20 8.2 29.2 
Portugal .. ...... 63.6 355.1 224.1 31.4 288.9 211.9 
Spain . 843.3 1,005.3 683.4 47.7 5.3 - 46.5 
Turkey .... 51 64 11 -53.6 - 48.3 57.1 
Yugoslavia . 289.6 321.3 939.6 42.5 34.3 33.7 

Source: Same as in table 2. 
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The difference between the maximum and minimum monthly occupancy 
ratios is 60.7 (beds) in Yugoslavia, 53.3 in Greece, arouod 45 in Italy and Por
tugal and around 39 in Spain and Turkey. Yugoslavia has the highest maximum 
occupancy ratio at 84.8 (1984) and Italy the lowest at 68.6. 

TABLE 13 

Annual occupancy rates (beds) 

1970 1982 

Greece .. . . . . . . . 56 45.9 
Italy. . . . . . . . . . . . . ..... 36.4 37.6 
Portugal . . . . . . . . . . . ..... 47.7 51 
Spain 52 52.2 
Turkey ... . . . . . . . . . . . . . . . . . . . . ...... 40 43.3 
Yugoslavia . . . . . . 40.7 46.8 
Average .. . . . . . . 45.5 46.1 

Source: Same as in table 2. 

TABLE 14 

Min./max. monthly occupancy ratios (beds) 1984 

Greece .. . 
Italy. . ............. . 
Portugal .. . 
Spain 
Turkey .... 
Yugoslavia 
Average . 

Source: Same as in table 2. 

Minimum Maximum 

26 79.3 
23 68.6 
31.2 77.6 
38.4 77.6 
33.1 72.7 
24.1 84.8 
29.3 76.8 

Percentage change 

- 18 

+ 3.3 

+ 6.9 

+ 0.4 

+ 8,3 

+ 15 

+ 1.3 

Difference 

53.3 
45.6 
46.4 
39.2 
39.6 
60.7 
47.5 

Extending the season by means of European initiatives at staggering school 
and industrial holidays, promoting senior citizens' winter tour schemes, etc., 
would contribute to the better use of the existing supply potencial. 

However, the emergence of cultural tourism as a new element in tourist 
growth may require additional capacities in rural regions. Supply potencial for 
rural tourism needs to be built up. 

6 - Options for convergent growth 

The European South as a result of a unique combination of climate and 
history, of sun and monuments, of beaches and museums, has strong com
parative advantage in tourist development. Building upon their comparative ad-
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vantage in the export of tourist services, the Southern European countries have 
been attracting a sizeable share of world tourism - a proportion of world 
tourism far in excess of their share in either world income, production or trade. 
However, during the past decade their share of world tourist revenues has re
mained persistently at a level below their share in nights spent in tourist ac
commodation. After a period of approximately fifteen years of attracting a ris
ing share of world tourist revenues, the countries of the European South have 
had to satisfy themselves for the past ten years with a constant - and occa
sionally falling- share in an environment of slow growth. 

As the growth in disposable income in the tourism generating countries 
is outside the influence of the Southern European countries measures to rein
vigorate the tourist industry and to strengthen its income creating capacity for 
the region include: vertical integration, horizontal differentiation and improving 
price competitiveness. Vertical integration aims at capturing a larger share out 
of a given amount of tourism generated revenues. Horizontal differentiation im
plies the development of additional forms of tourism less sensitive to changes 
in the disposable income of the tourism generating countries or less price sen
sitive. Improving price competitiveness is particularly important for the more 
standardised type of tourism of the sunlust variety. 

The tourist industry of the countries of Southern Europe is characterised 
by a low degree of vertical integration. This low degree of vertical integration 
contributes to a high leakage of tourism generated income to the originating 
countries (5). Tourism involves a package of services including transport, 
ground arrangements, accommodation, catering, etc. (Young, 1973). The pro
vision of some of the items in this package is subject to substantial barriers 
to entry and hence a high degree of market concentration. This explains why 
some elements of the tourism package of services are often dominated by firms 
in large tourism generating countries. The international tour operator market, 
the wholesaler part of the tourist business, is one s~ction of the tourist indus
try where economies of scale in serving many markets, knowledge of tastes 
in large tourist generating countries and connections with airlines domiciled 
there give rise to substantial barriers to entry making extremely difficult the 
competitive survival of tour operators from small home markets in tourist receiv
ing regions. A highly concentrated international tour operator market places 
hotel operators in tourism receiving countries at a bargaining disadvantage that 
reduces their capacity to maximise income from tourism. However, entry bar
riers to this market tend to be lower the less concentrated is the tourist mar
ket geographically and the more special are the tourist interests. Combining 

(5) A striking example of leakages due to insufficient vertical integration is provided by the 
Greek balance of international fare payments and receipts. Despite the growth in foreign tourism, 
the Greek balance of international fare payments and receipts remained persistently negative ris
ing from a deficit of $25.8 million in 1975 to a deficit of $86 in 1985. All other countries of the 
region maintain a surplus in their balance of international fare payments and receipts for road, 
sea, rail and air transport (OECD, 1986). 
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forces with local hotels and the airlines of the receiving countries will be one 
route for tour operators from these countries to expand vertically and estab
lish themselves in the tourism generating countries. Also, the more rapid is the 
growth of domestic tourism within the receiving countries of international tourism 
the more substantial the home basis of the tour operator will become making 
it easier for a subsequent expansion into tourism generating countries. However, 
domestic tourism has been expanding during 1980-1984 at a rate below that 
of foreign tourism in all countries of the region with the exception of Spain. 

Through management contracts, licenses or franchises, hotel groups from 
the tourism generating countries can tap part of the revenue generated from 
international tourism and add another source of income leakages out of the 
tourism receiving regions. The share of transnational associated hotel rooms 
in total hotel rooms available in the countries of the region is, with exception 
of Italy, above the European average but approximately equal to the average 
for all countries (table 15). Recent developments in telematics can strengthen 
the degree of vertical integration of the tourist industry of the region by ena
bling local hotels to communicate directly with the final consumer of the tourist 
product. A Prestel type of data bank covering the countries of the region could 
strengthen the competitive position of indigenous hotels vis-a-vis the large mul
tinational hotel chains. 

Greece . 
Italy. 
Portugal 
Spain. 
Turkey ... 
All Europe .. 
All countries . 

TABLE 15 

Share of multinational hotel rooms in total hotel rooms, 1978 

Percentage 

4.3 
1 
5.2 
3.1 
9.2 
2.2 
3.3 

Source: UNCTC, Transnational Corporations in lnternactional Tourism, New York, 1982. 

Vertical integration can thus assist in containing within the receiving coun
tries part of the revenues generated by international tourism. 

Horizontal differentiation means essentially the stimulation of new forms 
of tourist activities that will extend the tourist season (and increase occupancy 
rations in hotels) or create new types of wanderlust tourism based on enrich
ing one's cultural experience. Staggering annual holidays in tourism generat
ing countries, the introduction of winter tour schemes for senior citizens, cruise 
holidays, rural and cultural tourism, the development of museums or exhibitions 
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on special themes, business tourism, etc., are some of the methods that can 
extend the tourist season, use more efficiently the existi[lg stock of accommo
dation facilities and reduce the seasonality and cyclical sensitivity of tourism. 

Price competitiveness depends on a variety of policies including exchange 
rate policy. The maintenance of realistic exchange rates that discourage 
prolonged speculative actions helps towards the regular inflow of the foreign 
exchange receipts generated by tourism. 

Deregulation of the transport industry can provide another boost to the 
revenues generated from tourism. As already noted in the previous section the 
elasticity of the demand for tourist services with respect to transportation cost 
is quite high particularly in the case of air transport. 

But it is not only in the air transport industry that r.emoval of obstacles 
to international transactions and the strengthening of competition will encourage 
the further growth of international tourism. Other obstacles to international 
tourism acting to retard its growth exist. A checklist produced by the Tourism 
Committee of the OECD in 1983 included 40 types of such obstacles grouped 
into four categories: obstacles affecting (a) the individual intending to travel, 
(b) companies providing services to facilitate travel (e. g. travel agents, tour 
operators), (c) companies providing transportation and (d) companies providing 
reception facilities (e. g. hotels, car hire firms) (OECD, 1984, p. 79). Following 
the publication of this inventory, work proceeded for the development of an 
instrument within the OECD <<to cover those sectors, both facilitation and others, 
which had been shown to contain obstacles to international tourism where these 
obstacles were not common to sectors other than tourism» (OECD, 1986, p. 88). 
This instrument took the form of a decision-recommendation on international 
tourism policy adopted by the OECD Council on 27 November 1985. This 
decision-recommendation states the areas that progress needs to be made to 
remove impediments to international tourism and distortions of competition wi
thin the sector. In two annexes the decision-recommendation on international 
tourist policy lists in detail the obligations accepted by OECD member States 
in a number of specific tourist sectors and lays down guidelines which OECD 
members have agreed to in the field of travel facilitation. The basic approach 
underlying the decision-recommendation is that the norm should be that no res
trictions are to be placed upon the expenditure by residents of OECD member 
States for the purpose of international tourism and travel. Thus the ultimate 
objective of the OECD decision-recommendation is to steer the international 
travel and tourism sector towards complete liberalisation. The obligations ac
cepted by OECD countries through their adoption of the decision
recommendation relate to customs facilities for travellers, the international cir
culation of private motor vehicles, camping cars and trailers and the temporary 
importation of items involved in tourism-related industries. A new text revising 
the OECD Code of Liberalisation on Current Invisible Transactions directly relat
ing to tourism was approved on 25 September 1985 allowing unlimited use of 
credit cards abroad, doubling the amount of travellers cheques and bank-notes 
that can be exported or imported automatically without the need to provide 
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justification; and trebling the quantity of domestic bank-notes which can be ex
ported. The impetus provided by such initiatives would lead to a removal of 
the limitations on international competition in the travel and tourism sector and 
the costs associated with it so that the provision of tourism services can con
tinue at an accelerated pace. 
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