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basis of location, architecture, brand 
image, service quality, price, and 
distribution technologies, products 
once viewed as peripheral or excep-
tional are now viewed as integral to 
the mix. For example, guest-room 
basics now include dataports, extra 
outlets and phone lines, a work area, 
coffee makers, VCRs and movie 
rentals, video games, and voice mail.1

Such expansions in products and 
guest services are motivated in large 
part by a desire to serve additional 
customer segments as a means of 
maximizing revenue and, to a lesser 
degree, as a way to manage capacity. 
Hotel companies, then, can contem-
plate the following two strategies to 
entice more customers to stay and 
return to their properties: add more 
products or target more guest seg-
ments. Our research shows that 
those are not equivalent approaches, 
as we explain below.

A profit-enhancing strategy for 
hotel operations must begin by ex-
amining both customer variety and 
the product-and-service mix of a 
particular hotel. Looking at the ros-
ter of products offered and the cus-
tomers served in combination with 
historical information on profits and 
losses can help a manager under-
stand more fully the connections 
among customers, products and 
services, revenues, costs, and profits. 
The purpose of our research re-
ported here was to examine those 
issues and give hospitality managers 
an understanding of what to con-
sider as they contemplate the appro-
priate level of variety in their cus-
tomer mix and product-and-service 
mix.

One possible model of the effect 
on profits of increases in customer

1 The 1998 Lodging Survey reported that the 
percentage o f  hotels with voice mail in their 
guest rooms rose from 4 percent in 1990 to 
52 percent in 1998. See: 1998 Lodging Survey 
(Ithaca, NY: Realtime Hotel Reports, 1999), 
which was prepared for the American Hotel 
and Motel Association.

variety and product-and-service 
mix is that a property’s revenue 
should increase when more cus-
tomer segments are served because 
there is a larger demand base. Thus, 
increasing a hotel’s products and 
services to attract a variety of cus-
tomer groups should help a hotel 
maintain a high occupancy rate, and 
that greater demand should result in 
higher daily rates. Moreover, a good 
match between services offered by 
the hotel and those desired by guests 
should result in the guests’ being 
willing to (1) pay higher prices and 
(2) return to that hotel on future 
trips. That combination of increases 
in price and market share should 
result in increased departmental 
profits (hotel revenues minus de-
partmental expenses). The relation-
ships among customer variety, prod-
uct mix, costs, and profitability are 
empirically examined in a study two 
of us recently completed of a North 
American full-service hotel chain.2

Understanding Costs
Not surprisingly, offering a wide 
array of products and services to a 
large number of customer segments 
is likely to result in an increase in a 
property’s support costs. Costs esca-
late because the complexity of op-
erations increases as the availability 
of products and services expands. A 
property’s overhead costs, often re-
ferred to as undistributed operating 
expenses, are likely to increase with 
both customer and product-service 
variety. Put another way, hotels that 
focus on one or two well-defined 
customer segments, and thus main-
tain a narrow product mix as well, 
are likely to have lower support 
costs than those hotels that offer 
many products to a diverse guest 
population. With a narrow product- 
service mix all of the equipment,

2 Cathy Enz and Gordon Potter, “The Impacts 
o f Variety on the Costs and Profits o f a Hotel 
Chain’s Properties,” Journal o f Hospitality & Tour-
ism Research, Vol. 22, No. 2 (1998), pp. 142-157.

support staff, and procedures are 
dedicated to a focused set of tasks. 
Those properties competing for 
many different customer segments, 
on the other hand, must adjust their 
offerings to meet the needs of each 
of those segments.3 Those operators 
are likely to consume more re-
sources than does a narrow-focus 
operator because of the need to use 
different marketing channels and the 
need for additional support staff to 
provide the numerous product of-
ferings required to attract a wide 
variety of customer segments. 
Moreover, with many product offer-
ings comes the potential for more 
service-delivery and processing 
errors that result in spiraling costs 
and dissatisfied guests. Increasing 
products and services usually means 
using greater materials-handling 
resources, employing more supervi-
sion, and generating a larger num-
ber of quality problems—in other 
words, an upward pressure on costs.

The reasoning noted above sug-
gests that product variety will lead 
to an increase in complexity, which 
in turn leads to higher costs.4 * * For 
example, in the airline industry sup-
port costs have been found to in-
crease with the complexity of op-
erations as measured by the different

3See:H. Assael and A.M. Roscoe,Jr., “Ap-
proaches to Market Segmentation Analysis,” 
Journal o f Marketing, Vol. 40, October 1976, pp. 
67-76; and Y. Wind, “Issues and Advances in 
Segmentation Research,” Journal o f Marketing 
Research, Vol. 15, August 1978, pp. 317-337.

4 Cost-driver analysis has been applied in 
manufacturing settings to obtain insights into 
the types o f  operating strategy that influence 
costs. Using the variables “number o f  products” 
or “product fines,” many researchers could not 
find evidence to support the hypothesis that 
product variety affects operating-cost efficiency.
A few researchers, however, did find that hetero-
geneity reduces manufacturing performance.
For example, see: J.P. Macduffie, K. Sethuraman, 
and M.L. Fisher, “Product Variety and Manufac-
turing Performance: Evidence From the Interna-
tional Automotive Assembly Plant Study,” 
Management Science, March 1996, pp. 350—369; 
and S. Anderson, “Measuring the Impact o f  
Product Mix Heterogeneity on Manufacturing 
Overhead Cost,” The Accounting Review, July 
1995, pp. 363-388.
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types of aircraft used and routes 
flown by the carrier.5 Conversely, a 
product-service mix that is focused 
on a single, well-defined target mar-
ket helps keep complexity to a 
minimum, keeps costs low, and in-
creases customer satisfaction. For 
example, it is well known that 
Southwest Airline’s extremely suc-
cessful low-cost strategy results from 
standardized operations and equip-
ment (the firm uses only 737s) and 
no-frills flying. Similarly, in the ho-
tel business, rather than employ the 
traditional strategy of multiple food 
and beverage venues with varying 
degrees of service and quality, Four 
Seasons uses only one food and 
beverage outlet within the majority 
of its hotels.6 Instead of numerous 
restaurants, the one outlet offers 
“broader cuisine choices” that were 
desired by the hotel chain’s target 
market. According to Alfons 
Konrad, Four Seasons’s senior vice 
president of food and beverage, this 
dining strategy yields lower labor 
costs and has produced restaurant- 
capture rates of around 80 percent 
of hotel guests.

Seeking a balance. In the hotel 
industry, undistributed operating 
costs are incurred by providing ser-
vices for guests and support to rev-
enue departments. As previously 
noted, more support personnel are 
needed to coordinate activities and 
correct errors when the variety of 
products and customer segments 
increases. The result could be a dis-
proportionate increase in costs. For 
instance, consider the varying de-
mands of a property’s customer mix 
at its widest point: trying to serve 
both leisure guests and business

5 R.O. Banker and H.H. Johnston, “An 
Empirical Study o f  Cost Drivers in the U.S. 
Airline Industry,” Accounting Review, July 1993, 
pp. 576-601.

6Judy A. Siguaw and Cathy A. Enz, “Best 
Practices in Hotel Food and Beverage Manage-
ment,” Cornell Hotel and Restaurant Administration 
Quarterly, Vol. 40, No. 5 (October 1999), 
pp. 51,52, 54.

travelers. Each of those broad seg-
ments must be further divided to 
accurately determine individual 
customer needs. For example, the 
leisure market may consist of se-
niors, retired couples, families with 
children, lone travelers, college stu-
dents, and middle-age couples with-
out children—all with different 
price sensitivities and seeking differ-
ent hotel services to satisfy their 
specific needs. The business seg-
ment may comprise top executives, 
middle managers, and traveling sales 
representatives. Again, those groups 
represent different income levels and 
are characterized by different lodg-
ing needs that must be fulfilled by 
the hotel. Consequently, hotel sup-
port services must be available to 
satisfy each and every customer 
group the operator chooses to tar-
get. Furthermore, effectively target-
ing each selected customer segment 
is likely to require the development 
of different marketing messages, the 
use of multiple marketing channels 
and advertising outlets, and the em-
ployment of additional marketing 
personnel and resources. Additional 
errors are likely to occur if the 
property uses different billing rates, 
amenities, and rooms for its various 
customer groups yet seeks to stan-
dardize housekeeping and front- 
desk activities.

With respect to the product-and- 
service mix, a hotel’s rooms, food 
and beverage, gift shop, and other 
departments also consume different 
resources or the same resources in 
varying proportions depending on 
the customer mix. The rooms de-
partment requires administrative 
resources for staffing, payroll and 
training, security, maintenance, and 
groundskeeping. Food and beverage 
outlets, as well as the gift shop, 
spend heavily on purchasing, regula-
tory compliance, and disbursing 
services. Such variable department- 
to-department demands for resources 
and expertise result in additional
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layers of management. Moreover, 
the variety of marketing and pur-
chasing channels may require spe-
cialized employees. Based on those 
arguments it is expected that undis-
tributed operating expenses will 
increase as a property’s customer 
mix and its product-and-service 
mix expands.

The Impact of Variety on Revenues 
and Profits
The objective of many hotels is to 
capture more than their fair share of 
a market, given that an increase in 
market share is positively related to 
profitability.7 Product-differentiation 
strategies based on location and 
accessibility, quality, price, and image 
can be used to build market share. 
Another approach is to broaden a 
firm’s product offerings to more 
completely fulfill a customer’s needs. 
Such a strategy of differentiation via 
high levels of congruency between 
customer needs and hotel product- 
and-service offerings enables those 
operators to charge somewhat 
higher prices.8

In a competitive environment, 
improvements in profitability are 
tied to the ability to increase rev-
enues without losing current cus-
tomers or eroding the existing po-
tential customer base. For example, 
the Peninsula Beverly Hills Hotel 
was recently identified as a best- 
practice champion for its 24-hour 
check-in and check-out system 
with no surcharge.9 * This practice

7 Profitability has been found to be positively 
and significantly related to market share. See:
O.J. Ravenscraft, “Structure—Profit Relationships 
at the Line-of-Business and Industry Level,” 
Review of Economics and Statistics, Vol. 65, No. 1 
(February 1983), pp. 22-31.

8E. Chamberlin, The Theory of Monopolistic 
Competition (Cambridge, MA: Harvard University 
Press, 1962).

9 Laurette Dubé, Cathy A. Enz, Leo M. 
Renaghan, and Judy A. Siguaw, “Best Practices 
in the United States Lodging Industry: Overview, 
Methods, and Champions,” Cornell Hotel and 
Restaurant Administration Quarterly, Vol. 40,
No. 4 (August 1999), p. 17.
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astonishes the guests and, according 
to general manager Ali Kasikci, has 
yielded customer loyalty and repeat 
business.

Such success stories show that 
hotels can attract additional business 
and increase room rates, and thus 
augment revenue, by providing 
more value-added services such 
as streamlined or flexible check-in 
(and check-out) procedures, airline 
discounts, free long-distance calls, 
frequent-traveler programs, in-room 
faxes, dataports, and business cen-
ters. It is therefore expected that 
revenues and profitability will in-
crease with additions in both a 
hotels customer and product- 
service mix. Those added services 
and market segments do, however, 
come at a cost.

The tension between enhancing 
revenue by increasing the variety of 
products and customer segments 
and the need to control costs by 
decreasing products and customer 
segments is a fundamental strategic 
issue for management. The manager 
of a business hotel, for example, 
worries about vacancies on the 
weekend. Although the manager 
may choose to focus on a few prod-
ucts or services to control costs, the 
desire to “put heads in beds” often 
leads the manager to instead provide 
additional products and services to 
attract and retain a variety of differ-
ent types of customers. That is, 
hotels are willing to expand their 
product and service offerings in the 
belief that the variety will attract 
new customer segments while pro-
viding all customers with enhanced 
value. In turn the hotel can charge 
higher prices and increase market 
share, and thereby ultimately return 
higher profits, as noted earlier. The 
question for the operator is how to 
balance the tradeoffs in offering 
more products and services to a 
broad customer base to enhance 
revenue with the need to control 
costs for operating efficiency.

Exhibit 1
Measuring product-and-service mix and customer variety

The Herfindahl Index (HI) measures the extent of concentration. An inverted index is a 
measure of variety. Assume that a hotel’s customer mix (CUSTVAR) includes corporate 
travelers (CT), leisure travelers (LT), and other travelers (OT). In this instance, customer 
variety will be measured as follows:

CUSTVAR = 1 H- HI

Where:
3

HI = Herfindahl Index of a hotel’s customer mix = X  Sa
a=1

Sa = the share of customers of type a 

A = {CT, LT, OT}
For example, say that a hotel has the following market mix (room nights):

Leisure travelers (LT) 20,000
Corporate travelers (CT) 25,000
Other travelers (OT) 5,000

Total 50,000

Therefore:

HI = (20,000 + 50,000)2 + (25,000 + 50,000)2+ (5,000 + 50.000)2 = .42 

CUSTVAR = 1 + HI = 2.3809

in our study the segments used to measure customer variety were (1) frequent individual 
traveler, (2) leisure traveler, (3) group traveler (including corporate, association, and 
leisure), and (4) others (including airlines and complimentary travelers). Product-service 
variety was measured by (1) rooms, (2) food and beverage, and (3) other revenue 
departments (including gift shop and telephone).

Assessing Tradeoffs between Enhanced 
Revenue and Cost Controls
To investigate the effect of product- 
and-service mix and customer vari-
ety on costs, revenues, and profit, 
we gathered annual data from over 
40 full-service hotels managed or 
owned by a major chain.10 Collect-
ing those records from one chain 
helped us to ensure that the finan-
cial data were comparable and 
property-level differences were not 
due to different corporate strategies 
or brand initiatives. Detailed rev-
enue, expense, and customer-mix 
data were taken from the financial 
ledgers maintained at the chains 
headquarters by corporate account-
ing staff members. The revenue and

10 For a detailed discussion o f this study and 
its findings, see: Enz and Potter, pp. 51-52.

expense information was provided 
using the Uniform System of Accounts 
for Hotels (Eighth Edition). In addi-
tion, nonfinancial information con-
cerning the individual hotel proper-
ties as well as cost-of-living data and 
economic prospects for each hotels 
neighborhood were collected.

Measuring Variety: The Level of Mix
We used the Herfindahl Index to 
measure customer variety and 
product-and-service mix (Exhibit 
1), a tool widely used in industrial 
economics.11 To measure the degree 
of variety in the customer-and- 
product mix, we measured two fac-
tors: the number of customer seg-

11 See, for example: G.J. Stigler, The Organization 
of Industry (Chicago: University o f  Chicago Press, 
1983).
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Exhibit 2
Description of the variables used in this study
Model

GOPPARit = oq + Pi CUSTVARjt + Pg REWARit + 01 OCCRATEjj 
+ oc2 SMALLSZjt + a3 MIDPRICEDj +04 LUXURY)
+ a5 GROWTH) + ag COSTLIVj + a 7 YEARit + eit

Variety measures
CUSTVAR = Measure of customer variety (market segments) served by the hotel 
REVVAR = Measure of variety of revenue sources in the hotel

Undistributed operating costs (per available room)
ADMXPAR = Administrative and selling expenses 
MRKXPAR = Marketing expenses 
OTHXPAR = Property, energy, and other expenses 
TOTXPAR = Total undistributed operating expenses

Revenue (per available room)
DEPTINCPAR = Departmental income (computed as total hotel revenues minus 

departmental expenses)

Gross operating profit (per available room)
GOPPAR = Gross operating profit (DEPTINCPAR - TOTXPAR)

Control measures
OCCRATE = Annual occupancy rate
SMALLSZ = Inverse of available rooms (in hundreds)
MIDPRICE = Indicator for midpriced hotel
LUXURY = Indicator for luxury hotel
GROWTH = Employment rate for county of property
COSTLIV = Cost-of-living index for county of property
YEAR = Indicator variable for year effect

ments or product types, and the rel-
ative percentage of business in each 
customer segment or product type.
A hotel has a large degree of cus-
tomer variety when it serves many 
segments in equal proportions; it has 
a small degree of customer variety 
when it serves just a few segments, 
or serves many segments in very 
unequal proportions. A large degree 
of product-and-service variety exists 
when many products and services 
are offered and used by customers in 
relatively equal proportions. A small 
degree of product-and-service vari-
ety occurs when just a few products 
are offered, or many products are 
offered but used by customers in 
relatively unequal proportions.

Exhibit 1 shows how the 
Herfindahl Index is calculated to 
measure customer-mix variety. The 
higher the index value, the greater 
the level of variety in customer mix 
and product mix. In our study, cus-
tomer variety and product-and- 
service mix were measured and 
studied simultaneously.

Revenues, Costs, and Profits
Definitions of the variables are pre-
sented in Exhibit 2. The support 
costs we examined are those defined 
as undistributed operating expenses 
per available room (to control for 
hotels’ size differences). The undis-
tributed expenses were split into 
three categories: (1) administrative 
and general, (2) marketing, and 
(3) other (property, energy, mainte-
nance, and miscellaneous). This cat-
egorization was used because the 
degree of variety in the mix should 
have varying impacts on the differ-
ent types of support costs.

In this study, revenue perfor-
mance was measured using depart-
mental profit per available room. 
Departmental profit was computed 
as total hotel revenues minus de-
partmental expenses. Departmental 
profit per available room approxi-
mates the contribution of revenues
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to support costs and profits after 
deducting the direct costs of provid-
ing the service or product. Subtract-
ing the undistributed operating 
expenses from departmental profit 
per available room resulted in gross 
operating profit per available room. 
We used GOP even though it does 
not take into account the cost of the 
investment in assets that are neces-
sary to conduct business.

Controlling for Critical Factors
We controlled several factors statisti-
cally in our models to ensure that 
they would not bias our study. In 
particular we controlled for the 
effects of occupancy rate, number of 
available rooms, the segment of the 
market served (midprice versus 
luxury), the unemployment rate in 
the local area, and the cost-of-living 
index for the local area. Statistical 
controls of those factors allowed us 
to rule out their effects (i.e., hold 
their impact constant) on costs and 
profits. Many of those control fac-
tors are used by PKF Trends to ex-
amine differences in properties’ 
operating performance.

We controlled occupancy rate 
because some revenues and depart-
ment expenses are directly related to 
occupancy and because a portion of 
administrative, marketing, and other 
costs (e.g., energy and maintenance) 
may move directly with rooms sold. 
Because local market conditions (a 
measure of which we took to be the 
area’s unemployment rate) and an 
area’s cost of living also affect a 
property’s financial performance, 
those measures were also controlled 
in our analysis. Economies of scale 
may exist in the hotel industry due 
to the indivisibility of certain costs 
such as permits, safety inspections, 
and other regulatory-compliance 
activities; advertising; and manage-
ment salaries. Plus, among different- 
size properties, there are benefits 
that might accrue from purchase 
discounts for high-volume transac-

tions and from labor specialization. 
We therefore included a variable for 
scale that is constructed as the in-
verse of the number of hotel rooms. 
Those variables were included in 
the data analysis as controls and 
described in Exhibit 2.

Variety Increases Costs
The results of our study show that 
properties with great product-and- 
service variety and serving a large 
number of customer segments had 
higher undistributed operating costs 
per available room than properties 
offering less variety and serving 
fewer market groups. Indeed, our 
findings indicate that a one-point 
increase in the product-and-service 
mix increases costs as follows (all 
expressed per available room): ad-
ministrative costs by $4.94, market-
ing costs by $2.97, and “other” costs 
by $5.09. Similarly, a one-point in-
crease in the variety of customer 
segments increases administrative 
expenses by $0.56, marketing costs 
by $1.02, and “other” costs by $0.17. 
Those findings suggest that both 
product-and-service mix and 
customer-segment variety have a 
direct effect on the magnitude of 
undistributed operating costs—that 
is, the more customer and product 
variety, the greater the undistributed 
operating costs.

The additional cost of increasing 
the product—service mix is not sur-
prising because a variety index is 
likely to be related to the number 
of revenue sources. As already men-
tioned, it is expected that added 
variety requires additional support 
personnel for purchasing and billing, 
different marketing channels, and 
different types of lodging-property 
operations.

The customer-mix findings, 
however, are new and unexpected. 
They indicate that increasing the 
number of customer segments re-
sults in an upward pressure on un-
distributed operating costs. We are

Increasing the number of 

customer segments results 

in an upward pressure on 

undistributed operating costs.
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Exhibit3
Financial gain from a one-point increase in 
product-service mix
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DEPTINCPAR = Department profit per available room

ADMXPAR = Administrative expense per available room

MRKXPAR = Marketing expense per available room

OTHXPAR = Other expense per available room (e.g., energy, maintenance)

GOPPAR = Gross operating profit (GOP) per available room

unaware of any other published 
report in the hospitality industry 
that discusses the link between serv-
ing multiple customer types and the 
related support costs. Since it is less 
costly to expand customer segments 
than it is to augment the product- 
and-service mix, an expanded- 
customer-mix strategy may be ap-
pealing to the cost-conscious hotel 
operator. That, however, may be an 
unwise approach, as demonstrated 
in the following section.

Product Variety Is Profitable;
Customer Variety Is Not
Our study found that the greater 
the variety of products and services 
offered, the higher a hotel’s depart-

mental profit per available room. 
Further, the hotels that offered a 
greater variety of products and 
services had higher levels of gross 
operating profit (GOP). That is, a 
one-point increase in the product- 
and-service mix results in an $18.07 
increase in net revenue per available 
room and a $5.17 increase in GOP 
per available room. In short, the data 
we collected suggest that efforts to 
increase product-and-service variety 
increases costs, but those costs are 
fully offset by increases in GOP 
(see Exhibit 3). Therefore, a hotel 
that expands its variety of products 
and services not only achieves an 
increase in revenues, but also has 
higher profitability than when it 
offered fewer products and services.

In contrast, hotels that increase 
the variety of customer segments 
they serve experience decreases in 
departmental profit and GOP even 
though the costs of increasing cus-
tomer variety are not as great as are 
the costs of increasing the product- 
service mix (see Exhibit 4). The data 
revealed that a one-point increase in 
customer variety results in a $3.03 
decrease in departmental profit per 
available room, and a $4.43 decrease 
in GOP per available room. Thus, a 
hotel serving a large variety of cus-
tomer segments not only increases 
its undistributed operating costs, but 
also decreases its net revenue and 
profitability. Our findings imply that 
if two properties had equal occu-
pancy, the property with the lowest 
customer-mix index would be the 
most profitable. Moreover, our find-
ings support the conclusion that 
efforts to increase the variety of 
customer types will be unprofitable 
if the increase in occupancy is insuf-
ficient to offset the increases in costs 
and the reduction in departmental 
profits. Our results are consistent 
with market-segmentation theory, 
which suggests that a firm cannot 
effectively serve all customer seg-
ments but should instead target only 
those customers that the firm can
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best serve with its limited resources, 
and should target those groups that 
will yield the highest profits.12 *

There are a number of possible 
explanations for why departmental 
income decreases as the variety of 
customers served increases. One 
explanation has to do with man-
agement s strategic choice to reduce 
room rates to attract new customer 
segments. This might result in lower 
prices that are compensated for by 
increases in occupancy rates. In this 
study occupancy is assumed to be 
exogenous; therefore, the impact of 
customer mix on occupancy, if any, 
is not modeled. Managers may 
knowingly trade the price reduc-
tions necessary to increase customer 
mix for a higher occupancy. While 
this paper does not address the rela-
tionship between customer mix and 
occupancy, for the sample properties 
the correlation between customer 
mix and occupancy is negative. This 
suggests that the hotels with low 
occupancy have a high customer 
mix, which is contrary to the argu-
ment above.

Another explanation may be the 
effect that the customer mix has 
on a property’s yield-management 
system. As the number of customer 
segments increases, fewer rooms 
may be available to the hotel’s yield- 
management system. This might 
result in the property’s being able to 
manage the revenue for only a small 
portion of its rooms. Finally, an in-
crease in customer mix may make a 
property less desirable in the eyes of 
some current (and prospective) cus-
tomers. Specifically, mixing different 
customer types may tend to lessen 
the perceived value of the lodging 
experience and thus result in a re-
duction in the room rates that the 
property can command. This view is 
consistent with the policies of some 
chains that try to maintain the status

12 See, for example: H. Assael and A.M. Roscoe, 
Jr., op. cit.; P. Kotler, Marketing Management: 
Analysis, Planning and Control (Englewood Cliffs:
Prentice-Hall, 1984); and Y. Wind, op. cit.

Exhibit 4
Financial gains and losses from a one-point increase in 
customer variety
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ADMXPAR = Administrative expense per available room

MRKXPAR = Marketing expense per available room

OTHXPAR = Other expense per available room (e.g., energy, maintenance)

GOPPAR = Gross operating profit (GOP) per available room

of their brand by controlling the 
customer mix.

The Pierre in New York City 
provides excellent anecdotal support 
for the empirical findings in this 
study. After recognizing that maxi-
mum potential gross operating 
profit was not being achieved be-
cause of a strong focus on group 
sales, the hotel’s managers realigned 
its customer mix. The hotel placed 
strict limitations on the number of 
rooms allocated for group business 
and emphasized individual sales 
targeting three precisely defined, 
price-insensitive customer markets. 
The product-and-service mix was 
then redesigned to meet the needs 
of those targeted customers. As a
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result, gross operating profits tripled, 
profitability and ADR increased, 
and guest retention improved.13

Building a New Philosophy for 
Competitive Advantage
The major conclusion from our 
study is that, despite the higher 
associated support costs, offering 
more products and services leads 
to higher revenues and ultimately 
higher operating profits. By com-
parison, however, increasing the 
variety of customers served did 
not result in higher revenues even 
though this approach requires addi-
tional support costs.

Managerial implications.
While our findings are based on 
only one chain of midprice hotels, 
ignore hotel-investment costs, and 
do not assess the effect of customer 
variety on occupancy, the results do 
offer some interesting implications 
for general managers and suggest 
the following strategies.

(1) Avoid going after additional 
customer segments unless you fully 
understand the effect on support 
costs of adding those customer seg-
ments. Increasing the number of 
customer segments may be more 
costly than you think, and doing 
so may not yield the hoped-for 
increase in gross operating profit. 
How many customer types are too 
many or too few is a complex ques-
tion. Performing market analysis and 
having an awareness of the costs of 
customer-segment creep are both 
important for the hotel operator. 
Didier Le Calvez, former general 
manager at The Pierre, argues that 
it is also important to analyze the 
data on one’s own hotel for the past 
five years before making any deci-
sions. Ill-considered increases in the 
customer mix to handle short-term 
capacity problems may yield long-

13 Judy A. Siguaw and Cathy A. Enz, “Best 
Practices in Marketing,” Cornell Hotel and Restau-
rant Administration Quarterly, V ol.40,N o. 5 (Octo-
ber 1999), pp. 32 ,34 ,38 .

term losses in profitability. Therefore, 
any segmentation strategy should be 
carefully managed to yield a limited 
set of targeted customer segments 
that can be best served by your em-
ployees and available resources and 
that will add the most to your rev-
enue stream.

(2) Build a broad range of prod-
ucts and services to appeal to the 
needs of your targeted customer 
segments. Managing and even ex-
panding your product-service mix 
while carefully fitting it to the needs 
of a specific, well-defined target 
market will allow you to raise prices 
and increase your market share. First 
identify your customers and then 
develop new, creative, and varied 
products and services to enhance 
customer-focused value. For ex-
ample, create special services or 
packages to attract a business traveler 
back to the hotel when her family 
can join her for a weekend or a 
vacation; doing so can help to 
strengthen the long-term relation-
ship with that customer. A limited- 
segment, varied-services approach 
could reduce the cost and effort 
spent finding new customers, and 
help you to focus your efforts on 
providing the right mix of services 
for existing customers who may 
already have different travel pur-
poses. (Note that this suggestion 
does not preclude the viability of
a niche strategy in which products 
and services are also limited.)

(3) A clear competitive opportu-
nity exists for those properties that 
can create and deliver new services 
efficiently and at a minimum cost. 
Careful human-resources strategies 
that deploy labor to provide addi-
tional services and products in an 
efficient manner can be achieved 
by developing selection, training, 
compensation, and job-design com-
ponents that are flexible and fit 
your market strategy. For example, 
Towneplace Suites by Marriott de-
veloped a cross-training program

that allows it to operate the typical 
95-suite Towneplace property with 
a service team of just 10 to 12 asso-
ciates who deliver a high level of 
service and assume accountability 
for their actions.14 Care in designing 
an integrated human-resources strat-
egy will yield operational effective-
ness and help accommodate the 
increased organizational complexity 
that comes with the expansion of 
products and services.

Offer More to Fewer
An effective approach to competi-
tion that will enhance revenue, and 
ultimately profits, is to expand your 
product and service offerings and to 
target those to a carefully defined 
and somewhat limited customer 
mix. A value-creation model for en-
hanced profitability is one in which 
the strategic manager adds more 
services and products while limiting 
the number of customer segments 
served. Thinking innovatively about 
new services and products that can 
add value to a well-defined target 
market is the starting point. A criti-
cal next step is to integrate and align 
internal operations to control and 
leverage the likely increase in orga-
nizational complexity. Human- 
resources systems, practices, and pol-
icies should be designed to deliver 
on the integrated concept. Aligning 
the design of work, technology, and 
human-resources activities with the 
choices of customers and products 
and services is essential to achieve 
operational efficiency. The focus on 
product-and-service variety to add 
value for and to meet the needs of a 
limited set of customers is not easy 
to attain, but the reward for the cre-
ative strategic manager will be no-
ticeable increases in profitability. CQ

14 For a detailed discussion o f this practice, see: 
Laurette Dubé, Cathy A. Enz, Leo M. Renaghan, 
and Judy A. Siguaw, American Lodging Excellence: 
The Key to Best Practices in the U. S. Lodging Indus-
try (New York: American Express and the 
American Hotel Foundation, 1999), pp. 230-231.
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