


Competitive Hotel Pricing in Europe: An Exploration of Strategic Positioning

Abstract

This study explores the effects of competitor pricing levels on relative revenue on a sample of over 4,000
hotels in Europe over a ten-year period (2004-2013). Hotels in this European sample, which included both
independent and chain-affiliated properties, achieved higher revenue per available room (RevPAR) than
direct competitors when they positioned their hotels with comparatively higher prices. These data
revealed that regardless of the economic situation of the time period, hotels that positioned with average
daily rates (ADRs) above those of their direct competitors benefited from higher relative RevPAR even
though they experienced lower comparative occupancies. This finding was stronger for chain-affiliated
hotels than for independent hotels. Maintaining a consistent relative price over time (as compared to
having a fluctuating price) did not significantly affect revenue performance, controlling for hotel type and
location. A further analysis of hotels in the Netherlands likewise found the same connection between
relatively higher rates and revenue. As is the case with previous, similar studies, the findings argue for a
firm, strategic approach to pricing, rather than a reactive or strictly tactical approach.
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Competitive Hotel
Pricing in Europe:
An Exploration of Strategic Positioning

Cathy Enz, Linda Canina, and Jean-Pierre van der Rest

EXECUTIVE SUMMARY

his study explores the effects of competitor pricing levels on relative revenue on a sample of over
4,000 hotels in Europe over a ten-year period (2004-2013). Hotels in this European sample,
which included both independent and chain-affiliated properties, achieved higher revenue per
available room (RevPAR) than direct competitors when they positioned their hotels with
comparatively higher prices. These data revealed that regardless of the economic situation of the time
period, hotels that positioned with average daily rates (ADRs) above those of their direct competitors
benefited from higher relative RevPAR even though they experienced lower comparative occupancies.
This finding was stronger for chain-affiliated hotels than for independent hotels. Maintaining a
consistent relative price over time (as compared to having a fluctuating price) did not significantly
affect revenue performance, controlling for hotel type and location. A further analysis of hotels in the
Netherlands likewise found the same connection between relatively higher rates and revenue. As is the
case with previous, similar studies, the findings argue for a firm, strategic approach to pricing, rather

than a reactive or strictly tactical approach.
Keywords: Pricing strategy, revenue management, competitive dynamics, price positioning, discounting, hotel industry

4 The Center for Hospitality Research « Cornell University



| ABOUT THE AUTHORS

Cathy A. Enz, Ph.D., is the Lewis G. Schaeneman, Jr. Professor of Innovation and Dynamic Management and

a professor in strategy. She served as associate dean for industry research and affairs and executive director of
the Center for Hospitality Research from 2000 to 2003. Enz has published over one hundred journal articles,
book chapters, and four books in the area of strategic management. Her research has been published in a wide
variety of prestigious academic and hospitality journals such as Administrative Science Quarterly, The Academy
of Management Journal, and Cornell Hospitality Quarterly. Enz teaches courses in innovation and strategic
management and is the recipient of both outstanding teaching and research awards. The Hospitality Change
Simulation, a learning tool for the introduction of effective change, was developed by Enz and is available as an
online education program of eCornell. Three strategic management courses are also available through eCornell.
Enz also presents numerous executive programs around the world, consults extensively in North America, and serves on the Board of Directors
of two privately-owned hotel companies.

Linda Canina, Ph.D., is an associate professor in the School of Hotel Administration’s finance, accounting, and

real estate department. There, she teaches undergraduate and graduate courses in corporate finance. Her research
interests include asset valuation, corporate finance and strategic management. She has expertise in the areas of
econometrics, valuation, IPO’s, payout policy, mergers and acquisitions, options and the hospitality industry. Canina’s
current research focuses on strategic decisions and performance, the relationship between purchased resources,
human capital and their contributions to performance, the relationship between various liquidity measures and
profitability, and measuring the adverse selection component of the bid/ask spread. Her recent publications include:
" Agglomeration Effects and Strategic Orientations: Evidence from the U.S. Lodging Industry” in the Academy of
Management Journal. Canina’s other work has appeared in the Journal of Finance, Review of Financial Studies,
Financial Management Journal, the Journal of Hospitality and Tourism Research, and Cornell Hospitality Quarterly.

An economist and marketer, Jean-Pierre van der Rest, Ph.D., is a professor of strategic pricing and revenue
management at Hotelschool The Hague. He holds a concurrent position as director for the research Centre,
and previously served as Associate Dean (Education) and Head of Department at Hotelschool The Hague.
Before moving to The Hague, he was on the faculty of Leiden University. He received a Ph.D. in business from
Oxford Brookes University, an MA in managerial economics from the University of Durham, and a BBA in
‘ . 4 hotel administration from the Maastricht Hotel Management School. His research covers pricing, forecasting,

4 o | competition, and consumer price perceptions. He serves on 8 international editorial boards, and his work is
"'l.; ﬁ,{# published in leading scholarly books and international journals in hospitality and tourism.

Cornell Hospitality Report « February 2015 « www.chr.cornell.edu 5



(
CORNELL HOSPITALITY REPORT

Competitive Hotel Pricing in

Europe:
An Exploration of Strategic Positioning

Cathy Enz, Linda Canina, and Jean-Pierre van der Rest

otel operators are extremely sensitive to the pricing behavior of their competitors,
but setting rates should not be merely a tactical matter, even though there’s no doubt
that competitors are an important factor to consider in hotel pricing. Instead, price
setting should be part of a hotel’s overall strategy, and that pricing should reflect the
hotel’s position in providing customer value at a given cost, as well as capture the relative comparative
advantage and the actions and reactions of market players. This mindset considers pricing as a strategic
capability that is integral to a company’s overall strategy.' Such a strategy would include pricing tactics

indicated by revenue management analysis and economic conditions.

L's Dutta, M.E. Bergen, D. Levy, M. Ritson, and M. Zbaracki, “Pricing as a Strategic Capability,” MIT Sloan Management Review, Vol. 43, No. 3 (2002),
p. 61.
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As changing market conditions and technological
advances stimulate innovations and strategic investments
in revenue management, managers fundamentally need to
know how to increase firm performance via pricing to drive
higher revenue and stay ahead of the competition.? Despite a
well-developed science of pricing, managers in many indus-
tries still rely on rules of thumb, including cost-based pric-
ing, or they react to competitors’ pricing moves.’ In a series
of hotel pricing studies with several colleagues, authors Enz
and Canina have established the importance of a consistent
pricing strategy,* one that does not rely on neoclassical
theories of perfect competition.’ In this paper, we extend
that series of studies with a broad sample of European hotels
examined over a ten-year period. This study augments an
earlier examination of European hotels over a shorter time
period.®

Rather than allow outside forces to drive pricing
strategy, we advocate the resource-based approach, which
emphasizes that firms make strategic positioning choices
informed by their specific bundle of capabilities and their
value proposition.” Viewing competitive hotel pricing from
a strategic resource based perspective does not negate the
challenges of pricing, but some players will consistently
make better decisions, which will lead to higher RevPAR

2p Pekgiin, R.P,, Menich, S. Acharya, P.G. Finch, F. Deschamps, K. Mal-
lery, and J. Fuller, “Carlson Rezidor Hotel Group Maximizes Revenue
through Improved Demand Management and Price Optimization,” Inter-
faces, 43, No. 1 (2013), pp. 21-36.

3. Liozu, A. Hinterhuber, and T. Somers, “Organizational Design and
Pricing Capabilities for Superior Performance, Management Decision, 52,
No. 1 (2014), pp. 54-78.

4 For example, see: C. Enz, L. Canina, and M. Lomanno, “Competitive
Pricing Decisions in Uncertain Times,” Cornell Hospitality Quarterly,
Vol. 50, No. 3 (2009), pp. 325-341; C. Enz, and L. Canina, “Competitive
Pricing in European Hotels,” Advances in Hospitality and Leisure, Vol. 6
(2010), pp. 3-25; and Liozu et al., op.cit.

5 J.I. Van der Rest and A.J. Roper, “A Resource-advantage Perspective on
Pricing: Shifting the Focus from Ends to Means-end in Pricing Research?,”
Journal of Strategic Marketing, Vol. 21, No. 6 (2013), pp. 484-498; and
S.D. Hunt and R.M. Morgan, “The Comparative Advantage Theory of
Competition,” Journal of Marketing, Vol. 59, No. 2 (1995), pp. 1-15

6 Cathy A. Enz, Linda Canina, and Mark Lomanno, “Strategic Pricing in
European Hotels: 2006-2009,” Cornell Hospitality Report, Vol. 10, No. 5
(2010), Cornell Center for Hospitality Research.

77. Barney, “Firm Resources and Sustained Competitive Advantage,” Jour-
nal of Management, Vol. 17, No. 1 (1991), pp. 99-120.
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relative to their competitive set, as a result of their distinc-
tive bundle of (pricing) capabilities. While research has
explored the development of pricing capabilities,® few stud-
ies so far have empirically examined whether an explicit stra-
tegic choice to avoid tactical price fluctuations and to resist
undercutting tactics to steal market share in the short run by
price positioning below competitors actually pays off.

In sum, this study explores the degree to which strategic
price positioning, conceptualized as the degree to which a
hotel prices above or below its competitive set, as well as
price fluctuations, affect relative revenue per available room
for European hotels in a broad set of nations. We also drill
down to analyze the situation in a single nation, the Nether-
lands. Establishing the empirical relationship between price
stability and performance, together with the benefits from
stable and comparatively higher price positions can serve as
a basis for further research by others exploring what pric-
ing capabilities actually explain the observation that some
managers make the right decisions and others do not. We
again study European hotels to extend prior work on explicit
strategic pricing choices in Europe.® Because Europe hosts a
somewhat larger percentage of independent hotels that does
the U.S., this study of European hotels allows for a compre-
hensive exploration of price positioning for both chain-affili-
ated and independently owned and operated enterprises.

Strategic Pricing

A firm’s strategic price position reflects where it positions it-
self in the long term relative to the competition. One impor-
tant pricing tactic involves revenue management, for which
price optimization has emerged as a key element. We note a
recent study that links short-term pricing tactics that would
include typical revenue management recommendations with
longer-term strategic positioning.'” In that examination of
U.S. hotels, Breffni Noone together with authors Enz and

8 For example, see: ].I. Van der Rest, “Room Rate Pricing: A Resource-
advantage Perspective,” in: Accounting and Financial Management:
Developments in the International Hospitality Industry, ed. PJ. Harris and
M. Mongiello (Oxford: Elsevier-Butterworth-Heinemann, 2006), pp. 211-
239; and Liozu et al., op.cit.

9 For example, see: Enz and Canina, op.cit.

10 B J. Noone, L. Canina, and C. Enz, “Strategic Price Positioning for Rev-
enue Management: The Effects of Relative Price Position and Fluctuation
on Performance,” Journal of Revenue and Pricing Management, Vol. 12
(2013), pp. 207-220.
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Canina tested the effects of strategic relative price position
and relative price fluctuations on RevPAR performance of
almost seven thousand U.S. hotels over an eleven-year time
period." That study revealed that strategic price positioning
and price fluctuations are key variables for understanding
longer-term performance. We extend this earlier work by
exploring positioning and fluctuations for European hotels
in broadly diverse nations over a ten-year time horizon that
includes periods of weak and strong economic climates.

This study extends the examination of the positioning
question of whether a hotel that sets its prices higher than
those of competitors obtains higher long-term performance.
The outcome hinges in part on hotel guests’ price elasticity. A
meta-analysis of industrial pricing by Hinterhuber relegates
price sensitivity to the status of a myth, and he further asserts
that high prices and high market share are not incompati-
ble.”> Our study tests that notion. If demand remains virtually
the same when a hotel sets its prices higher than that of its
competitors (that is, demand is price inelastic), it is likely that
this hotel will experience higher revenues. On the other hand,
if a hotel drops its price relative to the competition and this
practice leads to substantial increases in occupancy (that is,
demand is price elastic), it is possible that the hotel will ex-
perience higher revenues. We examine the effects of strategic
price positioning by looking at the degree to which hotels that
offer high prices relative to their competitors will experience
lower occupancy and accompanying lower revenues. We
acknowledge that cost structure and total revenue manage-
ment issues are critical in making pricing decisions, but this
investigation focuses only on issues of occupancy and revenue
in competitive situations.

Liozu and colleagues have found that competitive
intensity negatively moderates the relationship between
organizational confidence and firm performance, but not the
relationship between pricing capabilities and performance."
Their work suggests that when competition is intense com-
petitors with confidence in how they position will have better
performance. These results would suggest that hotels that
maintain price stability when facing intense competition may
have higher performance. By the same token, hotels with
the confidence to offer prices that are higher relative to their
competitors should experience higher performance. However,
the nature of overall economic periods may moderate these
linkages. In prosperous times, for example, some competitors
typically raise prices in sync with rising new demand. In diffi-
cult economic times competitors often drop prices to stimu-

1 g,

12 Andreas Hinterhuber, “Towards Value-based Pricing—An Integrative
Framework for Decision Making,” Industrial Marketing Management, Vol.
33, No. 8 (November 2004), pp. 765-778.

13 Liozu et al., op. cit.

late demand or steal market share. Because this study’s
ten-year time period included periods of both economic
prosperity and downturn, we are able to analyze hotels’
performance under varied economic conditions.

Fluctuating Price and Positioning

To position itself in the long term, a firm needs clear po-
sitioning goals that inform the tactical day-to-day pricing
decisions and ensures that these activities comply with
the overall strategy.'* Competitor prices are a part of the
calculus that links long- and short-term pricing. In that
light, Lieberman argues that competitor prices should
be considered to facilitate responsive positioning and
mitigate conflicts.'* The impact of relative price position
on performance has been studied in considerable depth,'
but the relationship between price fluctuation and financial
performance is an issue that should be explored in greater
detail."” Picking up from an earlier study, we investigate
whether price fluctuations have a negative impact on rev-
enue performance in our sample of European hotels. While
this question has received some attention in the revenue
management literature, it has not been clearly linked to
price positioning strategy.

Based on other research and the study that co-authors
Enz and Canina conducted with Breffni Noone, we expect
that extensive price fluctuations will diminish revenue
performance in our sample, due to the impact of price vari-
ability on customer risk and perceptions of brand equity.'®
We further argue that a consistent strategy of establishing
a higher relative price position than the competition will
benefit revenue performance, in keeping with the stream of
studies by Enz, Canina, and colleagues that suggest that rel-
ative price position is an essential element of strategic pric-
ing success.'” As is the case in many destinations, European
hotel demand can be volatile, making consistent pricing

14 M. Hawtin, “The Practicalities and Benefits of Applying Revenue
Management to Grocery Retailing, and the Need for Effective Business
Rule Management,” Journal of Revenue and Pricing Management, Vol.
2, No. 1 (2003), pp. 61-68.

15y, Lieberman, “Revenue Management Trends and Opportunities,”
Journal of Revenue and Pricing Management, Vol. 3, No. 1 (2004), pp.
91-99.

161 ¢S, Alam, L.B. Ross, and R.B. Sickles, “Time Series Analysis of
Strategic Behavior In the U.S. Airline Industry,” Journal of Productivity
Analysis, Vol. 16 (2001), pp. 49-62; and Enz and Canina, op.cit.

17 Noone et al., op.cit.

18 b Aaker, Building Strong Brands (New York: The Free Press, 1996);
and J. Swait and T. Erdem, “The Effects of Temporal Consistency of
Sales Promotions and Availability on Consumer Choice Behavior,” Jour-
nal of Marketing Research, Vol. 39, No. 3 (2002), pp. 304-320.

19 gor example, see: Enz, Canina, and Lomanno (2010), op.cit.; and R.
Bolton and V. Shankar, “An Empirically Derived Taxonomy of Retailer
Pricing and Promotion Strategies,” Journal of Retailing, Vol. 79 (2003),
pp. 213-224.
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