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ExEcutivE Summary

Intellectual Capital:
A Key Driver of Hotel Performance

 
 
 
 

By Cathy A. Enz, Ph.D., Linda Canina, Ph.D., and Kate Walsh, Ph.D.

Investments in various forms of intellectual capital improve operating performance, according to the 
results of a study of 563 United States hotels. Using the hotels’ operating income as a measure of 
profitability, the study found that investments in certain forms of intellectual capital have a greater 

impact on profitability than others do. Controlling for the market value of the physical assets, occupancy, 
and the cost of living, the study analyzed the influence of expenditures on the following two forms of ex-
ternal intellectual capital: brand and operating company; and the following three forms of property-level 
human capital: service employees, support employees, and professional employees. 

Although the sample was divided into full-service hotels 
and limited-service properties, the results for both segments 
were similar for most forms of intellectual capital. First, the 
greater the expense incurred—or investment made—on 
an operating company and brand affiliation, the higher the 
profitability for both limited-service and full-service hotels. 
In addition, when either type of hotel spends more money 

on its service employees it realizes higher profitability. 
However, regardless of whether the hotel is full-service or 
limited-service, investing in professional employees did 
not significantly influence profitability. Not only that but 
expanded expenditures in support employees had a negative 
influence on profitability for limited-service hotels and no 
influence for full-service properties. 
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CHR REPoRTS

Intellectual capital is the value of the firm’s knowledge 
base. Three chief components of intellectual capital are: (1) 
human capital, or the knowledge, skills, and experience of 
the firm’s employees;1 (2) system capital, or the operations 
knowledge of the firm, including its processes, policies, and 
procedures; and (3) customer capital, referring to the value 

of a firm’s brand, its marketing channels, and its ability to 
attract and retain a loyal customer base.2 This study assesses 
these three components as follows: investments in the hotel 
brand as an indicator of customer capital; management com-
pany fees as a reflection of systems capital; and, to measure 
human capital, salaries and wages of three types of prop-
erty-level employees (i.e., service, support, and professional 
workers). Using these measures, we examined the effects of 
investments in each of these forms of intellectual capital on 
operating income. 

Intellectual Capital:
A Key Driver of Hotel Performance

 
 
 
 

It is not uncommon to hear hotel-industry leaders make a declaration such as the following: 
“successful hotels invest in their people.” Such a statement made us wonder whether this is true. 
That is, is it possible that paying employees more adds value beyond the cost associated with 
the additional payment? Also, do higher payments for a brand or an operating company add 

value? This report explores those questions, by investigating the ways in which hotels increase their 
performance by investments in intellectual capital. In this case, investment refers to expenditures that 
may boost operating income and thus increase the value of the property.

By Cathy A. Enz, Ph.D., Linda Canina, Ph.D., and Kate Walsh, Ph.D.

1 J.B. Barney and P.M. Wright, “On Becoming a Strategic Partner: The 
Role of Human Resources in Gaining Competitive Advantage,” Human 
Resource Management, Vol. 37 (1998), pp. 31-46.; N. Bontis and J. Fitz-
enz, “Intellectual Capital ROI: A Causal Map of Human-capital Anteced-
ents and Consequences,” Journal of Intellectual Capital, Vol. 3 (2002), pp. 
223-247; and M.A. Hitt, L. Bierman, K. Shimizu, and R. Kochhar, “Direct 
and Moderating Effects of Human Capital on Strategy and Performance 
in Professional Service Firms: A Resource-based Perspective,” Academy of 
Management Journal, Vol. 4 (2001), pp. 13-26.

2 A. Seetharaman, H.H.B.Z. Sooria, and A.S. Saravanan, “Intellectual 
Capital Accounting and Reporting in the Knowledge Economy,” Journal of 
Intellectual Capital, Vol. 3 (2002), pp. 128-148.
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The Value of Intellectual Capital

Organizational advantage is created through the investment 
choices that firms make over time, often in response to a 
changing industry structure and competitive environment.3 
Recent research has found that investing in a firm’s knowl-
edge-based resources or intellectual capital is vital to gaining 
and sustaining competitive advantage.4 These resources 
enable firms to create capabilities that competitors find 
difficult to replicate.5 We argue that financial gains in the 
hotel business can accrue from purchasing external forms 
of intellectual capital (usually in the form of a brand and 
management-company expertise), as well as from invest-
ments in property-level employees. We suggest that investing 
in readily available forms of intellectual capital can produce 
valuable service capabilities,6 and that includes intellectual 
capital acquired from external firms and a hotel’s own ser-
vice and support employees.7 In short, we propose that lodg-
ing firms’ investments both in external sources of intellectual 
capital and in employees yield financial benefits. 

Intellectual capital exists at all levels of the organiza-
tion. What happens too often, however, is that professional 
employees’ knowledge and abilities are considered to be 
valuable intellectual capital, but that is not the case for the 
likewise valuable information held by service and support 
employees. Thus, we see the argument that the service firms 
that gain value from intellectual capital are those populated 
by “knowledge workers” or professionals (typically in high-
technology, finance, and consulting enterprises). Without a 
doubt, such employees create valuable human capital that is 

hard to find and is difficult to replicate. Thus, they represent 
a source of a firm’s competitive advantage.8 

In contrast, that perspective does not carry over to 
low-skilled workers. Instead of being viewed as investments, 
the salaries and benefits paid to low-skilled workers such as 
hotel service and support employees are commonly viewed 
purely as current-period expenses to be minimized. We 
believe that this view stems from an assumption that low-
skilled workers are easily replaced and as such, do not add 
to the firm’s competitive advantage. That said, it is difficult to 
estimate the value of or return on investment in any form of 
labor, including that of the highly regarded knowledge work-
ers, because the company’s payments to employees appear 
only on the income statement as an expense. 

The exploration of the concept of employees as as-
sets (even though their investment does not appear on the 
balance sheet) has only just begun. This is partly because 
the industry has not assessed the effects of various forms of 
intellectual capital on profitability. Thus, it is important to 
find a way to determine the influence of each of the various 
forms of intellectual capital on a firm’s performance as a first 
step to gauging how investments in intangible assets contrib-
ute to a hotel’s success. 

Management-company Expertise  
and Brand Affiliation

Most hotel operators appreciate the value of management-
company expertise and brand affiliation, whether offered by 
third-party management companies or franchisors. These 
forms of intellectual capital represent sources of competitive 
advantage that can be purchased in the marketplace and rep-
resent intangible assets that are usually considered external 
to the firm.9 

Studies of franchising indicate that hotel operators gain 
crucial service-delivery information in the management 
companies’ and franchisors’ operating systems.10 In addition, 

3 
R. Henderson and W. Mitchell, “The Interactions of Organizational and 

Competitive Influences on Strategy and Performance,” Strategic Manage-
ment Journal, Vol. 18 (1997), pp. 5-14; and S.A. Lippman and R.P. Rumelt, 
“The Payments Perspective: Micro-foundations of Resource Analysis,” 
Strategic Management Journal, Vol. 24 (2003), pp. 903-927.
4 S.K. Ethiraj, P. Kale, M.S. Krishnan, and J.V. Singh, “Where Do Capabili-
ties Come From and How Do They Matter? A Study in the Software 
Services Industry,” Strategic Management Journal, Vol. 26 (2005), pp. 
25-45.; M.R. Haas and M.T. Hansen, “When Using Knowledge Can Hurt 
Performance: The Value of Organizational Capabilities in a Management 
Consulting Company,” Strategic Management Journal, Vol. 26 (2005), pp. 
1-24.
5 B.L. Simonin, “Ambiguity and the Process of Knowledge Transfer in 
Strategic Alliances,” Strategic Management Journal, Vol. 20 (1999), pp. 
595-623.
6 S.C. Kundo and J.A. Vora, “Creating a Talented Workforce for Deliver-
ing Service Quality,” Human Resource Planning, Vol. 27 (2004), pp. 40-51; 
and B. Schneider and D.E. Bowen, “Understanding Customer Delight and 
Outrage,” Sloan Management Review, Vol. 41 (1999), pp. 35-45.
7 A.A. Lado, N.G. Boyd, and S.C. Hanlon, “Competition, Cooperation, 
and the Search for Economic Rents: A Syncretic Model,” Academy of Man-
agement Review, Vol. 22 (1997), pp. 110-141; Lippman & Rumelt, op.cit.; 
and Lorenzoni and Lipparini, “The Leveraging of Interfirm Relationships 
as a Distinctive Organizational Capability: A Longitudinal Study,” Strategic 
Management Journal, Vol. 20 (1999), pp. 317-338.

8 S.A. Snell, M.S. Youndt, and P.M. Wright, “Establishing a Framework for 
Research in Strategic Human Resource Management: Merging Resource 
Theory and Organizational Learning,” in Research in Personnel and Hu-
man Resources Management, 14, ed. G. Ferris (Greenwich, CT: JAI Press, 
1996), pp. 61-90.
9 N. Bontis, “There’s a Price on Your Head: Managing Intellectual Capital 
Strategically,” Business Quarterly, Summer 1996, pp. 40-47; and T.R.J. 
Engstrom, P. Westnes, and S.F. Westnes, “Evaluating Intellectual Capital 
in the Hotel Industry,” Journal of Intellectual Capital, Vol. 4, No. 3 (2003), 
pp. 287-303.
10 C. Inma, “Purposeful Franchising: Re-thinking of the Franchising 
Roundtable,” Singapore Management Review, Vol. 27 (2005), pp. 27-48; S. 
Shane, “Explaining the Distribution of Franchised and Company-owned 
Outlets in Franchise Systems,” Journal of Management, Vol. 24 (1998), pp. 
717-739;  X. Yin, and E.J. Zajac, “The Strategy–Governance-structure-fit 
Relationship: Theory and Evidence in Franchising Arrangements,” Strate-
gic Management Journal, Vol. 25 (2004), pp. 365-383; and C. Fulop and J. 
Forward, “Insights into Franchising: A Review of Empirical and Theoreti-
cal Perspectives,” Services Industries Journal, Vol. 17 (1997), pp. 603-625.
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operators purchasing franchising-systems capital also benefit 
from the economies of scale that are obtained through par-
ticipating in large organizations. The value of brand names 
and other identifying symbols are derived from a company’s 
relationship with its customer. In that context, a brand is 
often viewed as the most common example of customer 
capital.11

Property-level Human Capital

The value of purchasing a brand and a management system 
seems to be well established in the lodging industry, while 
the investment value of human capital seems less clear. As 
with the concept of human-resources architecture,12 we 
argue that different employee groups constitute distinct 
components of human capital and bring different kinds of 
value to their organizations. Three employee groups have 
the potential to offer a return for hotel investors: profes-
sional employees, service employees, and support employees. 
As a beginning point, here’s what we mean by these three 
categories. Service employees are the front-line workers in 
revenue-producing departments who engage in encounters 
with customers and deliver the product. As mentioned, 
these employees execute the firm’s strategy and are consid-
ered to be easily located and hired. Professional employees 
represent the organization’s sophisticated knowledge base. 
Considered to be less common and more expensive to obtain 
than service employees, professional employees bring with 
them more formalized education and training. Finally, sup-
port employees are behind-the-scenes workers who sustain 
the product and ensure that the service operation can run 

seamlessly. Again, this form of human capital is considered 
by hotel operators to be relatively easy and inexpensive to 
acquire. 

The intellectual capital of service and support employ-
ees is little regarded even though they possess work-related 
knowledge that is used in service encounters. Because the 
hotel’s low-skilled employees are viewed as inexpensive to 
hire, easy to train, and easy to replace, they are not typi-
cally considered to be a source of competitive advantage 
or a performance-enhancing investment. Instead, as we 
stated above, these employees are viewed as a cost of doing 
business—an expense to be minimized. This notion is sup-
ported by research in human-resources accounting,13 which 
suggests that investments in human capital are considered 
current-period expenses on an organization’s financial re-
cords (rather than an investment to be amortized). With that 
approach, decision-makers’ typical strategy is to minimize 
the cost of service delivery by making the minimal invest-
ment in employees. 

Because the investment in human capital is not 
recorded on the balance sheet or viewed as an appreciable 
asset, its rate of return is implicitly assumed to be no greater 
than zero. Given that view, hotel operators may invest too 
little in this resource. In minimizing that cost, though, 
operators may be reducing the potential for long-term value 
enhancement by these employees. In contrast to that view, 
investments in low-skilled employees have crucial value to 
the firm, because most customers make repeat-purchase 
decisions based on their satisfaction with service encounters 
that are handled by these very employees.14 

Given the many considerations explained above, this re-
port examines the mosaic of investments in readily available 11

 A. Brooking, Intellectual Capital: Core Asset for the Third Millennium 
Enterprise (London: Thomson Publishing, 1997).
12 For example, see: D.P. Lepak and S.A. Snell, “The Human Resource 
Architecture: Toward a Theory of Human Capital Allocation and Devel-
opment,” Academy of Management Review, Vol. 24 (1999), pp. 31-48; and 
D.P. Lepak and S.A. Snell,. Examining the Human Resource Architecture: 
the Relationships among Human Capital, Employment, and Human 
Resource Configurations,” Journal of Management, Vol. 28 (2002), pp. 
517-543.

13 For example, see: E.G. Flamholtz, M.L. Bullen, and W. Hua, “Human 
Resource Accounting: A Historical Perspective and Future Implications,” 
Management Decision, Vol. 40 (2002), pp. 947-954; and S. Sackmann, E.G. 
Flamholtz, and M. Bullen, “Human Resource Accounting: A State of the 
Art Review,” Journal of Accounting Literature, Vol. 8 (1989), pp. 235-264.
14 Schneider & Bowen, op.cit.

The intellectual capital of 
service employees is little 
regarded even though 
they possess work-related 
knowledge essential to service 
encounters.
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forms of intellectual capital—and especially the investment 
in human capital—taking into consideration the effects of 
the physical asset and other factors. We expected that the 
value of intellectual-capital investments on performance 
would depend on a hotel’s operating structure (that is, lim-
ited service or full service). 

The Study Approach

Annual-operating-income data by department for 563 hotels 
were supplied by PKF Hospitality Research Consulting for 
1998 through 2001. These data are particularly valuable be-
cause they have been consistently gathered and standardized 
to facilitate comparisons across key income and expense 
categories. All dollar-denominated variables were converted 
to 2001 dollars.15 

Each hotel identified itself as full service or limited 
service. Full-service hotels, including resort hotels and 
conference hotels, offer complete on-site food and beverage 
and distinguish themselves through their services, facilities, 
and amenities. These enterprises typically offer services such 
as a fitness center, gift shop, and business center. In contrast, 
limited-service hotels distinguish themselves through their 
value proposition. Beyond a room designed for their market 
segment, these hotels maintain limited on-site F&B ser-
vice. Other services are rarely included in the product. Our 
sample included 371 properties that identified themselves as 
full service and 192 properties that distinguished themselves 
as limited service. 

The methodology used in this paper follows that of Lev 
and Sougiannis, who related the performance of a firm to its 
productive capabilities.16 In the case of lodging properties, 
the productive capabilities of the firm may be derived from 
both its physical assets and various forms of intellectual cap-
ital. To examine the extent to which readily available forms 
of intellectual capital drive performance of lodging proper-
ties, we categorized assets as either physical or intellectual 
capital.17 We then subdivided expenses of intellectual capital 
into the following five categories: systems capital, customer 
capital, service employees, support employees, and profes-
sional employees. A positive relationship between any of 
these five variables and earnings implies a positive relation-
ship between the variable and the firm’s long-term value. 

Measures

We measured earnings as EBITDA (that is, earnings or 
income before interest expense, taxes, and depreciation and 
amortization) in 2001. The other key variables have been 
categorized as intellectual-capital or control variables.

Intellectual capital. Components of intellectual capital 
were measured by the five variables that we outlined above. 
Each of these independent variables was computed as the 
average of the annual values from 1998 through 2001. We 
measured systems capital using the total of the annual base 
and incentive management fees that each hotel pays to its 
management company. Customer capital was measured 
using the annual brand-royalty fee that a hotel paid to its 
franchisor, as well as all system-reimbursable advertising, 
marketing, and selling expenses. Human capital is measured 
by the departmental wages and salaries (including benefits) 
of three employee groups, that is, professional employees, 
service employees, and support employees. For our purposes, 
service employees are those working in revenue- 
generating departments, including the front desk and 
restaurant operations. Support employees are those working 
in nonincome-producing departments such as maintenance 
and laundry. Professional employees are senior managers 
and those in areas such as sales, accounting, and human 
resources.

Control variables. We needed to control for other 
factors that shape a hotel’s performance. The most critical 
of these are the property itself, customer demand, and dif-
ferences in the cost of living. To estimate the market value 
of the hotel’s physical property, we used an estimate of its 
appraised value that was calculated by dividing the hotel’s 
annual property-tax payment in 2001 by the applicable state 
tax rate. Our demand measure was occupancy percentage, 
calculated as the annual number of hotel rooms sold divided 
by the annual number of available rooms. Finally, to capture 
the effects of cost-of-living differences from market to mar-
ket, we calculated a salary index by ZIP code. This figure was 
the result of dividing the annual average salary in the hotel’s 
ZIP code by the U.S. average annual salary level. These data 
were obtained from the U.S. Bureau of Labor Statistics.

Investments in Full-service and Limited-service 
Hotels

Exhibit 1 (overleaf) shows the results of the regression 
analyses for both limited- and full-service hotels. The overall 
regression models were significant for both types of hotel 
(F=109.14, p < .001, for limited-service hotels; and F=141.34, 
p < .001, for full-service hotels). We can conclude, therefore, 
that the intellectual-capital and control variables are overall 
significant predictors of net income. Examining the stan-
dardized regression coefficients in both models also reveals 

15
 In addition, the estimated expression was scaled by number of rooms to 

mitigate heteroskedasticity.
16 B. Lev and T. Sougiannis, “The Capitalization, Amortization, and Value-
Relevance of R&D,” Journal of Accounting and Economics, Vol. 21 (1996), 
pp. 107-138.
17Financial assets, namely, cash and accounts receivable, were excluded 
because it is standard lodging industry practice to realize zero year-end 
balances in these accounts.
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that the controls for cost of living and customer demand 
were significant in each model. Investments in physical 
assets were important in contributing to higher levels of net 
income for full-service hotels, but were not significant for 
limited-service hotels.

Limited-service Hotels

Limited-service hotels attract their customer base through 
setting comparatively low prices. A possible strategy for lim-
ited-service providers is to enhance their operating efficien-
cies through obtaining established operations and systems 
knowledge. The success of this strategy was supported by the 
large and significant positive coefficient for systems capital 
for limited-service hotels (coefficient = 3.25, p < 0.001). The 
relative magnitude of the operating-company-expertise 
coefficient is an indication of the strength in generating 
additional value of this external form of knowledge invest-
ment. Systems capital enables firms to minimize the costs 
of service delivery and support staff, while still providing a 
reliable product to customers. In addition to purchasing a 
standard, proven operating system, limited-service hotels 
generally purchase a brand to establish customer loyalty, 
since customer capital or access to customers through 
advertising and distribution is critical. This idea is supported 
by the significant, positive coefficient for customer capital 
(coefficient = 1.59, p < 0.001). 

Despite the importance of outside capital to limited- 
service hotels, investments in internal human capital were 
also essential, in particular, expenditures on service employ-
ees. The most important source of human capital for lim-
ited-service hotels was the service employees who provide 
the necessary skills and tacit knowledge to deliver quality 
service, even for hotels without other amenities (coefficient 
= 0.96, p < 0.001). In contrast, the relationship between ex-
penses for professional employees and performance was not 
significant (coefficient = 0.32, p > 0.05), and the relationship 
of expenditures on support employees and performance was 
significant but negative (coefficient = -2.27, p < 0.05). Thus, 
it appears that high-performing limited-service hotels focus 
on investing in operating-company expertise, a brand name, 
and their service employees. 

Considering the weak influence of management-related 
expenses, we note that the relatively straightforward, rooms-
only operation of limited-service hotels may not require 
sophisticated knowledge or expertise. In such a milieu, pro-
fessionals may represent a form of human capital that does 
not contribute additional value, even though that capital is 
necessary to the hotel’s operations. Instead, additional in-
vestments in systems capital, that is, operating processes and 
procedures, appear to be an ample substitute for additional 
resources allocated to the professional staff. The same seems 
to be true of additional investments in support employees, 
who are required but do not add additional value in this type 
of operation. 

The results further suggest that additional investment in 
the physical assets also do not improve income for limited-
service hotels. Instead, the most profitable limited-service 
properties would be those that carefully control their invest-
ments in the physical assets.

Full-service Hotels

Full-service hotels aim to provide a distinctive product to a 
clearly defined and targeted customer at a price premium, to 
use the framework established by Michael Porter.18 This en-
tails building distinctive elements into product and services 
based on designing high-quality physical assets and ensur-
ing custom service. The higher costs associated with such a 
strategy should be more than offset by the prices that loyal, 
repeat customers are willing to pay for the service, ambience, 
and amenities. For full-service hotels, we found a significant, 
positive coefficient for the physical assets (coefficient = 0.02, 
p < 0.01), confirming the view that the physical characteris-
tics of these properties create value. Although that finding 
diverged from the case of limited-service hotels, two other 
variables for full-service hotels operated in similar fashion 
to limited-service properties. As with limited-service hotels, 

18
  See: Porter, op.cit.

Exhibit 1
Regression analyses for performance in branded 
hotels

 
 Variable  Limited Service  Full Service

Intercept  -27.41*** -73.47*** 
 

 Control variables

 Physical or Property Asset  .003   .02**
 Cost of Living   .17**  .34**
 Customer Demand  .15***   .65***

 Intellectual-capital variables

 Systems Capital  3.25***   .59**
 Customer Capital  1.59***   .82**
  Service Employees   .96***   .83***
 Support Employees   -2.27*   .71
 Professional Employees      .32 -.20
 
Number of observations 192   371
F - Value  109.16***  141.34***
R-squared   .83  .76
Adj. R-squared    .82  .75

All values reported in the models are standardized regression coefficients.
 
* p < .05;  ** p < .01; *** p < .001.
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Discussion and Conclusions

To ensure a hotel’s long-term economic performance, man-
agers must make investment choices that fundamentally 
are decisions about incurring a mix of various costs that 
create value. This study shows that hotels which invest in 
service workers, by which we mean incurring higher wage 
and salary costs per room, reap the benefit of higher future 
performance, even when we control for cost-of-living and 
hotel-occupancy levels. Put simply, when a hotel spends 
more money on service workers, it realizes higher operating 
income in subsequent years. Hotels that invested in service 
employees had higher performance, regardless of whether 
they are full- or limited-service properties. 

This study also underscored the importance of external 
knowledge. Hotels that were higher performers also invested 
more in both brand affiliation and in the operating system. 
While all of the hotels in this study were branded, those that 
spent more per room on their brand were more profitable. 
Investments in external operating systems and processes 
contributed significantly to performance. It is interesting 
to note that these external forms of intellectual capital were 
more important for limited-service hotels than for full-ser-
vice properties. We believe that the root of this finding is 
that these hotels must provide a standardized product and 
maintain cost efficiency, which is best accomplished by buy-
ing an operating system, rather than incurring additional 
expenses for professionals and support staff. 

In contrast, full-service hotels gained more from 
their investments in service employees than they did from 
external forms of intellectual capital. Even though brand 
and operations expertise is important to full-service hotels, 
investing in the customer-contact personnel results in better 
performance. This finding supports the conventional wis-
dom that employees are essential to the success of a service-
intensive business. The important qualifier, though, is that 
such success stems not from all employees, but only from 
those who work in the front line. In the context of this study, 
that means that investing in service employees enhances 
performance, but adding to the overhead in the form of 
support and professional staff does not do so. Hotels that 

investments in external systems (coefficient = 0.59, p < 0.01) 
and brand affiliation (coefficient = 0.82, p < 0.01) are impor-
tant to enhancing performance of full-service hotels.

Human capital. In full-service hotels we found a pat-
tern for investments in human capital that was essentially 
similar to that of limited-service properties. Investments 
in service employees are essential to performance. Con-
sistent with the statement at the beginning of this report 
(i.e., “people are our most important asset”), investments 
in service employees were a significant predictor of perfor-
mance (coefficient = 0.83, p < 0.001). That outcome was not 
so much a surprise as were the results for professional and 
support employees, because we thought that support and 
professional employees would also be necessary to create 
value in full-service properties. To the contrary, the findings 
from this study revealed that investments in neither support 
employees (coefficient = 0.71, p > 0.05) nor professional 
employees (coefficient = -0.20, p > 0.05) were significant 
predictors of future net income. 

Limitations

We temper our findings with the following limitations. First, 
our study permitted only a “black and white” categorizing of 
hotels into limited service and full service. Given the numer-
ous products that fall into these broad categories, we would 
wish to refine the study according to market segment (e.g., 
economy, midscale), but that was not possible with these 
data. In addition, we examined the effects of investments 
over four years, a relatively short period for assessing invest-
ment returns. Furthermore, we did not explore the question 
of whether there are limits to the investment in service em-
ployees. The study could be extended to determine whether 
there is a nonlinear relationship between past investments 
and future returns. Then one might be able to determine 
whether investments accumulate in an additive fashion or 
whether they have a point beyond which additional invest-
ments do not yield additional returns. Little is known about 
the role of time in accruing intangible assets. Nevertheless, 
our results suggest that intellectual capital, specifically in the 
form of human capital, represents a core element of the ser-
vice product and is an investment to be carefully protected.

Hotel operators may invest too 
little in human capital because 
its rate of return is assumed to 
be no greater than zero.
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obtain knowledge from external sources were more likely 
to achieve higher profitability than those that did not. The 
implication here is that the more-expensive external sources 
of knowledge may be worth the money, since they appear 
to deliver higher economic returns. Furthermore, greater 
investments in service workers may be a key to creating an 
advantage that competitors may find difficult to duplicate.

While service workers and external sources of intel-
lectual capital were essential to the success of the 563 hotels 
that we studied, the mix of investments in tangible assets 
and various pools of human capital that yield future per-
formance did vary according to whether the hotel was full 
service or limited service. In particular, physical assets are a 
significant predictor of performance for full-service hotels, 
but are not for limited-service hotels. Additional invest-
ments in support employees will not contribute to the per-
formance for full-service properties, and actually diminishes 
performance of limited-service hotels. This study shows that 
hotels must choose where to invest in labor.

This study represents the first we know of to uncover the 
critical effect and hidden value of selecting which intangible 
and tangible investments to select, according to whether a 
hotel is full service or limited service. Managers of all hotels 
might wish to invest further in service employees to enhance 
their hotel’s performance, although other types of experi-
ence and skill, such as that possessed by support staff and 
professional workers, might be better obtained from external 
knowledge sources that bring systems and customer exper-
tise to an organization. Regardless of which investments are 
chosen, though, hotel managers should avoid minimizing 
service-employee wages without understanding how doing 
so impairs the hotel’s long-term returns. 

Implications for Human-resources Strategies

An effective human-resources strategy is one that deter-
mines how various employees add value to the firm and then 
identifies the appropriate practices to enhance their value.19 

The logic that underlies much of this research is that human-
resources practices drive a firm’s performance.20 However, a 
critical problem for hotels is the retention of employees, a 
challenge exacerbated by low wages, rather than miscues in 
more sophisticated human-resources practices such as career 
development.21 Given this study’s findings, hotel managers 
may wish to give special attention to their compensation 
practices as a necessary starting point to link human- 
resources policies with investments that provide the greatest 
return.  Further, the optimal hotel human-resources strategy 
is one that focuses on customer-contact service employees. 
In short, our findings suggest that hotels would benefit from 
developing a human-resources strategy that protects and 
takes advantage of the investment in this group of employees. 

This study focused on how hotels can create value 
through their investment in intellectual capital. Our findings 
indicate that, in tandem with the physical product, invest-
ment in intellectual capital is a critical precursor to a hotel’s 
financial performance. Hotels that invest in their front-line 
employees will achieve future gains. In addition, the pur-
chase of external forms of intellectual capital also provides 
a return. Finally, whether a hotel is limited service or full 
service dictates the most appropriate investment mix of tan-
gible assets and specific forms of human capital to achieve 
long-term performance. Our findings have implications not 
only for those who study the nature of service-based work 
and human-resources strategy, but also for those making  
resource-allocation decisions. Intellectual capital, and specif-
ically human capital, represents a core element of the service 
product and is an investment to be carefully protected. n

When a hotel spends additional 
money on service workers, 
it realizes higher operating 
income in subsequent years.

19
 P.M. Wright, D.L. Smart, and G.C. McMahon, “Matches between Hu-

man Resources and Strategy among NCAA Basketball Teams,” Academy of 
Management Journal, Vol. 38 (1995), pp. 1052-1074.

20 Barney & Wright, op.cit.; B. Becker and B. Gerhart, “The Impact of 
Human Resource Practices on Organizational Performance: Progress and 
Prospects,” Academy of Management Journal, Vol. 39 (1996), pp. 779-801; 
J.T. Delaney and M.A. Huselid, “The Impact of Human Resource Manage-
ment Practices on Perceptions of Organizational Performance,” Academy 
of Management Journal, Vol. 39 (1996), pp. 949-969; and M.A. Huselid, 
“The Impact of Human Resource Management Practices on Turnover, 
Productivity, and Corporate Financial Performance,” Academy of Manage-
ment Journal, Vol. 38 (1995), pp. 635-672.
21 See: T. Simons and C.A. Enz, “Motivating Hotel Employees: Beyond 
the Carrot and the Stick,” Cornell Hotel and Restaurant Administration 
Quarterly, Vol. 36 (1995), pp. 20-27; and C.A. Enz, “Issues of Concern for 
Restaurant Owners and Managers,” Cornell Hotel and Restaurant Adminis-
tration Quarterly, Vol. 45 (2004), pp. 315-327.
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Study and share experiences with peers from around the world in these intensive hospitality 
management seminars led by Cornell faculty and industry experts. 

Intensive three-day courses run:
January 4-17, 2007 at the Cornell Nanyang Institute in Singapore
June 4-20, 2007 in Brussels, Belgium
June 25-July 14, 2007 at Cornell University in Ithaca, New York
July 30 - August 11, 2007 at the Cornell Nanyang Institute in Singapore

ONLINE COURSES
Available year-round, choose individual courses or combine courses to earn one of six 
Cornell Certificates. Interact with an expert instructor and a cohort of your peers to develop 
knowledge, and to effectively apply that knowledge in your organization.

CONTRACT PROGRAMS
Programs delivered by Cornell faculty for your company. Many hotel and foodservice 
management topics available, both “off the shelf” and custom developed to your needs 
and delivered to your management team on the Cornell campus or anywhere in the world.

Hospitality Executive Programs
Hospitality Leadership through Learning 

The

Cornell Short Courses, and Certifications for Hotel Industry Professionals
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www.hotelschool.cornell.edu/execed
COMPLETE PROGRAM INFORMATION AND APPLICATIONS AVAILABLE ONLINE 
PHONE: +1 607 255 4919  •  EMAIL: exec_ed_hotel@cornell.edu
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