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pricing authority to third-party internet-
based companies. The popularity of such 
services stems from  consumers’ desire to 
obtain the lowest rate within their desired 
market segment. One possible cure 
applied by many hotel chains is to off er 
a best-rate guarantee on their own web 
sites. A calculation of the option value 
of such guarantees shows, however, that 
current rate guarantees have little value 
to consumers. Instead, an application of 

option-pricing approaches demonstrates 
how a hotel company can structure a best-
rate guarantee that would provide value 
to consumers by off ering the guest the 
option of purchasing a price guarantee. 
Such an option would give the guest the 
lowest price posted on a specifi ed set of 
web sites, up to the time the guest arrives 
at the hotel. The pricing of this option 
would be based on 

With the growth of the internet, the increase in the volume of online bookings With the growth of the internet, the increase in the volume of online bookings Whas altered and multiplied the hotel industry’s distribution channels. While Whas altered and multiplied the hotel industry’s distribution channels. While Wthis growth has driven up the profi ts of online travel agencies, hotel operators Wthis growth has driven up the profi ts of online travel agencies, hotel operators W
are experiencing a loss of control over the pricing of rooms and a potential transfer of 

Low-price Guarantees:
How Hotel Companies Can Get It 

Right
by Steven A. Carvell and Daniel C. Quan

Carvell

Quan

CHR Reports
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hotel markets present. 
The “rules” are as follows: (1) The 

“tale of two cities” rule explains that 
changes in rate and occupancy do not 
automatically translate into changes in 
property values. Thus, property operators 
are not exclusively responsible for 
changes in valuation. (2) One has to keep 
the benchmarks handy (including such 
measurements as market equilibrium). 
(3) The cyclical nature of hotel occupancy 
and rates is well recognized and can aid in 
predicting performance. (4) Various time 
lags aff ect hotel market cycles. The eff ects 
of economic changes on rooms demand 
can show up in a matter of weeks, for 
example, but it appears that development 
plans lag changes in demand by as little 
as one year for limited-demand properties 
and as much as two years or more for 
full-service properties. (5) Except for the 
government-induced overbuilding of the 
1980s, the hotel industry’s development 
pattern has largely been self-correcting. 
When demand weakened in 2001, for 
instance, the supply overhang was not 

excessive. (6) Hotel capitalization rates can 
be subject to large swings (as much as 8 to 
12 percent), but cap rates are on balance 
countercyclical. They are more subject to 
interest-rate movements than other forms 
of real estate, and they eventually revert 
to historic averages. (7) Notwithstanding 
any of the other rules, and regardless 
of what fi nancial markets might show, 
buyers and sellers can mess things up 
by behaving in idiosyncratic fashion 
and will tend to overprice or underprice 
assets according to their own perceptions. 
(8) Although hotel investors seem to 
prefer to lock in fi xed-rate fi nancing, 
fl oating interest rates seem better matched 
to the hotel industry’s operating-revenue 
characteristics.

Given the accumulated information 
about hotel-market cycles, it seems likely 
that the industry will not repeat its over-
building mistake in this or future cycles. 
In the near future, however, we will be 
able to observe the nature of a cyclical 
peak in many markets.

Eight Rules
for Competing in 

Hotel Real Estate Markets
by John B. Corgel

DATA REGARDING HOTEL MARKETS’ BEHAVIOR now exist through more than one ATA REGARDING HOTEL MARKETS’ BEHAVIOR now exist through more than one ATA REGARDING HOTEL MARKETS’ BEHAVIOR

complete market cycle, as well as through the wide variety of environmental 
conditions of the past 15 years. Those conditions include two general eco-

nomic recessions, two wars, and an unprecedented set of catastrophic events. This 
report consolidates the lessons of hotel markets in the past two decades. Specifi cally, 
the report covers developments in our understanding of hotel space markets, equilib-
rium in hotel markets, cyclical patterns, leads and lags, overbuilding, hotel capitaliza-
tion rates, the behavior of transacting parties, and debt-fi nancing alternatives. Here 
are  eight “rules of the road” for negotiating the obstacles to profi ts and returns that 

Corgel
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A study of over 6,000 hotels in all market 
segments found that virtually all hotels adjust-
ed their rates in association with changes in oc-
cupancy. Although revenue management was 
nearly universal, hotels in certain market seg-
ments were less likely to adjust rates with oc-
cupancy and some simply did not do so. Mid-
market hotels were heavily involved in revenue 
management, for instance, while many economy-
segment properties apparently did not use this 
strategy.

When the sample was divided according 
to pricing strategy, revenue management re-
mained a nearly universal strategy. With regard 
to pricing strategy, some properties maintain 

their rates at a premium to those of their imme-
diate competitors, while other hotels set room 
rates slightly below those of competitors (and 
others, much lower). Hotels that priced below 
competitors demonstrated strong use of reve-
nue management, as did hotels that set their 
room rates above those of their competitors. 
The chief exception to the use of revenue man-
agement was certain groups of economy hotels. 
At the other end of the scale, luxury properties 
that price well below their competition consti-
tute another group that does not seem to be ap-
plying revenue-management strategies.

An Examination 
of Revenue Management

in Relation to Hotels’ Pricing 
Strategies

by Cathy A. Enz and Linda Canina

MOST HOTELS IN THE UNITED STATES USE REVENUE MANAGEMENT, regardless of their 
pricing strategy relative to their competitive set. However, revenue manage-

ment is executed more closely on average by hotels that price above their competi-
tive set than by those who price below their competitive set.

Canina

Enz
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Our study found that hotels that locate in 
close proximity to higher segmented hotels 
(e.g., economy hotels with upscale hotels) 
benefi t without making similar product and 
service investments themselves. Alternatively, 
co-locating with a high percentage of hotels in 
lower product segments (e.g., upscale hotels 
with economy hotels) reduces performance 
for higher segmented properties. These eff ects 

The Agglomeration Conundrum:
How Co-location Helps Some 

Hotels and Hurts Others
by Cathy A. Enz, Linda Canina,

and Jeffrey Harrison

THIS REPORT SUMMARIZES the RevPAR benefits for hotels that locate in various 
types of competitive clusters, using data from 14,995 hotels and controlling for 
numerous demand-shaping factors (e.g., number of rooms, chain affi  liation, lo-

cation, population, and number of retail and dining establishments). 

are magnifi ed by the degree of strategic diff er-
ence between the focal hotel and the central 
tendency of the cluster. Being diff erent am-
plifi es the benefi t for hotels with a lower-cost 
orientation. For highly diff erentiated service 
providers, the greater the strategic distance 
from the cluster the more co-location can di-
minish revenues.
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that are mostly company owned. The study 
fi nds that when franchisors approve new same-
brand hotels in the vicinity of existing hotels, 
these new hotels do, indeed, cannibalize the 
incumbents’ revenues. Rather than apply a 
fi xed mileage distance, the study looked at new 
properties that are within ten, fi fteen, or twen-
ty chain hotels away from the existing property. 
In particular, the study found the following ef-
fects when a franchisor opens a nearby same-
brand hotel.

• Within franchised chains, a new same-brand 
hotel opened within the closest ten hotels of 
an incumbent hotel is associated with a loss 
of $66 in revenues per available room per 
calendar quarter for the incumbent from the 
time of the new hotel’s opening onwards

• The sample’s mean hotel size is 110 rooms. 
Thus, the revenue losses associated with 
same-brand entry translate into 2.7 percent 
of the typical hotel’s mean revenues.

• The losses from a same-brand entry are sta-
tistically signifi cantly greater in magnitude 
than those associated with the entry of ho-
tels of other same-tier brands.

• When the franchisor opens a hotel with a 
diff erent fl ag, losses are not as great as with 

a same-brand hotel. A new same-tier hotel of 
one of the same franchisor’s other brands 
opened within the closest ten hotels of an ex-
isting hotel is associated with a quarterly loss 
of $38 for the incumbent from the time of 
the new hotel’s opening onwards. This loss is 
inconsequentially diff erent from the entry of 
hotels from other same-tier brands ($36).

While same-brand impact does exist, the 
revenue eff ects do not appear to be great 
enough to jeopardize the franchisees’ viability. 
Nonetheless, franchisees need to consider po-
tential impact before the franchisor develops a 
property. On the one hand, contrary to claims 
of some franchisors, same-brand outlets do not 
lower existing outlets’ revenues less than a com-
peting brand’s entrance. Instead, a competing 
brand’s entry causes lower revenue losses than 
does the entry of a same-brand property. On 
the other hand, entry of one of a franchisor’s 
other brands causes no greater harm than the 
entry of competiting franchisors’ hotels. Finally, 
no impact is observed when company-owned 
chains open same-brand properties. Thus, im-
pact is likely caused by the fact that franchi-
sors benefi t from greater sales rather than from 
greater franchisee profi ts.

Quantifying Impact:
The Effect of New Hotels and Brand 
Conversions on Revenues of Existing 

Hotels
by Arturs Kalnins

EVER SINCE THE “BURST OF TIERS” IN THE 1980S meant that one company controlled several hotel 
fl ags in various product tiers, franchisees within large branded hotel chains have complained 

about impact (or encroachment) when their franchisor opens new hotels near the franchisees’ 
existing properties. While they are not happy when their franchisor opens a competing-brand 
property nearby, franchisees particularly claim that their revenues substantially decrease when 
the franchisor opens a same-brand hotel in the trading area. Until now, however, evidence of 
impact has been anecdotal. 

Using revenue data from 1,315 chain-affi  liated hotels in Texas in the 1990s, the study de-
scribed in this report examined eight hotel chains that are mostly franchised and two chains 

KalninsKalnins
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Based on a sample of 142 ventures of 53 
U.S. food franchisors in 37 countries, the 
inescapable conclusion is that the development 
commitments in most master franchise 
agreements are excessively large relative to the 
number of units actually built by the master 
franchisee. 

Specifi cally, a regression analysis found 
the following:

• Ventures with larger development commit-
ments have a lower probability of survival 
than those with smaller commitments. 

• With a development commitment size at the 
25th percentile of those in the data ($8.2 mil-
lion), the probability of a venture’s survival is 
49 percent. The probability goes down to 33 
percent with a larger development commit-
ment at the 75th percentile ($40 million).

Surprisingly, factors other than develop-
ment commitment size, such as the experience 
level of franchisors and franchisees, did not sig-
nifi cantly aff ect survival rates.

Other key fi ndings include:

• Of the 142 ventures in the sample, only 55 
(39%) survived until the end of the devel-
opment commitment periods, typically fi ve 
years.

• The median development-commitment size is 
34 units, or $19.2 million when normalized 
across chains by average investment per unit 
for each franchisor’s brand.

• Development commitments are usually not 
fulfi lled or enforced. Master franchisees op-
erated a median of only three units at the 
end of the development-commitment period 
in the 55 surviving ventures. Additionally, 
the franchisees completely fulfi lled the de-
velopment commitment in only six (11%) of 
the surviving ventures.

As a consequence, franchisors and fran-
chisees should realize that aggressively large 
development commitments do not yield more 
successful ventures. Moreover, excessive devel-
opment commitments generate a misallocation 
of resources that lower venture survival rates.

Rather than overcommit resources, a bet-
ter approach would be for franchisors to set 
modest initial development commitments—not 
exceeding a total required investment of $10 
million. This number allows the franchisees to 
allocate resources appropriately without over-
developing. If they fulfi ll this initial commit-
ment, they can renegotiate a larger commit-
ment with the franchisor in exchange for a 
larger geographic territory.

Biting Off More 
than They Can Chew:

Unfulfilled Development 
Commitments in International 
Master Franchising Ventures 

by Arturs Kalnins

IN THE LAST 25 YEARS, many U.S. food franchisors have ventured into foreign mar-
kets, commonly with local partners as master franchisees. Many international 
master franchising contracts include development commitments that specify a 

number of outlets that the franchisees must develop in exchange for exclusive rights 
to an assigned market (often, their entire nation). 
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By Kelly A. McGuire and Sheryl E. Kimes

the waiting guests that shift demand and violate 
the fi rst-come, fi rst served expectation.

This study tested the following four de-
mand-shifting tactics: seating guests according 
to party size (by matching party size to available 
tables), accepting reservations for large parties 
only, seating VIP guests in preference to others, 
and allowing guests to call ahead to put their 
name on the waitlist for an approximate seat-
ing time.

The study found that guests would accept 
some of those approaches as being fair, while 
others are dimly regarded. In response to a se-
ries of scenarios involving these four seating 
policies, the 268 respondents rated seating by 
party size and call-ahead seating as being rela-
tively fair, but large-party reservations were seen 
as a neutral policy at best and VIP seating was 
considered to be essentially unfair. In general, 
respondents who said that they were not famil-
iar with a particular policy gave that policy a 
lower fairness rating than did those who had 
experience with that policy.

Perceived Fairness of 
Restaurant Waitlist-management 

Policies

One interesting fi nding was that fairness 
ratings were generally not infl uenced by wheth-
er a respondent gained the advantage of an ear-
lier seating from a given policy scenario. With 
regard to the respondents’ likelihood of return-
ing to a restaurant, however, the likelihood of 
return was greater when a particular demand-
shifting policy gave the respondent the advan-
tage of fast seating. Of the four policies, VIP 
seating was mostly likely to drive customers 
from a restaurant.

Although it makes sense to use demand-
shifting tactics to boost revenue during busy 
times, restaurateurs should be wary of using any 
tactic that guests see as being unfair. Off ering 
a clear explanation of a policy, particularly call-
ahead seating and seating by party size, may as-
suage guests who would otherwise be unhappy, 
but accepting reservations for large parties is a 
chancy tactic and seating VIPs ahead of others 
might well be seen as unfair no matter how it 
is handled.

Kimes

McGuire

WHEN A RESTAURANT IS FULL, its managers have to determine which of several tactics they will 
use to seat the customers who are waiting in line for a table. The waiting guests generally 

might expect that the restaurant would seat them in the order they arrived, but not all restau-
rants use a fi rst-come, fi rst-served policy. Because restaurant operators seek ways to achieve the 
greatest possible revenue from a particular meal period, they may use approaches for seating 
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perception of the speed (or lack thereof), 
rather than the actual time spent dining, 
that carries the most weight with restau-
rant patrons. If a perceived wait is lon-
ger than what guests expected, their sat-
isfaction is likely to diminish, along with 
their assessment of the server’s abilities 
and their likelihood to return. By the 
same token if a meal proceeds at a tem-
po much faster than expected, diners will 
feel rushed and will conclude that their 
server is not willing or able to attend to 
their needs. In particular, restaurants 
should approach the actual meal, that is, 

the in-process stage of the dining experi-
ence, with care. On the other hand, the 
pre-process stage, when guests are order-
ing drinks and reading the menu, and 
the post-process stage, when guests are 
receiving and settling the check, can be 
hastened in certain situations. The study 
found that patrons in casual and upscale 
casual restaurants are more willing to ac-
cept duration-reduction strategies than 
are patrons of fi ne-dining restaurants, 
where an appropriate pace is essential to 
satisfaction. 

Dining Duration and Customer 
Satisfaction

by Breffni M. Noone and Sheryl E. Kimes

RESTAURATEURS MAY BE TEMPTEDRESTAURATEURS MAY BE TEMPTEDR  to speed up the pace of their customers’ meals 
during busy periods in a bid to increase table turns. While selling more cov-
ers should boost revenues, a study of restaurant patrons fi nds that strategies 

aimed at reducing dining time should be applied carefully. By dividing a dining ex-
perience into three segments, one can assess the eff ects of duration-reduction eff orts 
at each point in the process. On balance, restaurant patrons do not want to feel 
that they are being rushed nor do they want to be unduly delayed. Indeed, it is the 

Noone
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that confusion and to guarantee that the 
guest is quoted the lowest available rate 
for each night of a multiple-night stay. 
As a result, instead of paying the same 
price for each room-night, the guest 
would pay diff erent prices each night. 
Understanding customers’ perceptions 
of a BAR policy can help hotel managers 
better apply revenue management tools 
that maximize revenue without compro-
mising guest satisfaction. 

This study surveyed 153 travelers to mea-
sure their reactions to BAR pricing and their 
perception of its fairness, acceptability, rea-
sonableness, and honesty. We found that for 
a multiple-night stay, customers prefer to be 
quoted individual rates for each night (non-
blended rates) rather than the average price 
per night over the stay (blended rates). Overall, 
customers found individual rates to be signif-
icantly more fair, acceptable, reasonable, and 
honest than blended rates. However, custom-

er reactions to non-blended and blended rates 
diff ered between frequent and infrequent trav-
elers. Frequent travelers found no diff erence 
in fairness between blended and non-blended 
rates while infrequent travelers perceived non-
blended rates to be more favorable.

The fi ndings of this study can help man-
agers more precisely tailor the way that they 
give rates and information to customers dur-
ing the reservation process. Respondents pre-
ferred to be quoted individual rates, so that 
they know they are paying the lowest available 
nightly rates, rather than blended rates, which 
conceal the actual nightly rates. To ensure that 
customers have positive perceptions of price 
fairness and honesty, managers should quote 
non-blended rates, such as those that accom-
pany BAR guarantees. Managers should also 
pay close attention to the implementation of 
a BAR guarantee policy, as the poor execution 
of a complex variable-pricing policy could com-
promise its acceptance.

Best-available-rate Pricing 
at Hotels: 

A Study of Customer 
Perceptions and Reactions

by Kristin V. Rohlfs and Sheryl E. Kimes

VARIABLE PRICING, OR DEMAND-BASED PRICINGVARIABLE PRICING, OR DEMAND-BASED PRICINGV , is a popular revenue management 
technique by which hotel managers set diff erent nightly rates for the same room Vtechnique by which hotel managers set diff erent nightly rates for the same room Vbased on expected room demand. Operational policies and procedures associ-Vbased on expected room demand. Operational policies and procedures associ-V

ated with variable pricing may be confusing to customers, especially if they are not 
familiar with the practice. Best-available-rate (BAR) pricing is an attempt to reduce 

Rohlfs
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Retaining Management Talent:
What Hospitality Professionals 

Want from Their Jobs 

by Masako S. Taylor and Kate Walsh

ONE OF THE PRIMARY CHALLENGES THAT THE HOSPITALITY INDUSTRY CONTINUES TO FACE IS HIGH

levels of turnover. With an eye toward fi nding ways for the industry to reduce un-
wanted turnover, we examine turnover intentions of one the most critical groups of employ-
ees: namely, management staff . Using a sample of 401 graduates of the Cornell University 

Taylor

Walsh
School of Hotel Administration (with gradu-
ation dates of 1987 through 2002), this study 
identifi es the job features that enhance man-
agers’ commitment levels to their organiza-
tions and to the industry generally, as well 
as reduce their likelihood of leaving both. 
A key fi nding of this study is that these hos-
pitality professionals are actively managing 
their careers. To that end, they are looking 
for challenging jobs that off er growth oppor-
tunities, competent leadership, and fair com-
pensation. Foremost among those factors is 
the chance to gain career growth through in-
creasingly challenging assignments. While a 

substantial number of respondents were mo-
tivated by external factors, such as compensa-
tion, most of the respondents fi nd the great-
est motivation from the internal aspects of 
the job, including the opportunity for per-
sonal and career growth and the chance to 
make a contribution to the organization. To 
the degree that those desired jobs features 
are in place, hospitality managers’ commit-
ment levels will rise. Managers’ commitment 
to performing challenging work especially re-
duces their likelihood of leaving their com-
panies and the industry.
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Why Customers Shop Around:
A Comparison of Hotel Room Rates 

and Availability across Booking 
Channels

As hotel chains and their would-be guests confront the plethora of electronic As hotel chains and their would-be guests confront the plethora of electronic Adistribution channels, they face a complex picture of rates and availability Adistribution channels, they face a complex picture of rates and availability Aof hotel rooms. In an attempt to sort out which channels off er consistent-Aof hotel rooms. In an attempt to sort out which channels off er consistent-A
ly low room rates, this study found that chains have made considerable progress 
in fulfi lling a stated goal of off ering lowest-cost last-room availability on their own 

Thompson

by Gary M. Thompson, Ph.D., and Alexandra Failmezger

websites, in competition with sites oper-
ated by third parties. However, a check of 
137 possible booking dates in four diff er-
ent hotel segments also revealed that the 
third-party providers, notably Travelocity, 
still frequently off er the lowest rate. The 
old standby of telephoning the hotel for 
a booking yields the lowest rate less of-
ten than does booking on the website or 
with a third party. However, telephoning 
the hotel is the most accurate channel 
for ascertaining room availability. The 
chains’ websites were reasonably good at 
ensuring room availability, while third-
party providers, notably, Expedia, often 
showed rooms as unavailable at a given 

rate, when, in fact, the room was avail-
able through other channels. 

The fi ndings demonstrate the rela-
tive consistency of the chains’ own web-
sites in off ering customers the lowest 
rate (and thereby gaining the booking), 
but the fact remains that customers who 
shop around may fi nd even lower rates. 
In terms of ensuring that customers re-
peatedly look to book a particular chain, 
what makes sense for hoteliers is to main-
tain consistent rates across all channels, 
so that price becomes less of a consider-
ation in the booking decision.
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eration, and eventual success of an IT initiative. 
Using this model requires an analysis of the 
following factors: the IT hardware and software 
itself, the people with direct involvement in 
the information system, the process that those 
people follow in completing a business activ-
ity, and the business’s structure, including its 
organizational design and formal and informal 
reporting relationships. All of those internal 
factors and their interactions are cast against 
the broader context of infl uences that enable 
or constrain the business’s opportunities. To 
illustrate the STM, the report examines the 
case of Nestlé USA’s implementation of an en-
terprise resource planning system. The second 
framework, the IS cycle, models the business’s 
use of information systems over time, including 
routine operations and change initiatives. The 
model’s basic concept is that today’s informa-
tion is a valuable asset that, appropriately man-
aged by way of information-system initiatives, 
can create tomorrow’s business opportunities. 

IS Design: 
A Systematic Way to Analyze IT in 

Your Business

by Erica L. Wagner, Gabriele Piccoli, and Sharon Louthen

INFORMATION TECHNOLOGY INVESTMENTS must be thought of in terms of a firm’s overall infor-
mation system. This report explains and illustrates two frameworks that emphasize the role 

of IT as a fundamental component of organizational information systems, namely, the socio-
technical model of information systems (STM of IS) and the information systems cycle. The 
STM integrates all internal and external factors that bear on the design, implementation, op-

In illustrating this model the report presents 
the case of Harrah’s Entertainment. By focus-
ing on customers’ use of a business intelligence 
program, Harrah’s was fi rst able to determine 
who were its best customers (surprisingly, not 
high rollers), and then devise ways to encour-
age those good customers to become even bet-
ter customers while increasing the ranks of 
the profi table customers through an attentive 
attraction strategy. The concluding insights 
for management, which are illustrated by hy-
pothetical situations, should help guide the 
design, development, management, and use of 
organizational information systems. In particu-
lar, it’s worth noting that IT initiatives cannot 
precede organization change (although imple-
menting an IT system will undoubtedly aff ect 
the entire business), one does not always need 
to purchase the “best” or most recent technol-
ogy, and information systems are constantly 
evolving as a business changes.

Wagner

Piccoli

Louthen
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managers can use the tool presented in this 
report to analyze the ways and means through 
which employees receive their messages and 
thus ensure that important communications 
are received. The tool, Guide to Aligning Present 
Practices with Possibilities, or GAPPP, helps man-
agers create a specifi c communication plan. 
GAPPP analysis has two steps. The fi rst step is 
to survey employees to develop an accurate pro-
fi le of information patterns. Step two involves 
analyzing the survey results against a series of 
questions that form a guide for designing an 
action plan that addresses employees’ commu-
nication habits and preferences.

In the case of service quality, for instance, 
a study of a hotel in the northeastern United 
States found diff erences in how managers com-
municated compared to the ways in which em-
ployees typically received information. For in-
stance, the study found that women were more 
likely to gain information from written materi-

als than were men. Moreover, diff erent ethnic 
groups received information in diff erent ways. 
While native English speakers benefi ted from 
oral explanations of service quality issues, spo-
ken instruction did not work so well for non-
native speakers. As one result, the hotel creat-
ed visual templates for housekeepers to show 
them where amenities should be placed. Non-
native speakers were also helped by written 
materials. Interestingly, one other fi nding was 
that the hotel’s general manager was a closely 
watched and infl uential source of information 
about the meaning of quality service.

Having inventoried employees’ preferred 
communication sources and channels, a man-
ager can adjust current communication prac-
tices to align with the way employees receive 
information-keeping in mind that clarity may 
require several channels. 

Closing the GAPPP:
Increasing Your Internal Influence 

with Confident Communication

by Judi Brownell and Daphne Jameson

MANAGERS FACE BOTH GOOD AND BAD NEWS when they attempt to communicate 
their vision and standards for their business. The bad news is that managers 
often cannot tell when, how, and from what sources employees receive their 

information about a business’s practices and procedures. The good news is that 

Brownell

Jameson

CHR Tools
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CHR Tools

Hospitality Valuation Software,
by Stephen Rushmore and Jan deRoos

(Tool no. 3)
Winner of The Center for Hospitality Research 2005 award for most useful tool, Hospitality 
Valuation Software is the only non-proprietary computer software designed specifi cally to assist 
in the preparation of market studies, forecasts of income and expense, and valuations for lodg-
ing property. The software provides an accurate, consistent, and cost-eff ective way for hospital-
ity professionals to forecast occupancy, revenues and expenses and to perform hotel valuations. 
Using established methodology, the Hospitality Valuation Software is a sophisticated tool for 
lodging professionals. The Tool consists of three spreadsheets and a user’s manual.

Turnover Cost Evaluator,
by Timothy Hinkin and Bruce Tracey

(Tool no. 4) 
Turnover Cost Evaluator provides an analysis of the direct and indirect costs associated with 
turnover. This Tool allows users to identify how much they are spending to replace line, mana-
gerial, and executive staff . If the costs of turnover are better understood, then more eff ective 
strategies can be developed to reverse the negative eff ects of this endemic problem.

Restaurant Table-Mix Optimizer,
by Gary Thompson

(Tool no. 6)
 The Restaurant Table-Mix Optimizer (RTMO) is designed to help managers fi nd the best mix of 
tables for their restaurants, in terms of revenue (or contribution margin). As inputs, the RTMO 
requires information that most managers already have available: the percentage of total par-
ties that fall in each size (e.g., parties of one constitute 20 percent of total parties); the average 
dining duration by party size; the average check by party size; the space to be allocated in the 
restaurant; which table sizes can be used; and the space required by each table size allowed.

As outputs, the RTMO identifi es the maximum number of parties that can be served per 
hour; the maximum average value (contribution margin or revenue) per available space-hour 
(VPASH) that the restaurant can achieve; and which table combinations are best used to serve 
each size party. RTMO is a web-based tool that allows you to create, evaluate, and save diff erent 
scenarios. This enables you to determine the eff ect on performance of such things as changing 
which table sizes you have in your dining room.

Web-based CHR Tools

Web-based CHR Tools are available for interactive use at no charge. 
Register at www.chr.cornell.edu for access to these Tools and to 

download the CHR Reports listed in this Compendium.
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Preparing for Disaster: 
Recommendations Based on the 

Blackout of 2003

by Robert J. Kwortnik

The best way to prepare for the extend-
ed loss of electrical power that may stem 
from a natural or man-made disaster is to 
methodically consider the problems that 
will likely arise and devise strategies for 
ameliorating those problems. The check-
list in this article will assist managers in 
that process. The checklist, developed 
from the experience of hoteliers caught 
in the northeastern blackout of ’03, pro-
vides a means of analyzing a hotel’s po-
tential exposure to diffi  culties that occur 
in thewake of a power outage.

The checklist covers facilities and pro-
cess management (e.g., know where you 
are vulnerable when power goes down), 
emergency planning and management 
(e.g., formulate an emergency plan), peo-
ple management (e.g., train staff  on man-
ual processes), and guest management 
(e.g., determine ways to enlist guests’ as-
sistance in coproduction during emer-
gencies). One issue is for the hotel to con-
sider the costs and benefi ts of a generator 
for standby power.
pp. 47-51

Safeguarding Hospitality Service 
When the Unexpected Happens:

Lessons Learned from the 
Blackout of ’03

by Robert J. Kwortnik

When power failed late in the after-
noon of August 14, 2003, hotels in the 
northeastern United States and southern 
Canada were left without electricity for 
as long as 48 hours. A study of 147 hote-
liers assessed the response to the event. 
On average, the blackout lasted 16 hours 
for the hotels that lost power. While all 
the hotels had battery-powered exit lights, 
the backup emergency power eventually 
failed at half of the hotels. Only one of 
four hotels had auxiliary power for oth-
er than emergency circuits. Contrary to 
media reports of hotels’ turning people 
away, all of the hoteliers in this study re-
ported accommodating all guests, includ-
ing walk-ins. Some hotels completely lost 
access to a potable water supply—includ-
ing running water for sanitary facilities. 
Hotel managers and staff  members oper-
ated as many systems as possible by alter-
native means, including manually. Many 
managers considered the blackout of 
2003 to be an aberrant event, and thus 
have not altered their emergency plans.
pp. 13-39

Articles from Cornell 
Hotel and Restaurant 

Administration Quarterly

VOLUME 46, NO. 1 (FEBRUARY 2005)
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Multibranding Strategy: The Case 
of Yum! Brands

by Cathy A. Enz

With annual sales of $24 billion and 
30,837 restaurants in 2003, Yum! Brands 
is the world’s largest quick-service fran-
chisor. This case study analyzes its use of 
a cobranding strategy, which has been in-
strumental in the company’s growth. The 
strategy calls for combining two or more 
of its fi ve chain concepts in one restau-
rant (those being A&W, Kentucky Fried 
Chicken [KFC], Long John Silver’s, Pizza 
Hut, and Taco Bell). The cobranding ap-
proach has typically added 30 percent 
to sales compared to single-brand units. 
Most typical of the cobranding approach 
is to pair KFC with Taco Bell, or Pizza 
Hut with Taco Bell. These combinations 
are designed to appeal to diverse market 
segments and to extend the meal day-
parts. More recently, A&W and Long 
John Silver’s have been added to the co-
branding mix, allowing for even more di-
verse combinations.

So far the company seems to have 
avoided one potential downside of co-
branding, that of cannibalizing existing 
units’ sales, but it has experienced some 
challenges arising from the increased 
complexity of operations. In an accom-
panying commentary, Muller notes that 
cobranding fi ts well with the overall strat-
egy of giving customers what they want 
when they want it. In her commentary, 
DiPietro points out, however, that hav-
ing two brands in a single location can 
be confusing for customers and runs the 
risk of damaging the stronger of those 
brands.
pp. 85-91

The best way to gain a full understanding 
of a customer’s feelings about a hotel is 
to analyze the context of the customer’s 
comments. Heretofore a laborious 
process, qualitative data analysis is 
rapidly becoming feasible for hoteliers, 
using software applications that support 
content analysis and data linking, as well 
as those that off er advanced linguistic 
analysis. The content-analysis applications 
allow an analyst to assess the number of 
times a customer uses a particular word or 
phrase in written material or transcribed 
remarks. By counting the frequency of 
words and noting the association of 
certain words, one can categorize themes 
and concepts. By thus “quantifying” the 
qualitative communication, an analyst
can associate the resulting information 
with demographic or other quantitative 
data. A more sophisticated analysis 
is possible with linguistic analysis, 
which examines the semantics, syntax, 
and context of customers’ comments. 
Linguistic-analysis applications help the 
analyst identify the key ideas in a text, gain 
an indication of the relative importance of 
each idea, and then develop a prediction 
of a customer’s behavior based on the 
context of the remarks. Thus, unlike the 
typical fi ve-point customer survey, the 
resulting analysis gives a strong indication 
of a customer’s emotional connection to 
a particular hotel.
pp. 323-343
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2005)

Let Me Count the Words: 
Quantifying Open-ended 

Interactions 
with Guests

by Madeleine Pullman, Kelly McGuire, 
and Charles Cleveland
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Association of Nonfi nancial 
Performance Measures with 

the Financial Performance of a 
Lodging Chain

by Rajiv D. Banker, Gordon Potter, and 
Dhinu Srinivasan

Hotel chains have recognized the 
importance of nonfi nancial measures.
In addition to making hotel managers 
responsible for traditional fi nancial goals, 
the managers are also held to account for 
such measurements as guest satisfaction. 
One way to measure guests’ satisfaction 
is surveying their likelihood to return, 
while the level of complaints also bears 
on how well the hotel is operating.

An examination of the connection 
between nonfi nancial measurements with 
the revenue and gross operating profi t of 
one large, full-service hotel chain in the 
United States found that changes in the 
fi nancial measurements lagged changes 
in likelihood of returning and number 
of compaints by six months. For this 
chain, an increase in likelihood to return 
and a decline in complaints translated 
to a RevPAR increase. The chain 
implemented an incentive plan based 
on those nonfi nancial measurements 
during the study and both improved, 
indicating the value of paying attention 
to nonfi nancial measures.
pp. 394-412

The Use of Fixed-Rate and 
Floating-Rate Debt for Hotels

by John B. (Jack) Corgel and Scott 
Gibson

Although fi xed-rate fi nancing is common 
for hotels, just as it is for other commercial 
property, the volatility of hotel revenues 
(as compared to other real estate) calls 
into question the preference for fi xed-rate 
loans. A two-step analysis demonstrates 
the suitability of fl oating-rate fi nancing 
for hotels, along with the relationship 
of RevPAR with fl oating rates. First, an 
examination of time-series relationships 
between short-term interest rates (repre-
sented by three-month LIBOR) and U.S. 
hotel RevPAR (as recorded by Smith 
Travel Research) shows that the two indi-
ces have moved in close correlation from 
1987 through 2004. That correlation 
holds for individual hotel segments (e.g., 
budget, limited service, upscale) and for 
various location types (e.g., urban, air-
port, resort). The correlation between 
the two time series leads to an examina-
tion of whether hoteliers using fl oating-
rate fi nancing would have an advantage 
in covering debt service over those who 
use fi xed-rate mortgages. A key fi nding is 
that RevPAR changes are strongly related 
to changes in fl oating rates, thus limit-
ing costs arising from distressed loans. A 
simulation that compares those two loan 
types (i.e., fi xed and fl oating) across all 
hotel segments and location types con-
cluded that hoteliers using fl oating-rate 
fi nancing would be more likely to cover 
debt service than those whose deals are 
structured with fi xed-interest loans.
pp. 413-430
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Cornell University School of Hotel Administration’s 
Office of Executive and Professional Education—
Dedicated to educating present and future leaders of the hospitality industry. Annually almost 2,000 
hospitality industry professionals at all management levels attend programs at The Cornell Hotel School 
because we are the world’s leader in hospitality management. Programs tailored to your experience level 
and your availability—offered on the Cornell University campus in Ithaca, New York; Online; and at sites 
around the world.

www.hotelschool.cornell.edu/execed/
For program information:

Offi ce of Executive Education
School of Hotel Administration
Cornell University
149 Statler Hall
Ithaca, NY 14853-6902  U.S.A.

Executive Education

“Every day was a new mind-stretching challenge created by teachers and colleagues, all focused on the fast-
changing and uncertain future of our business. Such an experience helped me discover different avenues 
for change, and seek new ways to increase RevPAR, maximize owner’s investment, and create a better 
environment for employees.”

Maria L. Otero, Chief Executive Director
 Radisson Fort George Hotel and Marina, Belize

“A break-through experience 
for me. It has given me new 
insights and tools for the future, 
which will allow me to continue 
to develop my career.”

Tony Bruno
 General Manager
 Disney’s Grand    
Californian Hotel U.S.A.

E-mail: exec_ed_hotel@cornell.edu
Phone: 607.255.4919
Fax: 607.255.8749

 

Cornell University
School of Hotel Administration
Cornell University
School of Hotel Administration
Cornell University

Executive and Professional Education
“A dynamic and challenging course—real-time information presented by acknowledged industry leaders produces a fast-“A dynamic and challenging course—real-time information presented by acknowledged industry leaders produces a fast-
paced, intensive educational opportunity. A must for managers in the new millennium.”

David C. Harper, Hotel General Manager
 Sails in the Desert Hotel, Ayers Rock Resort, Australia
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