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Abstract

Accommodation providers worldwide are readily olbedrto adopt a variety of pricing
strategies. However there has not previously beera@demic study of pricing in the
Tasmanian industry. This thesis aims to providgstesnatic study of the decisions made by
short-stay accommodation providers in Tasmania,thedmplications of these decisions on
their profitability. Information on the Tasmaniahost-stay accommodation industry was
obtained from a survey of firms in this industryings a questionnaire designed by the
researcher. The use of this method generates d datee set, one that provides a broad
overview of the practices in the industry. Datat tivauld otherwise not be observable were
obtained. Notably, innovations in the design of guestionnaire allowed the investigator to
directly identify the elasticity of demand in sularkets. Cost variables are likewise
identified.

Data generated by the survey allow the followingé¢hanalyses to be conducted:

1. The survey data reveal that firms in the sht@y-s@accommodation industry use
direct price discrimination by assessing the psgeasitivity of groups of customers.
These groups are identifiable by the firm and aseld on the booking process chosen
by the customer, whether they are a corporateisurke customer and whether they
are a repeat or first-visit customer. This resuttvles evidence that firms use third

degree price discrimination in practice.

2. An analysis of the determinants of the firm'asgicity of demand is conducted. It is
found that increases in the star rating (qualitiyfhe firm reduces the elasticity of
demand and an increase in the competitivenessecértkironment in which the firm

operates increases the elasticity of demand.

3. An analysis of the determinants of firm profitéy is conducted. The analysis
reveals that the use of the website Wotif.com lgyfthms is an important determinant

of profitability in this industry. However the staating of the firm, whether or not it is
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the winter season, and the proportion of customérs make their bookings at the

door are also found to be key determinants of tability.

The conclusions from this study are of practicalvei as academic interest. As with many
regional areas, the short-stay accommodation inglugst Tasmania is an important
component of the local economy. Firms’ pricing damis will be an important determinant
of their profitability. The success of these firmsof interest to their local communities and
policy makers. The findings of this thesis are thasful in informing policy discussion and
analysis.
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1 Introduction

The way that firms make their pricing decisionamsarea of economics that has generated
considerable theoretical and empirical work. Pgaiiecisions by firms play a key role in the
profitability of firms and are often the key to sival in an industry. In this thesis the pricing
strategies and profitability of firms in the shetky accommodation industry in Tasmania are
investigated. The investigation develops some efitleas from the empirical research on
pricing strategies and profitability in industriatonomics, most of which have relied on

secondary data.

Data for this investigation were collected from wup of firms using a questionnaire
designed by the researcher. Because firm-leveksutata is not often the basis for empirical
research in industrial economics (Reid (1993) isimportant exception), the present data
collection is an important contribution of this ¢sie As the researcher was able to ask firms
directly about their pricing strategies and prdfii&y this enabled research questions to be
asked that would not generally be possible. By shtgating pricing strategies and
profitability using this approach, research quesieould be investigated that have more
general applications in firm-level industry studi@® the researcher’s knowledge this is the
first study of this kind into the pricing strategieand profitability in the short-stay

accommodation industry.

1.1 Research aim

Short-stay accommodation providers worldwide awlitg observed to adopt a variety of
pricing strategies. The aim of the research is déeetbp an understanding of the pricing
decisions of Tasmanian short-stay accommodatiomigeos, and the implications of these
decisions on their profitability. The industry waslected for the investigation because it
provided an ideal candidate for a study of prictrgtegies and profitability in an imperfectly
competitive industry. The industry is a significgrdrt of the local economy in Tasmania
representing 5% of total industry revenue for thate3 Tasmania is also an island which
helps in the definition of the short-stay accomntimsta market given there are clearly

identifiable sea boundaries to the State.

! In line with the literature in industrial economithe term firm’ is used wherever possible in thissis. In
some instances, where appropriate, the term ‘bssiimgeused. Hence the terms are used interchalygeatb
should be taken to describe the same type of dperat

2 Australian Bureau of Statistics, 5206.6 State Hiemand, Detailed Components, Tasmania, June 2004.
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Casual observation of a number of firms in the Tasen short-stay accommodation
industry by the researcher over the period 20005 indicated that prices varied according
to how customers make their bookihthe number of nights booked and the type of custom
making the booking. This behaviour suggests thatsfimay be adopting price discrimination

strategies.

Firms offer products which are imperfect substguteor one another. Firms are
geographically dispersed across the State. Thegeransize from operations with fewer than
5 rooms to more than 200 rooms, but with the ingusibminated by relatively small
operations. The industry also features a ranggpafst of short-stay accommodation business,
for example bed and breakfast, self contained atel accommodation. The quality of firms
within the industry also varies, as measured byABA star rating method with unrated
through to 5 star accommodatidh§iven these observed characteristics the industry

interpreted as being imperfectly competitive.

Over the period of observation between 2000 andb 280 increasing number of firms
adopted the use of electronic distribution chanriétgse channels offered firms the potential
to more finely segment the market and also provithedn with a new marketing platform.
There was also growth in the industry with many ro@erators entering the industysome

of whom had made decisions to operate a shortatagmmodation business for lifestyle
change reasorfsTasmania offered the option of relatively cheagl estate and an attractive
environment for short-stay accommodation operatarging into the industry from mainland

Australia.

The industry therefore provides an ideal candiffate@ systematic study of pricing strategies
and profitability in an imperfectly competitive iastry. Understanding decision making by
firms in the short-stay accommodation industry c@so make a contribution to the

information available for policy makers in this usdry.

% In the industry these booking channels are refeiweas distribution channels.

* AAA Tourism manages the running of the Austrak@meommodation star rating scheme. AAA is owned by
Australia’s seven Automobile Clubs

® For the year ending June 2000 there were 4.9amillisitor nights compared to 7.2 million visitdghts for
the year ending June 2004. Tasmanian Visitor Suf®s) quarter ending reports for September 2003,
December 2003, March 2004 and June 2004

® This comment is based on discussions with Toufissmania in June 2005.
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1.2 Using a survey to collect the data for the investagion

To investigate the pricing strategies and profltgbrequired data that uncovers the decision
making of firms. The extant data for the short-ssagommodation industry was found to be
insufficiently detailed to be used for such an stigation. This lack of sufficiently detailed
data provided the motivation for collecting dateedily from the short-stay accommodation

firms.

Three stages of fieldwork were involved. The fistage was a series of qualitative semi-
structured interviews with industry representatiaesl firms. These interviews enabled the
researcher to determine the extent to which firnosild be able to answer questions about
their pricing decisions. The interviews revealedt tirms segmented their market according
to how the customer booked and whether the cust@rasra corporate, leisure, first visit or

return visit customer, and firms would be able tsweer questions about these market
segments. However it was judged less likely thamdi would be able to answer questions
about quantity discounting. The interviews revedleat a substantial fraction of the firms

could not explain their motivation for offering quidy discounts, particularly in terms of

generating maximum profit from high demand cust@ndfowever, questions about

elasticity of demand and marginal cost could bevansd if they were asked in a way that
coincided with the approach they took to their adatision making. Profitability questions

could generate a high completion rate if they waceompanied by guidance notes and
assurance of confidentiality. The interviews alswealed that firms could be asked about
their motivation for operating a short-stay accordatmn business and about the importance
of different measures in assessing the succes$g dfusiness. Stage one of the fieldwork also
enabled the researcher to identify a number ofiBpeesearch questions associated with the

pricing decision making of firms. These are setlmlow in Section 1.3.

Stage two of the fieldwork involved testing the giennaire developed following the stage
one interviews, using a pilot survey. The proceksesting the questionnaire in the pilot
survey enabled the specific research questiong wdvified. The pilot survey questionnaire
was completed by 4% of the short-stay accommoddiiors with five or more rooms. The
responses provided the basis for revising the muesire instrument and also generated data
used in the later econometric analysis in thisith@he data from the pilot survey confirmed
that firms could identify customers for the purposé pricing decisions according to how the
customer booked and whether the customer was arabep leisure, first visit or return visit

customer. Respondents could also report the eatgsticé demand and marginal costs

3



associated with these customer groups. Questionsit grofitability were successfully
completed indicating that such questions couldchbkided in the survey. In stage three of the
fieldwork the revised questionnaire was used inraey of all the short-stay accommodation
firms with five or more rooms. The overall respomate including the responses from the
pilot survey was 21%.The respondent group was not significantly differat the 5% level
from the population of firms with five or more rosth This finding established that the
respondent group is a representative sample gidpalation. This representativeness means
that the data can be used for statistical inference

The key findings of the survey were that elasticitglemand, marginal cost and prices varied
across the market segments according to how thernes booked and whether the customer
was a corporate, leisure, first visit or returnitvtsistomer. Motivation for operating a short-
stay accommodation firm also varied as did profiitgb The variation confirmed that the
specific research questions determined in stagasdl2 of the fieldwork could be tested

using econometric methods. The questions are $ét tlue following section.

1.3 Specific research questions and the econometric dgais of these questions
The first research question arises from the obsiervaf the different pricing strategies being
used by firms which suggested that the firms cdadising direct price discriminatidrthe

guestion is;

1. Do firms in the Tasmanian short-stay accommodation industry price in accordance

with accepted theories of direct price discrimination?

This question is investigated using a model ofittdistry that is imperfectly competitive. It
is assumed that there is no entry or exit to tldeistry and therefore prices are observed in
equilibrium. Price, elasticity and marginal costtadéor each of the customer groups is
generated from the survey and is used in a modifEdion of the Lerner index for the

analysis of this first question. The customer gsyup market segments, correspond to how

"It was possible to add the data from the piloveyrto the survey data because the questions ipilthtesurvey
guestionnaire contained sufficient of the coreiinfation for use in the analysis.

& Tested using a Chi-squared test for equalityraf fiharacteristic distribution functions acrossgpondent
group and the population.

? In the price discrimination literature direct mridiscrimination is also referred to as third degsece
discrimination whereas indirect price discriminatis referred to as second degree or non-lineae pri
discrimination. For the purposes of the analysithis thesis direct price discrimination referghind degree
price discrimination where firms can identify cusir groups and offer a linear price to the grougedaon the
elasticity and marginal cost for that group.
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the customer booked (the distribution channel used)whether the customer is a corporate,
leisure, first visit or return visit customer. Egitte of direct price discrimination based on
these customer groups is found. The econometrilysisasupports the hypothesis that firms
use direct price discrimination strategies. Inipatar, the higher the elasticity of demand for

a customer group, for example a distribution chinthe lower the price charged to that
group.
As elasticity of demand across customer groupskisyadeterminant of the firm’s ability to

use direct price discrimination the next reseangbstion focuses on the determinants of the

elasticity of demand. The question asks;

2. What factors determine the elasticity of demand of market segments in the short-stay

accommodation industry in Tasmania?

This question considers the determinants of thadibqum value of the elasticity of demand
in each market segment. The determinants in the-stay accommodation industry might
include the location (region in Tasmania), the gudmeasured by star rating) or size of the

firm. They might also include the competitivenetthe market for individual firms.

A two stage approach and a reduced form specticdtased on the model developed for the
first research question is used. The two stageoagpr is required because the model
specified to investigate the second research gquestbntains two endogenous variables,
price and elasticity of demand. It is also necgssarcontrol for marginal cost and the two
stage approach makes this possible. The first stags#ves estimating an hedonic price
equation. The fitted price from the first stagehen used in the second stage equation to
estimate the determinants of elasticity. The eluiim value of the elasticity of demand
increases as the market becomes more competitivieit & the winter season. Although the
impact of the characteristics of the firm on elastiare not directly estimated in the second
stage their individual effect can be determinedcbwysidering the coefficients on the star
rating and region variables in the first stage andthe fitted price variable in the second
stage. Elasticity of demand is lower when firmséavhigher star rating or are located in

urban centres.

Finally the third research question builds on tingt two questions which ask about pricing
decisions and the ensuing pricing strategies byidening the profitability of firms in the

short-stay accommodation industry. The third qoesits;



3. What factors determine the profitability of firms in the short-stay accommodation

industry in Tasmania?

The model proposed for answering the first resequestion is again developed and used to
answer this question. The development involvesesging profitability as a function of the
exogenous variables in the model. Two equationsestienated; the first uses data from all
the respondents the second uses data only froroviner operators. The latter estimation
allows data on lifestyle decisions from the questaire to be used. Profitability for the data
set from all respondents is found to be determmedhe star rating of the firm; whether it is
a winter or summer season; the proportion of sdledirm makes at the door and whether
the firm uses the site Wotif.com. The results iatBcthat profitability increases as the star
rating falls and in the summer season. Where a firakes more sales at the door or uses
Wotif.com profitability is higher. The results frothe estimation using just the data from the
owner operators indicate that profitability increass the star rating falls and in the summer
season and that the decision to operate a busfoedffestyle reasons indicates lower
profitability. The use of Wotif.com also increaspsofitability for the owner operator
respondents group.

There are two possible explanations for the pasitassociation between the use of
Wotif.com and profitability in both the estimationdsing Wotif.com provides a relatively

easy way for firms to further segment the market also to provide information about their
prices electronically. Both strategies may increpsefitability and it is not possible to

definitively distinguish the impact of these twopéanations for the increase in profitability
associated with the use of Wotif.com. A hypothasifhowever proposed to explain why
some firms had adopted Wotif.com at the time ofghesey and others had not adopted it.
This hypothesis is based on the firm’s costs ofptida of Wotif.com. The analysis suggests

that where costs of adoption are low, firms useitAoim.

1.4 Significance and implications of the research

This thesis aims to make two contributions to ttexdture. The first concerns aspects of the
methodology used in the investigation. The secondcerns the findings from the
investigation. The contribution of this researchthe methodology area concerns the design
of particular questions to investigate pricing &gges and profitability of firms. Although
guestionnaires have been designed and used toctcalsga on pricing strategies and



profitability of firms by previous researchers tligsthe first study, to my knowledge, that

investigates price discrimination strategies iis thay.

Two innovations in the design of the questionnanmeof note. These innovations concern the
guestions used to investigate the elasticity of almnand marginal cost variables for
customer groups. These customer groups correspamolvt the customer books and whether
the customer is a corporate, leisure, first visitreturn visit customer. The elasticity of
demand and marginal cost variables can be diffibtuliestimate empirically because of
identification issues when using sales and priea,dand issues with accounting data in the

estimation of marginal cost.

The first innovation means that firms are askedualshanges in revenue after a change in
price rather than being asked about what happenienmand after a change in price. The
fieldwork process revealed that this is a muchesagiay to ask about the elasticity of
demand since it aligns more closely to the way dirthink and make their decisions.
Obtaining the elasticity of demand information limstway means that data are generated that
might otherwise be impossible for firms to providehe second innovation means that
marginal cost is investigated by asking firms tmsider only those costs that vary when a
room night is sold. These are data that can be gliiticult to obtain from accounting data

sources but is information that a firm can reld{ieasily provide.

The findings from these survey questions enableeaonometric investigation which
indicates that firms in the short-stay accommodatnmlustry use direct price discrimination
by assessing the price sensitivity of groups ofamsers. These groups are identifiable by the
firm and are based on how the customer books, whdtiey are a corporate or leisure
customer and whether they are a repeat or firgt-sisstomer. Indirect price discrimination,
such as discounts for more than one night, is abs®rved in this industry suggesting that
customers vary in their willingness to purchasengjtias of nights. However because many
firms could not articulate their motivation for liging quantity discounts it was not possible
to test for indirect price discrimination. The riswalso reveal that the use of the website
Wotif.com is an important determinant of profitatyilin this industry. However the star
rating of the business, whether or not it is theter season, and the proportion of customers

who make their bookings at the door are also fdorite key determinants of profitability.



1.5 Structure of the thesis
The thesis is structured around three broad hesditige context of the research, the

methodology and data summary, and the economeialysis of the data.

In Chapter 2, the first of the context chapterg #mort-stay accommodation industry in
Tasmania is described for the period of the stddly 2004 to June 2008. The changes in the
industry are investigated in the context of theaesh questions. Extant data for this period is
also described in this chapter. This descriptiaovigles the motivation for the collection of
primary data in the form of a survey. In Chapteth® second of the context chapters, the
previous literature relating to the theoretical ardpirical work on pricing strategies and
profitability is investigated. Links are made instichapter to the research questions. Chapter
3 also includes a discussion of the use of theegumrethod in relevant empirical studies in

economics.

The methodology and data are described in Chagtarsd 5. The process of collecting the
primary data, including details of the populatiomdahe sampling method, are described in
Chapter 4. In Chapter 5 the data collected fronpitee survey and the survey are described.
Chapters 4 and 5 also include findings that camie abuthe process of collecting and

describing the data which relate to firms’ pricuhgcisions.

The results of the econometric analysis of the diaten the survey and pilot survey are
presented in Chapters 6 to 8. These chapters aah&analysis of the three specific research
guestions. In Chapter 6 the investigation of difgate discrimination based on a modified
Lerner index is described. The investigation ofde&erminants of elasticity of demand using
the reduced form specification and two stage proed described in Chapter 7. In the last
of these three results chapters, Chapter 8, thestigation of the determinants of profitability
is presented. Each chapter includes a discussidineofelevant research question anddahe
priori expectations regarding hypothesis tests. Detdilh@ derivation of the estimating
equations are presented followed by the economesiimnates and a discussion of those

estimates.

The final chapter, Chapter 9, draws together camohs and indicates areas for further

researcH?

19 Note that where percentages calculated from raa @@ presented in this thesis these may not gaotlg to
100 because of rounding to zero decimal places.



2 The short-stay accommodation industry in Tasmania

This chapter is the first of two review chaptetsreviews the relevant extant data for the

short-stay accommodation industry. The literatetewant to the research questions will then
be reviewed in Chapter 3. The present review sdwepurposes. It provides the context for

consideration of the research questions posed api€h 1. It also facilitates an assessment of
whether the extant data can be used to investibateesearch questions — whether firms in
the short-stay accommodation industry use priceridignation strategies, and what factors

affect the elasticity of demand and the profitapitif firms in this industry.

Data at the firm-level are required to investigdte research questions empirically. Four
sources of data were available in June 2005 wherchbices about how to empirically test
the questions posed in Chapter 1 were made. Twioesk sources, the Australian Bureau of
Statistics (ABS) Tourist Accommodation, Small A@ata, Tasmania, and the Tasmanian
Visitor Survey (TVS), are quarterly series. Thadlsource, the Tourism Operators Survey,
is an irregular survey and the fourth source iseaff study, Yield Management for Small
and Medium-Sized Accommodation Operators by D. R&888). Investigation of the four
data sources confirmed that, although the datapsetsded useful background information,

they were not sufficiently detailed to be usedest the research questions in Chapter 1.

2.1 Australian Bureau of Statistics (ABS) Tourist Acconmodation, Small Area
Data

The first of the quarterly data sets is the AugralBureau of Statistics (ABS) Tourist
Accommodation, Small Area Data, Tasmania, Quart8gyies 8635.6.55.001, June 2005.
Data in this series provides information on capadiccupancy, accommodation takitigs
and persons employed for the 291 tourist accomnmdéitms with 5 or more rooms that are
licensed hotels, motels, guest houses or servigedtraents? There are a number of
limitations with these data in relation to testthg three research questions in this thesis. The
data on accommodation takings (revenue) are nduluse examining price discrimination
since separate price or quantity data are notatellein this series. There are also no explicit
cost data in the series and although inferenceatdhabour costs might be made from the

‘persons employed’ data labour costs are not thg ariable costs faced by firms in this

1 Takings are gross revenue from the provision obaumodation including GST. Takings from meals are
excluded.

12 The series reflects all customers of businessasified as tourist accommodation businesses aneftire
may include non- tourist customers, for examplar®ss customers.
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industry so an imputation along these lines wowddritomplete. In addition the series does
not include bed and breakfast firms: in June 20@sé¢ accounted for 19% of the short-stay
accommodation firms with five or more rooms in Tasia’® However the major drawback
with these data is that the firm-level data arereggted to protect the anonymity of the
respondents. It is not possible to obtain data radividual firms that could be used to

investigate the research questions.

The data from the ABS series is, however, usefuhat they provide an overview of the
characteristics of the industry from a survey inichhthe response rate is close to 100%.
Table 2.1 shows a breakdown of the characterisfiédsms for the June quarter 2005 using
four dimensions. These are firm type, regidbnumber of rooms and star ratifigTwo of the
three research questions ask about the factoraftieat elasticity and profitability of firms in
this industry. These factors could include the abgaristics of firms. The ABS data provides

a useful starting point for investigating theseralteristics.

Table 2.1 shows that 80% of firms in this industrythe June quarter 2005 were hotels,
motels and guest houses; just under half were enré¢igions ‘Hobart and Surrounds’ and
‘Launceston and Tamar Valley’; just under half hewer than 15 rooms and 60% had a star
rating of 3 stars and below (including unrated &ymrhese observations reflect an industry
dominated by relatively small firms, concentratedwo urban centres with some variation in

the type and star rating of the firms.

13 Based on information provided by Tourism Tasmamidune 2005.

4 The ABS region boundaries are shown in Appendix 1.

15 AAA Tourism manages the running of the Austrat@eommodation star rating scheme. AAA is owned by
Australia’s seven Automobile Clubs.
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Table 2.1 Distribution of characteristics of firmsin Small Area Data, Tasmania

Number Perecentage
Tvpe
Licensed hotel 107 37
Motels and guest hous 12t 42
Serviced apartmen 61 21
Tota 291
Regior
Hobart and Surrounc 8C 27
Souther 21 7
East Coas 34 12
Northern 2C 7
Launceston and Tamar Vall 5¢ 2C
North Wes 58 2C
West Coas 1¢ 7
Tota 291
Number of rooms
51to 14 room 137 47
15 or more roon 154 53
Tota 291
Star rating
2 star and belo 3E 12
3 sta 11€ 4C
4 star and abo 117 4C
unrates 23 8
Tota 291
Source: ABS 8635.6.55.001 - Tourist Accommodatidmall Area Data, Tasmania , June
Quarter 2005

The data in Table 2.1 provide evidence of an ingmtly competitive industry where firms
are able to differentiate their product based antyipe, location, size and star rating of the
business. The variation across firms in terms @fratteristics suggests that these could be
used to identify which factors affect the elasyiaf demand and profitability. However the
data in the ABS series do not provide informatiaitable for analysing the extent to which
firms are using price discrimination — the first thie research questions. The Tasmanian
Visitor Survey (TVS), the next extant data souromsidered, does provide background

information relevant to this research question.
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2.2 Tasmanian Visitor Survey

The second of the quarterly data series is the @a&m Visitor Survey (TVSY This series
provides data on characteristics, travel behaviaod expenditure of international and
domestic visitors to Tasmania. Approximately 70%vaditors in the June quarter 2005
reported that they used short-stay accommodatidngitheir visit'” As with the ABS series
there are limitations with the TVS series for tegtithe first research question, which is
whether firms price in accordance with acceptedriks of direct price discrimination.
Clearly, firm-level data are required for this posp and, again, limitations arise from the
aggregation in the TVS data. The expenditure diata.example, reflect the prices that
visitors pay and the number of days they spendhortsstay accommodation but it is not
possible to identify purchases from individual fsmNevertheless the TVS series does
provide relevant background information on the slstay accommodation industry. Table
2.2 details the use of alternative distribution rorels® by visitors to the State during the
period July 2000 to June 2005. To explain why tbe af the distribution channels is relevant
to the first research question it is helpful to lekphow short-stay accommodation is bought

and sold"®

Short-stay accommodation firms supply customer$ @itbed for one or more nights. This
supply is described as a guest night (or visitght)iin the industry to distinguish the supply
from a room night since rooms can be occupied byentlbkan one person. Customers can
make a booking for a guest night ahead of timeroveaat the accommodation business
without a booking. Firms call the latter walk-ivghere customers make a booking they have
a choice of booking options. These different bogkaptions, and the walk-in option, are
called distribution channels by the firms in thelustry. Where a customer does make a
booking this is done directly with the firm by tpleone, by facsimile or electronically or
through an on-seller such as a travel agent, whkemahe booking electronically, by
telephone or by facsimile. If there is an on-saleolved between the customer and the firm,
the on-seller receives a percentage of the reveouoethe sale of the guest night. The firms
call this percentage of revenue, commission. Stlifferent prices can be offered for the
same guest night across or within these distributivannels the firms potentially have the

scope to use price discrimination strategies arwdease their profitability. It is therefore

' The Tasmanian Visitor Survey (TVS) is an exit syrof visitors to Tasmania by air or sea and ietiam a
sample of more than 9,000 visitors per year.

' TVS quarter ending June 2005

18 Distribution channels are the route by which a@wer makes a booking.

¥ The description is based on information providgd burism Tasmania in June 2005.
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interesting to observe any changes that occurrédeiruse of these distribution channels for
the period July 2000 to June 2005 because suclgebanay indicate that firms are adjusting
their pricing strategies.

Table 2.2 shows that the proportion of bookings endwdough a ‘travel agent’ declined from
44% to 27% whilst the proportion of bookings maldetigh the ‘internet’ and ‘online only
travel providers’ increased from 4% to 23%. For ather distribution channels the
percentage of bookings remained relatively consféiné increased use of the internet and
online only travel providers, and the decline ia tise of travel agents presents an interesting
finding in the light of the first research questidio explain why it is an interesting finding an

explanation of the background to these distributibannels is presented.

The ‘travel agent channel’ was dominated duringpgbaod July 2000 to June 2005 by the
company, Tasmania’s TemptatiofisEach year the company issued a brochure thad liste
prices per guest night. Bookings were made by ousts using travel retailers. The firms
were charged 25% commission for any sale made ghrdiasmania’s Temptations via a
retailer, split 50/50 between Tasmania’'s Temptatiamd the retailer. The prices in the
Tasmania’s Temptations brochure were set by firralt w advance of the publication of the
brochure. For example, the brochure covering theogel September 2000 to 31 August
2001 had prices that were set by the firms on 3guat1999. In most cases firms offered
two options, a peak summer price and an off-peakadinted winter price. The size of the
discount and period of the discount varied acrasasf The contractual agreement with
Tasmania’s Temptations did not allow for any furtdescounting from the prices advertised
in the brochure although firms could sell diredilytelephone, facsimile or at the door. Firms

therefore had little flexibility in terms of prioin

% This statement is based on information provided byrism Tasmania in June 2005. Tasmania’s Tengpisti
was the wholesale accommodation business of Tourasmania and closed on 30 September 2009. Uatil th
end of the 1990s Tasmania’s Temptations was timegpyi way for Tasmanian travel and tourism prodtwise
seen and bought in the national and internatiorzaketplace.
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Table 2.2 Percentage of bookings by distribution dmnel

Distribution channel

July 2000 - July 2001 - July 2002 - July 2003
June 2001 June 2002 June 2003 June 2004

Travel Agent

Airline

Tour Operator

Tasmanian Travel Centre

Motoring Club (eg. RACV,RACQ, NRMA, etc.)

TT Line (Spirit of Tasmania)

Called a Tasmanian free call number (July 2002-J26066)

Internet (until June 200:

44
25

Online only travel provider (e.g. Expedia.com, Watom) (from July 2002) -

Some othe
No bookings made prior

No Response

39
18

16

33
24

30
26
3
2

Source: Tasmanian Visitors Survey (TVS) Tourism masia.

The question used to generate this data in the 3¥&ed ‘How was your travel to Tasmania booked?’
The data includes bookings made forcar hire, ati¢ig and attractions in addition to accommodation.

The definition of the internet distribution channeds changed in July 2002 and re-specified as endinly travel provider.
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The second of the distribution channels, the imeand online only travel provider, was
dominated during the period July 2000 to June 2005vo companies. Expedia.com and
Wotif.com?? In comparison to the pricing on Tasmania’s Teniptet prices on
Expedia.com and Wotif.com could be adjusted frong ttaday so firms were no longer
constrained to prices set in an earlier periodmEiwere able to offer different prices on
different days of the week or weeks of the yeare €mergence of these internet and online
only travel providers therefore allowed firms irettndustry flexibility in their pricing that
had not previously been possible. There are impbudéferences between the two online
sites which are reflected in differences in the wossion that the two sites charge.
Expedia.com acts in a similar way to a traditiomalzel agent and bundles together flights
with accommodation and car hire and charges a %0 for this service, whereas
Wotif.com provides an online booking service foc@mmodation only and charges a firm
10%.

Initially Wotif.com only showed rates for the nesé¢ven days and these were often used by
firms to sell distressed inventory at a discountaie®* By February 2001 Wotif.com had
extended their lead time to 14 days and in Septerd@®@5 to 28 days. Gradually the site
became less a place that firms used for distreissethtory and more a place they used for
selling all inventory. Although many firms were @lasing Tasmania’s Temptations during
the period that the use of the internet and ontinky travel providers was increasing, the
wholesale company, Tasmania’s Temptations, dicenfdrce the pricing in their contracts so

the firms were able to take advantage of the fliéiiloffered by the online sites.

These changes in the distribution channels sudiyesst observations. First, note that by June
2005, many firms were in a position to offer diéfiet prices across and within distribution
channels. If the cost of supplying a guest nightas reflected in these variations in price
there may be evidence that firms use price disoation strategies. This provides motivation
for collecting cost data from the firms. The secaibervation is that the firms have an
incentive to use Expedia.com and Wotif.com sinasé¢hsites may allow the use of price
discrimination strategies in comparison to the amif pricing of Tasmania’'s Temptations.

Third, firms have an incentive to use Wotif.com pgreference to both Expedia.com and

%L This statement is based on information provided twrism Tasmania in June 2005.

22 Expedia.com began offering online travel servimeshe Microsoft Network in the United States ir@&%nd
by mid-1999 Expedia.com had a separate versiois afte operating in Australia. Wotif.com was arsfalian
site launched in Brisbane in March 2000 which afered the facility to book tourist accommodatmmine.
% The description of the differences is based oorimétion provided by Tourism Tasmania in June 2005.
% Distressed inventory is inventory whose poteritidbe sold will soon pass.
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Tasmania’s Temptations. This is because they amegedd 10% commission for the use of
Wotif.com whereas Expedia.com and Tasmania’s Tempt charge 25%. The post-
commission price determines revenue and profitgslo lower commission means higher
revenue,ceteris paribus. Those firms who respond to these incentives shithérefore be

more profitable.

2.3 Tourism Operators Survey

The third extant data source is the Tourism Opesadarvey (TOS). Tourism Tasmania ran
this survey in 1993, 1994 and 1998. Financial, eympkent, marketing and customer service
data were collected in the TOS from all tourisrmBr Seven hundred and forty four tourism
firms participated in the survey and 71% were ®mriaccommodation operators. The
remaining 29% were firms running other tourism sgmy. Although firms were not legally
required to complete the questionnaire for the eyyrvourism Tasmania achieved a 91%

response rate in the 1998 wave of the survey.

The data from the TOS were relatively dated by R0@5 and provided no information that
could be used to test the three research questitowever the TOS did give an indication
that firms in 1998 were able to provide financialormation on turnover, expenditure on
expansion or upgrading, current capital investrreerd planned investment. This financial
information indicated that firms in the tourism usdry could provide data to test the third
research question on the factors that affect roifity. Although firms were able to provide
such data the financial questions in the TOS aehievslightly lower response than the other
sections (between 75% and 86% depending on thetigplesThe lower response rate
suggests that either the firms found these questioore difficult to complete, or that they
were reluctant to divulge such information to theesfioner, or both. With regard to the
difficulties in completing the questions, it can iheted that by July 2005 many more firms
had electronic access to financial information tfamthe 1998 surve§’ At the time of the
1988 survey 57% of firms used a computer in thesitess, 28% used email, 18% had a
website and 14% permitted direct bookings fromvile®site>® By June 2005 approximately

80% of firms were using email and most were, byt gtage, linked electronically to the

% Based on data from the 1988 Tourism Operatorsestemd information provided by Tourism Tasmania in
June 2005.
% Tourism Operators Survey, 1988.
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Tourism Tasmania Discover Tasmania webSitéhis finding suggested that, with changes
in the adoption of electronic processes, financifdrmation could be easier to provide by
June 2005. On the second possible reason for wer leesponse rate, the survey in this thesis
attempted to counter this by providing reassurdhaé data are confidential and anonymity

preserved in any collection of financial informatio

2.4 Yield Management for Small and Medium-Sized Accommaation
Operators Study

The final extant data set is the Yield Managemeot Small and Medium-Sized
Accommodation Operators Study commissioned by Baurfasmania in 1998. This study
involved fifteen Tasmanian tourism accommodatiorrafors. Over two financial years the
tourism accommodation operators followed a commdaldymanagement approach to
analyse their business, pinpoint problems and imetg improvements to increase their
financial return. Since the study involved suchreak sample carried out some time ago it
provided very little useful information, except thiaprovided an analysis of the process of
revenue generation for short-stay or tourism accodation operators and also gave an
indication of the language and terms used by timesfin this industry. In this way, the study
could be used to guide the survey design for tiesis.

2.5 Conclusions

In this chapter the four extant sources of dataHershort-stay accommodation industry are
explored. Although these four sources provide bemkgd information relevant to the
research questions in Chapter 1, the data theyigedacks detail and currency. Although
they reveal useful information regarding industtyusture and modalities, primary data
needs to be collected to investigate the researehtipns set out in Chapter 1. The next step
is to investigate how other researchers have delleprimary data, and how they have
approached the empirical testing of questions apoige discrimination and profitability.

This is the subject of Chapter 3.

%" The figure was provided by Tourism Tasmania ineJ2005.
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3 Survey of literature

This chapter forms the second of the review chaptend surveys the literature relevant to
the research questions in Chapter 1. As with Chaptkis chapter serves two purposes. The
first purpose relates to the empirical analysist tlesearchers have completed on price
discrimination and profitability. The literaturersey in this chapter indicates that researchers
have tested theories of price discrimination andfifability in imperfectly competitive
industries. The previous chapter demonstratedthi@gashort-stay accommodation industry in
Tasmania is an imperfectly competitive industry vimich firms may be using price
discrimination strategies. It is possible therefoiteat empirical evidence of price
discrimination may be found in the short-stay accwdation industry in Tasmania. The
second purpose of the chapter is to investigate dag constraints that researchers
investigating price discrimination and profitabjilihave encountered. As was suggested by
the review of available data for the short-stayoammodation industry in the previous
chapter, the studies reviewed in this chapter sngteld by the secondary data at their
disposal. As such, collection of primary data repr#gs a substantial innovation. The
remainder of the chapter comprises three sectidhe #terature on empirical studies of price
discrimination is considered in Section 3.1; litaras on profitability studies and the use of

surveys are the subject of the latter two sections.

3.1 Price discrimination literature

The taxonomy describing price discrimination in rapaly markets was first introduced by
A. Pigou (1920¥2 Third degree price discrimination theory was depel by J. Robinson
(1933) and later by R. Schmalensee (1981) and HiaWa1989) but there was little
empirical investigation of price discrimination urthe mid-1980s. There were many studies
of pricing over the intervening period but theseravprimarily concerned with measuring

monopoly power within industries or across indestriThese studies reflect the development

#The modern textbook treatment of second-degree pliscrimination as presented in J. Tirole (1988) A.
Varian (1989) differs from that identified by Pig@l020). This is because Pigou (1920, 280) regabbdéi first
and second-degree price discrimination as “...scametr practicable” and “...of academic interest dnly
whereas many recent writers such as Tirole (1988)\arian (1989) include self-selection via norehn
pricing as a form of second degree price discritioma For the purposes of this review we follow moecent
practice and third degree and first degree priserihination are referred to as direct price disamation.
Second degree price discrimination is referredstmdirect price discrimination.
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of the Structure-Conduct-Performance paradigm sebg J. Bain (1951). T. Bresnahan and
Schmalensee (1987, 371) comment that “the 1980saseehbirth of interest and activity on
the empirical side of industrial economics, stinedain part by the wide-ranging and
fundamental theoretical advances in the precedecpdk”. L. Stole (2007) provides a

comprehensive survey of the recent developmersée discrimination theory.

One of the first papers to appear in the 1980s sudy of direct (third degree) price
discrimination by Y. Mertens and V. Ginsburgh (1p8Ho investigate the determinants of
car prices in five European countries. Mertens@ms$burgh note that
...under perfect competition, prices should reffgaduction costs, and hence depend on
the technical characteristics of the commoditigffeBences between list prices and prices
explained by these characteristics result from etarkperfections (like oligopoly power

or discrimination) or product differentiation natc@unted for by measurable
characteristics (1985, 151).

Mertens and Ginsburgh obtained samples of 100 mafkesr sold in five European countries
and employed the technique developed by GrilichE87X) known as hedonic price
regression. In this technique the price of a briarassumed to be a function of its observable
technical characteristics. To account for thoseadtaristics that are difficult to measure the
assumption had to be made that they can be prdxetkchnical characteristics of each
brand. Mertens and Ginsburgh find differences iegs across countries which are due to
both producer discrimination and product differatin but are mainly due to price
discriminating practices. They comment that “Cleaal careful study of the various price
elasticities in these countries would help in ipteting the results, as would a deeper
analysis of product differentiation” (Mertens andn&burgh, 1985, 165). Their study
highlights the value that could be obtained fronleoting price elasticity and cost data

directly from firms rather than using secondaryadsdurces.

M. Knetter (1989) takes a slightly different apprba He considers an imperfectly
competitive model where US and German exportergtse discrimination strategies across
destination markets. Knetter makes the point thatrf empirical analysis of goods prices and
exchange rates must be capable of measuring eilaeginal cost or the mark-up over
marginal cost” and “Either of these tasks posemidable empirical problems” (Knetter,
1989, 198). He notes that “The traditional appro&ckthe problem is direct measurement —
the use of accounting data to measure marginal @oshe mark-up directly” and “The
problems with using such data in economics are wietlown” (Knetter, 1989, 199). If it is

possible to ask firms directly about their marginabt the problems associated with using
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accounting data can be avoided. This possibility va investigated in this thesis in Chapter
4.

A. Shepard (1991) also notes the difficulty of meament highlighted by Knetter (1989).
She comments that

While recent theory supports the possibility otprdiscrimination in multifirm markets,

demonstrating that discrimination explains any obse price differential has been

difficult. The empirical problem is distinguishigst-based differentials from

discriminatory differentials, a problem typicallgprapounded by inadequate cost data.

(1991, 31).
Shepard uses US microdata on gasoline retailingett “The hypothesis that price
discrimination based on willingness to pay for gyatan occur in multifirm markets”
(Shepard, 1991, 30). She approaches the measurgmdadem by exploiting “...a natural
experiment in which firms differ in the ability torice discriminate but not in the cost of
production” (Shepard, 1991, 31). Shepard consityeosgroups of petrol stations, those that
offer full service and self-service petrol (multpuct stations) and those that offer only self-
service (single-product stations). She finds thagasoline stations seem to have sufficient
local market power to allow multiproduct statiomsprice discriminate, maintaining price
differentials approximately twice as large as tiféecential at other firms” (Shepard, 1991,
52) . She notes that “...on average the price réiffigal at multiproduct stations is 9¢ — 11c
higher than the differential across single-prodsitions” (Shepard, 1991, 44). Shepard
shows that raising the full service price is lesstly in terms of lost customers for the
multiproduct station because customers no long#ingito pay for full service switch to
self-service at the same station.

The work by Shepard has interesting implications tfee first two research questions in
Chapter 1. As detailed in Chapter 2, firms in th®rsstay accommodation industry in
Tasmania supply guest nights using a number oémdifit distribution channels. For example
customers can purchase through a retailer or ombeemediary. This is analogous to the full
service and self-service facilities at multiprodugas stations. There is an important
difference however. In the case of the petrol atatit is not possible to identify the
characteristics of a full service or self-servicastomer. The firm in the short-stay
accommodation industry may be able to identify abtaristics of customers who prefer

particular distribution channels. If they can distand making the strong assumption of little
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substitution across distribution channels then ididirect price discrimination whereas the

petrol station pricing is indirect (second degna@ge discrimination.

In a series of papers S. Borenstein (1985; 199d)SarBorenstein and N. Rose (1994) also
consider price discrimination in imperfectly compe¢ markets using a number of different
approaches which are relevant to the first twoaedequestions in Chapter 1. In the first of
these papers Borenstein (1985) uses a computelasionuto investigate price discrimination
in free-entry, zero profit markets. He uses a gpatiodel of monopolistic competition.
Borenstein found that

If firms have access to a usable, though perhajsy,ngignal of customers’ willingness to
pay for their brand, equilibrium prices will almasdrtainly be discriminatory and...
competition among heterogeneous brands and tha@bsé entry barriers will almost
never prevent price discrimination, even when tteyse long run profits to be driven to
zero (1985, 380).

Borenstein (1985) uses a best response symmetrglmdekre customers are sorted on the
basis of either their strength of brand prefererare®servation prices. He finds that sorting
on the basis of strength of brand preference presllarger price differentials, larger profits
in the short run and more firms in long run equilim. A price discriminating firm in this
model sets a higher price to the customer group stitong brand preferences and a lower
price to the customer group with weak brand preiegs relative to the uniform price. This
evidence of price discrimination in markets witkedrentry is relevant to the short-stay
accommodation industry. Where customers can bedanto groups with strong or weak
brand preferences it is likely that evidence oterdiscrimination will be found. The star
rating system in Tasmania allows customers to ifjetite quality of firms?® If the use of
the star rating system sorts customers by stremigitinand preference this sorting may allow

firms to use price discrimination in this industry.

The second paper by Borenstein (1991) considerpdlmstence of higher retail margins on
unleaded than on leaded petrol during the 198GkenUS. He studies “a number of cost-
based explanations for such gasoline pricing, adl \we the possibility of price
discrimination” (Borenstein, 1991, 354). He notlattprice discrimination can persist in
markets where firms are heterogeneous but thactDmnation in these markets differs from
monopoly price discrimination, because it can sterhonly from variations in the buyers’
valuations of the product, but also from variatiansthe buyers’ willingness to switch

sellers” (Borenstein, 1991, 355). Borenstein fimdgdence of price discrimination where

# |t is the only quality ranking system in use ie State and is managed by AAA Tourism.
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petrol stations discriminate against customers at@less likely to switch stations and his
conclusions highlight the influence of shoppingsearch costs on pricing decisions. This
finding by Borenstein (1991) is relevant to the rsfstay accommodation industry because it
is possible to identify repeat customers, for examwho may be less willing to switch to

another business.

Borenstein and Rose (1994) studied dispersion izeprcharged by an airline for different
passengers on the same route. They find considedagpersion and attempt to distinguish
price dispersion due to discriminatory practicesrfrdispersion that results from variations in
costs. Their results are broadly consistent wite thodel of price discrimination in

monopolistically competitive markets found in Bostin (1985). Borenstein and Rose found
a significant and positive effect of competition pnice dispersion. As the number of
competitors in a market grew or the number of tkgbffered by each airline fell, price

dispersion increased. They find that lower endsamay be more responsive to competition
than higher end fares thus increasing price digpera/hen the number of competitors
increases. They observe that this finding is caoesis with competitive-type price

discrimination models where discrimination is basedcustomers’ willingness to switch to

alternative airlines or flights i.e. based on costos’ cross elasticity of demand among
specific brands. These results suggest that priserighination may be observed in

imperfectly competitive industries such as the shtay accommodation industry where
customers have differences in their willingnesswatch firms. If repeat customers are less
willing to switch firms than first-visit customer® customers who purchase on Wotif.com
are less willing to switch firms than those puréhggshrough Tasmania’s Temptations, for
example, price discrimination may be observed m short-stay accommodation industry.
Interestingly for the work at hand, Borenstein &uabe note that the “...airlines that operated
a computer reservation system (CRS) in 1986...gdyesahibit a greater degree of price
dispersion than those that did not operate CRSstdstein and Rose, 1994, 675). They

comment

The result is consistent with the claim that a cotepreservation system is
complementary to utilization of sophisticated “diehanagement” techniques, that is,
methods for allocating discount seats in a way Iti@timizes revenue on each flight.
(1994, 675)

The finding on computer reservations systems suggest those firms in the short-stay
accommodation industry operating such a systerikalg to have more dispersed prices. As

noted in Chapter 2 the 1998 Yield Management foralBmand Medium-Sized
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Accommodation Operators Study was designed to eageu firms to adopt vyield
management techniques. By July 2005 many firms wpegating these techniques by using
sites such as Wotif.com, suggesting prices in tigeistry may be more dispersed that if no

firms were using these techniques.

F. Verboven (1996, 2002) investigates price distration in imperfectly competitive
markets in two papers. In the first of these papersonsiders international car pricing and in
the second, quality based price discriminationhm petrol and car markets. In the paper on
car pricing Verboven (1996) constructs and estimate oligopoly model in which three
sources of international price discrimination aomsidered: price elasticities, import quota

constraints and collusion. He considers “...multiprctd price-setting firms, selling
differentiated products in geographically separatedrkets with import constraints”
(Verboven, 1996, 240). He finds that internatiopalce discrimination, based on cross
country differences in price elasticities, accoufts an important part of the observed
differences in prices of cars across European cesnierboven (1996) also comments that
Much of the discussion of the empirical resultshwegard to international price
discrimination may be summarized by one summatistita the Lerner index...In
traditional industry case studies, the mark-upsiired to calculate the index are taken

from (unreliable) accounting data. In the presémndysthe mark-ups are inferred from
observed pricing behavior (1996, 26)

This comment by Verboven (1996) is relevant to itheestigation of the first two research
guestions in Chapter 1 which ask about price disoation and the factors that affect the
elasticity of demand. To investigate these questisiti require analysis of the Lerner index
using data on prices, elasticity of demand and margost. Asking firms directly about their
prices, elasticity of demand and marginal cost allbw mark-ups and the Lerner index to be

calculated rather than being inferred as requiméddarboven’s study.

The second of the papers by Verboven (2002) reseforthe evidence that firms in an
imperfectly competitive market are able to use ertiscrimination strategies. Verboven
demonstrates this in his earlier paper (Verbove396) on direct (third degree) price
discrimination and in the later paper provides eximk of the use of indirect (second degree)
price discrimination in competitive markets. Verbavfinds that “The relative pricing of
gasoline and diesel cars appears to be consistémtmonopolistic price discrimination”
(Verboven, 2002, 275). He develops a structural ehad conduct that best fits the data
which allows him to infer the presence of pricecdimination. Verboven focuses on

explaining the price differentials between diesetl etrol cars, based on the mileage of
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customers, rather than producing a complete arsabfspricing. He notes that “...generally
speaking, the price differential ... can be decom@asea marginal cost difference ... and a
mark-up difference...” (Verboven, 2002, 285). He ughs approach in his pricing

specification for estimation. His results “...emp#liy demonstrate the feasibility and the
importance of quality-based discrimination pricesadimination in the presence of
competition” (Verboven, 2002, 276). The papers leybodven provide support for the work
in this thesis in two areas. The first is that dirand indirect price discrimination can be
observed in competitive markets. The second isidegl to ask firms directly about marginal
cost and mark-up to avoid having to make inferenabsut these variables in the

investigation of the first two research questian€hapter 1.

More recent studies of price discrimination in catmve markets are found in the papers by
M. Busse and M. Rysman (2005) on competition anlioMePages advertising, C. Cabolis,
S. Clerides, I. loannou and D. Senft (2007) onriv@8onal price discrimination of textbooks
and B. McManus (2007) on pricing in the specialtffee market. Busse and Rysman
identify that price discrimination exists where thece-cost ratio changes over the price
schedule. They consider indirect price discrimmatbut, as with the earlier studies, Busse
and Rysman could not observe the marginal costnofadvertisement so they took a
difference in difference approach. They differeneedoss advertisement sizes and markets
with different numbers of competitors. There areikirities in the approach taken by Busse
and Rysman (2005) and Verboven (2002) in that ih lbases it is the ratio of prices that are
being considered. This is an approach that offessipilities for the investigation of the first

of the research questions in Chapter 1.

Busse and Rysman (2005) tested two hypothesesfirfhés whether the price-cost ratio is
smaller for advertising directories that face gdésrnumber of competitors and the second is
whether the slope of the price-cost ratio differsoag firms facing different numbers of
competitors. Busse and Rysman identify two typesugtomer, high valuation and low
valuation customers where the high valuation custopurchases a greater quantity (larger
advertisements) than the low valuation customeeyThypothesize “...that the extent of
price discrimination between high and low valuationstomers will vary with the
competition the directory faces” (Busse and Rysnz&)5, 382). They find evidence of a
positive association between lower prices and caoitigoe but that the association is not
proportional along the range of product offeringseve these offerings are the number of

types of advertisements offered by the firm. Theyenthat the price schedules generally
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embody quantity discounts so the high valuatiortarusrs pay less per unit. They find that
increased competition between directories is aagetiwith an increased rate of discounting
to the high valuation customers. This finding thtce discrimination can exist in a

competitive industry and an increase in competitiocreases the discount that the high
valuation customer receives, could be tested irstimgt-stay accommodation industry where
a high valuation customer is a customer who puehasore guest nights than a low

valuation customer.

The second of the recent papers, which is by Calablal. (2007), is similar to the Mertens
and Ginsburgh (1985) paper as Cabolis et al. censidernational price discrimination and

also use the hedonic pricing approach. They “...te$te price differences by running a

simple hedonic regression of price on book chareties and on dummy variables that aim
to capture differences across countries and bgagsty(Cabolis et al. 2007, 92). They point
out that price differentials can arise from difieces in cost, mark-ups or both. Cabolis et al.
control for variations in cost by including the ¢gh of the book (number of pages) and the
format (hardback or paperback) as explanatory bkasain their hedonic regression. They
document the existence of very large differencegrices of textbooks across countries and
argue that cost factors cannot explain differesta@l this magnitude and suggest that price
differentials are almost exclusively demand-drivenhis paper provides a further

demonstration of the hedonic pricing approach teestigating price discrimination. This

approach could be used to control for unobservableobtainable cost information, such as
the marginal cost data in the Lerner index, fomérin the short-stay accommodation

industry.

In the third of the recent papers, which is by McMs (2007) nonlinear pricing is
considered. McManus collected data from nine spigctffee shops on the University of
Virginia campus. Using this data McManus estimatestructural utility model to compute
consumers’ benefits from changing products’ sizes then compares the estimated benefits
to cost data. The changing products’ sizes reféinecsize of a cup of coffee. His main focus
is on distortions in product allocations and hel$in

The estimated distortion patterns match some optédictions from the theoretical

literature...distortions are close to zero at thedbfhe product menu (largest sweet

espresso) and bottom (smallest drip coffee), veithdr positive benefit-cost margins in
between. (McManus, 2007, 527)
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As part of his investigation McManus considers thst and price differences between two
adjacent (in size) drinks within a line. He usesapproach similar to that taken by Busse and
Rysman (2005) and Verboven (2002) by taking diffees in prices and costs and
considering price-cost ratio changes over priceedales. McManus notes that it is not
necessary to obtain marginal cost data to perfagrahalysis since this information can be
inferred. The structural model McManus uses alkmal him to estimate differences in price
elasticity of demand for those customers who sdaleetsame drink. If information about
elasticity of demand and marginal cost can be obthdirectly from firms in the short-stay
accommodation industry, this will avoid the needrtake inferences about marginal cost or

to estimate price elasticity of demand.

The final paper in this section reviewing the raletvprice discrimination literature is by P.
Leslie (2004) and provides a link to the next sectf the review, on profitability. The paper
by Leslie is the only paper found that explicitlpnsiders price discrimination and
profitability for a monopolist operator. Leslie iesates a structural model of price
discrimination using data he collected from a Brway play. His model addresses direct and
indirect price discrimination. Leslie notes thattieg different seat prices for different seat
gualities is an example of indirect price discriation, while non-linear pricing and discount
mail coupons targeted to consumers with lower mgltiess to pay are examples of direct
discrimination. The sale of day-of-performance hpmlte tickets sold at a discount booth is
modelled by Leslie as a damaged good that furthgcrichinates among self-selecting
customers. Using a discrete choice random utilideh he estimates a set of parameters
within the demand system which he then uses tailzdée own-price, cross-price and income
elasticities. Leslie undertakes several countewtdcexperiments based on the estimated
demand system. He assumes the firm chooses poiceaximize expected revenue and finds
that “The observed price discrimination in the Rilway theatre may improve the firm’'s
profit (revenue) by approximately 5% relative tgoalicy of optimal uniform pricing...”
(Leslie, 2004, 520). Investigation of the reseaqeiestions in Chapter 1 by asking firms
directly about elasticity of demand and profitdigilirather than using the approach taken by
Leslie of estimation and calculation, could provige alternative source of evidence of a

positive relationship between price discriminataord profitability.

In summary this survey of the empirical price disanation literature has highlighted a
number of areas. The first is that obtaining datar@rginal cost, mark-up or elasticity of

demand is often very difficult, if not impossibleequiring researchers to use subtle and
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inventive ways of obtaining such data. The secaenthat data on differences in prices and
differences in costs have been used successfublynomber of studies to find evidence of
price discrimination. The third is that evidence direct and indirect degree price

discrimination has been found in imperfectly contpet markets with free entry. These are

all valuable findings that can be used in the dgwalent of the investigation of the questions
in Chapter 1. The next step is to explore thediige on studies of profitability. This step is

necessary because the use of price discriminatiategies is one way that firms can increase
their profitability and is the focus of the thirdsearch question in Chapter 1.

3.2 Profitability literature
The earlier studies of profitability, originateafn the work of E. Mason (1939;1949) and his
colleagues at Harvard who introduced the Struc@oeduct-Performance (SCP) approach.
As D. Carlton and J. Perloff (2005) note
In the SCP paradigm an industry’s performance sutgess in producing benefits for
consumers — depends on the conduct or behavi@llefsand buyers, which depends on

the structure of the market. The structure in tlgpends on basic conditions such as
technology and the demand for the product. (2086) 2

During the 1930s and 1940s most of the empiricakwo this area involved detailed case
studies of particular organisations. This approettéinged with the seminal work of Joseph
Bain (1951;1956) who took an inter-industry, cresstional approach. This approach was
made possible by the post-war creation of govermwsepplied data. The SCP approach
involves obtaining a measure of performance such peditability through direct
measurement. The profitability measure is thenegggd on various measures of structure,
such as industry concentration, barriers to entiy @nionisation to explain the difference in
market performance across industries (Carlton aerdbof, 2005). There were many SCP
studies following the work of Bain (1951, 1986put as Schmalensee points out “Critics of
this research strategy have noted serious limitatiof available data” and “Accounting
profitability is at best a noisy measure of prdditdy...” (Schmalensee, 1988, 648). Some
researchers use the price-cost margin to measufernppance in SCP studies to avoid the
problems associated with calculating rates of retudowever because marginal cost

measures are rarely available many researchertheg®ice-average cost margin rather than

30 Weiss (1974), Gilbert (1984) and Carlton and Fe(RD05) provide summaries of these studies.
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the price-marginal cost margin, an approach that@eand Perloff (2005) suggest may lead

to serious biases.

A further criticism of the earlier SCP studies hatt many of these studies use explanatory
variables which are not exogenous. This observaimuyests that exogenous measures need
to be found which explain differences in profitdlilin the short-stay accommodation

industry in Tasmania when investigating the thifthe research question in Chapter 1.

In the 1980s the focus of the empirical work sliféevay from inter-industry studies to
studies of firm level performance. Schmalenseexibtat “While there are significant
differences in industry-average profitability, teere often greater differences within
industries” (Schmalensee, 1988, 649). In his p&ubmalensee uses analysis of variance
(ANOVA) to decompose the variability in profitalhifidata into an industry specific
component, a firm specific component and a businegsspecific component. The approach
Schmalensee takes is essentially descriptive amhé® not attempt to explain such
variation. Many researchers have used this varidecemposition method to analyse intra
and inter-industry variation in profitability. Moseft these variance decomposition studies use
pooled data from a large number of industries i@caynski, J. Wilson and J. Goddard,
2005)3* Although interesting, these decomposition studiesnot primarily concerned with
explaining variations in profitability within andustry so this is not an approach that is

appropriate for investigating the third of the @®h questions in Chapter 1.

The shift in focus to the firm also resulted inese@arch stream known as the New Empirical
Industrial Organization (NEIO). Researchers in time of enquiry reject the more traditional
measures of performance because of the difficutteesed by the use of accounting data, and
estimate market power using models based on forthnabries of profit-maximizing
behaviour (Carlton and Perloff, 2005). They thea cisanges in exogenous variables (wages,
taxes, demand growth) to explain variations inqrenfance rather than endogenous variables
such as concentration ratios (Carlton and Per&8f05). The NEIO researchers are therefore
able to estimate market performance rather tharsangg performance using an accounting
proxy. In the NEIO researchers make observatiort®oéluct in specific industries, and draw
inferences about what these observed patternsmafucd mean for structure (Lipczynski et
al. 2005). The direct approach in NIEO involvesmaating marginal cost using cost data, for

example (D. Genesove and W. Mullin 1998) or estingaprice-cost margins, for example

31 Lipczynski et al. (2005) provide a summary of pinefitability decomposition studies from 1985 ta020
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(C. Hyde and D. Perloff 1998F. The indirect approach uses changes in prices f&r in
changes in costs, for example (W. Roeger 1995)sdsaudies are primarily concerned with
inferences about market structure and not aboufitabdity, so are not appropriate for
investigating the third research question in ChafiteHowever they do provide guidance
with analysing the Lerner index since they are eomed with measuring marginal cost and

the price-cost margin and so are relevant to tisé dif the research questions in Chapter 1.

A final line of research in the shift in focus teetfirm is the ‘persistence of profit’ approach
in which researchers examine the time series bebawf firm-level profit data (Lipczynski
et al. 2005 One of the earliest papers in this research Enéhat of J. Cubbin and P.
Geroski (1987) which “...uses a newly constructedepdata set on large UK firms to study
the relative importance of firm-specific and indysipecific determinants of profitability
over time” (Bresnahan and Schmalensee 1987: 376hbi@ and Geroski (1987) use
accounting data from company accounts to genenateasure of profitability and find

[tlhe systematic persistence of profitability thag do observe arises primarily from

persistence in the firm specific component of abawerage profits rather than the
industry specific component (1987, 440)

They also found

[flairly clear reasons to believe that market dyrawithin industries are likely to be
rather heterogeneous, with differences betweersfoften persisting for long periods of
time (1987:440)

These findings suggest that it may be possiblen évidence of variations in profitability
between firms in the short-stay accommodation itrggus both the short run and the long
run. As Lipczynski et al. note, “if some firms pess and are able to retain specialized
knowledge or other advantages, these firms maylaeta earn profits that remain above the
norm persistently, in the long run”(Lipczynski ¢t 2005,345). Bain (1951;1956) makes the
point that incumbents may have patented producvations, have cornered the right niches
in the product space or may enjoy consumer loyahich may prevent supranormal profits

from being eroded by entry.

Although the industrial organization literature elpful in investigating the research
guestions in Chapter 1, another approach to irgegstg performance is found in the

industrial relations literature which is also redav. This is the research by S. Machin and M.

32 Carlton and Perloff (2005) provide a summary ef phice-cost margin studies from 1981 to 1998.
% Lipczynski et al (2005) provide a summary of tleegistence of profits studies from 1988 to 2004
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Stewart (1990, 1996) into the “...the ability of teadnions to affect profit levels in certain
situations by extracting a share of any rents” (Ma@nd Stewart, 1996, 327). Of interest to
the research questions in Chapter 1 is the apprttethMachin and Stewart take to the
measurement of performance of firms. The measufiearfcial performance used by Machin

and Stewart (1990, 1996) is qualitative and basesuovey questioning of managéfs.
(Machin and Stewart 1990) make the point that

Despite the reduced information provided by a aaiegl variable such as this relative to
a continuous profit measure, and the subjectiveraaif the question, it still possesses
useful information pertinent to an empirical anays the determinants of financial
performance (1990, 330)

Machin and Stewart note the problems associatdd aatounting measures of performance
or data constraints in using price-cost margingyTdiso note that qualitative information

[h]as advantages as well as disadvantages butploeisle a useful counterpoint to the
more conventional measures. In particular it refl@chat managers actually consider to be
financial performance and, even if this is a migtaf various indicators like accounting
profits, productivity, and cash flow this is of derable interest in itself (1990, 330)

It is evident that the qualitative measure of perfance used by Machin and Stewart (1990)
can be adapted for use in the investigation othive of the research questions in Chapter 1
thereby avoiding many of the problems encounteredhe SCP or NEIO research with

measuring profitability using accounting data. FRroan be asked about relative or absolute

levels of financial performance or profitabilitying a qualitative question in a survey.

A final point in this discussion involves two retetudies of profitability by S. Feeny and M.
Rogers (1998) and M. Rogers (1999) in which theha@nst consider actual levels of
profitability in large Australian firms over the ped 1985 - 1996. The papers provide the
only recent information on the profitability in tlkecommodation industry in Australia so are
helpful to the investigation of profitability in ¢hshort-stay accommodation industry in this
thesis. Feeny and Rogers (1998) and Rogers (1%@eturn on assets, return on equity and
the earnings before depreciation interest andE&D() margin as measures of performance.
The main conclusion of their papers is that eadfitpmeasure can lead to a different
conclusion concerning firm performance, even thotigl three measures are positively

correlated with each other. They found that theoawnodation industry was a persistently

% The data are drawn from a question in the Workpladustrial Relations Survey, 1980 and 1984. The
guestion is “How would you assess the financiafgrerance of this establishment, compared with other
establishments and firms in the same industry?”response choice is “(i) Better than average Aiiput
average and (iii) Below average”.
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low performer in their sample of Australian companover the period 1985 to 1996. Ville
and Merrett (2006) construct a long time series fosiness profits for Australia for the
period 1947 to 1986 and find an average returnquityefor the period of around 8%. These
three studies on levels of profitability in Austeaprovide background information for the
investigation of the third of the research questionChapter 1 as they give some indication
of the possible average return on equity for firmthe short-stay accommodation industry in
Tasmania. They therefore provide a benchmark fadyshg returns in the Tasmanian
industry after allowing for any change in condisoinom 1996 and any variation in returns.
The studies also give some indication of the messsaf profitability that can be used in the

investigation of the third of the research question

In summary there are a number of conclusions that lme drawn from this survey of
profitability studies. The first conclusion is thmtiny researchers have considerable difficulty
in measuring profitability or price-cost marginsir accounting data, as is the case with the
SCP studies. The second conclusion is that thenatiee approach of the NEIO, whilst
helpful for investigating market power in indusgiiés not appropriate for the investigation of
the research questions in Chapter 1. The thirdasthe approach taken by researchers in the
industrial relations field using survey data isagaproach that can be used in the investigation
of the third of the research questions in Chapteifiie last of the conclusions is that
empirical work on profitability levels in Australisuggests differences in profitability
according to how profitability is measured and taatommodation has had relatively low

return levels compared to other industries in Aalstr

The final stage in this survey of the literaturetasexplore the studies where researchers
investigate firms directly by asking questions arging the survey method. Schmalensee
(1988) makes the point in his discussion of apgreado empirical research in industrial
economics that interview and survey methods carvigeo information not otherwise
available. It is therefore useful to see how reg®ans have used these methods in the context

of the investigation of the research questionsiegnghort-stay accommodation industry.

3.3 Survey use in economic investigations

The studies by Machin and Stewart (1990; 1996) igea useful link between the previous
section on profitability and this section on the wé$ surveys in economic investigations. The
data used by Machin and Stewart (1990; 1996) caome the Workplace Industrial Relations
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Survey®® Using surveys to collect data for economic analysis a long history with one of
the earliest studies being that of Oxford Econasriisearch Group (OERG). R. Hall and C.
Hitch (1939) documented this investigation, whidkalved interviewing 38 entrepreneurs
and asking questions about their pricing policied amvestment decisions. Hall and Hitch
note that they “...are acutely conscious of the stoonings of an inquiry of this kind” (1939,
12) but found that “...on some questions the rep#es so nearly unanimous that it is
impossible to ignore their implications” (1939, 13he findings of the OERG provoked
considerable discussion amongst economists althéudlinder, E. Canetti, D. Lebow and
J. Rudd comment that “it appears that this was lle¢hfirst and last interview study of
pricing to have a major impact on the thinking cbeomists” (1998:40). The dominant view
in economics has been that the behaviour of indal&l such as firms, should be observed
and their preferences thereby revealed. The iryagstn in this thesis proposes the use of the
survey method so it is helpful to consider how mmeent researchers have justified the use

of the survey method given the dominant view.

A number of studies using interviews and questiorsaappear in the literature from the
time of the Hall and Hitch (1939) paper to the ehthe 1980s but it is the recent studies by
G. Reid (1993), Blinder et al. (1998) and T. Bew[@p99) that provide the more useful
background for the investigation of the researcestjons in Chapter 1. Reid (1993) reports
on a survey of small, newly formed, owner-managetérerises in Scotland carried out
during the 1980s which combines qualitative dadanfinterviews and quantitative data from
an administered questionnaire. Blinder et al. (328® a structured questionnaire in a survey
in the 1990s of 200 companies in the private, wiedgd, nonfarm, for-profit component of
GDP to investigate theories of price stickinesswvBg (1999) is a prominent example of the
use of unstructured interviews (of more than 308iness people, labour leaders, counsellors
of the unemployed and business consultants in thethBast of the United States) in an

investigation of the issues causing wage rigidity.

Reid, Blinder et al. and Bewley all discuss theislea they made to investigate the questions
they were interested in by asking firms directlgid?(1993) notes that
An important feature of field work is that it enablthe empirical investigation to be well

grounded in reality, in a way that using officiakendary source statistics does not (1993,
8)

% The Workplace Industrial Relations Survey (WERS)es began in 1980. The primary aim of the survey
series is to provide statistically reliable, natihy representative data on the current state okplace relations
and employment practices in Britain.
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Blinder et al. (1998) note that “economists argdsed to be skeptical that you can learn

anything from economic behavior by asking peopl&98, 10). They also comment that
Thus while many objections to the interview methaste some validity, we should keep
them in perspective. Economists should evaluateiskeéulness of any suggested mode of

inquiry—including interviews — by posing the clasgquestion: Relative to what? (1998,
11)

Bewley (1999) makes the point that
Even if no controls were available it would be preptuous to ignore the testimony of

people who make economic decisions and observeamidipate in economic life (1999,
14)

These rationales about the decision to collect datly from firms and the discussion of
the price discrimination and profitability literaguprovide the basis for the decision to use a
survey to investigate the research questions irptéhd.. As noted in sections 3.1 and 3.2 in
many cases the data required to test questiong @bicing and profitability are either not
available in official statistics or are very diffit to observe. Using a survey allows price
discrimination and profitability to be investigatddr an industry in comparison to the
narrower studies of McManus (2007) Leslie (2004)ichhwere focussed on firms or

relatively small groups of firms within an industry

3.4 lIssues associated with the use of surveys
To finish this chapter a number of the issues aatst with the use of surveys, which Reid
(1993), Blinder et al. (1998) and Bewley (1999)Hiight, are also discussed. These issues

concern the choice of sampling method and the tiagiot survey.

Sample design involves selecting the part of theufadion to be included in the survey. The
distinction is made between whether the data atectsel, or not, by a probability
mechanism. If a probability mechani®his used then each element has a known, non-zero
chance of being included in the sample and the ciatabe used for statistical inference. As
Reid (1993, 8) notes “Typically, one is unable xplere all sites, so sampling is involved”.
He selected a sample that depended on field cent@utl so was not of a calculated
probabilistic form. However he notes “...I have nadewmce of systematic bias over crucial
dimensions” and “I feel it is appropriate... to udatistical techniques like regression

analysis which treat the sample as a random draframg a population of small firms” (Reid,

3% Examples include random sample, systematic sarsipiified sample and cluster sample.
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14). Blinder et al. (1998) generated a random sangplfirms but then “...compared the
resulting distribution with the distribution of GDBy industry” (1998, 64) and “When we
verified that the two distributions matched closelg were confident that our procedure was
correct” (1998, 64). Blinder et al. make the pdimat although they did generate a random
sample there was always the possibility of non-wasp bias if the 61% of the sample that
agreed to be interviewed differed systematicaliyrfrthe 39% that refused. They checked the
distributions of characteristics in their resportdeand believed they had a reasonably
representative sample of the relevant portion oPGBEnally Bewley (1999) did not generate
a random sample as he wanted a sample that wasiad &s possible and he recognized that
there was a trade-off between sample randomnessntardiew quality. He wanted to see
patterns in the relation between what people said the circumstances they face. He
believed that using personal connections and satkecalling of firms to generate a varied

sample would enable him to see these patt€rns.

The discussion of the sampling method in the suenayReid (1993), Blinder et al. (1998)
and Bewley (1999) suggest that using a survey teatodata to investigate the research
guestions in Chapter 1 should seek to achieve randss so that the data can be used for
statistical inference. However a random sample nw\be appropriate for a pilot study. The
purpose of a pilot study is to allow the surveyrimsent to be tested and to allow an estimate
to be made of the likely response rate. Reid (1993,ran a pilot study of 13 firms and
commented that “...it was felt that fairly precipeior instrumentation was appropriate,
provided the instruments were carefully testediliot pvork”. Blinder et al. (1998) ran a pilot
study and found that

We learned a great deal from the pilot study.dttiee some changes in questionnaire and

... helped us considerably in developing proceduresdntacting people and conducting

interviews. When you are travelling in uncharteditiery, there is nothing quite like a
little reconnaissance mission (1998, 60)

Bewley (2002) eschewed the pilot study approach amdnged a few interviews with
business people anticipating making no more tharniniérviews. He then found himself
drawn into doing more and persisted until he falil kearned as much as he could. This is an
ethnographic approach and contrasts with the stredtapproach taken by Blinder et al.
(1998). Reid (1993) incorporated qualitative unsiueed fieldwork into the first stage of his

37 Cold calling is the process of approaching protpecespondents who were not expecting such an
interaction.
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study where one of his co-workers became a paaitipbserver in a firm for three months.
This unstructured fieldwork led to the developmeinthe administered questionnaire used by

Reid for his survey.

The observation from this discussion of the methmglpissues is that any sampling method
should consider the purpose of that sampling. &f $hmpling is being carried out for the
purposes of a pilot study then a random sample me&ybe appropriate. However random

sampling is appropriate when collecting data in@esy for statistical inference.

3.5 Conclusions

The discussion in this chapter focuses on the puaviiterature relevant to the research
guestions in Chapter 1. This literature first cevempirical studies on price discrimination
and profitability. The conclusion from this discissis that because of the limitations in
measuring marginal cost and profitability differevays have had to be found by researchers
to investigate price discrimination and profitalyili An alternative approach to empirical
investigations in economics is to collect primagatad A number of recent studies which use
this approach are discussed in the chapter. Ippsogriate, given the present discussion on
the measurement of key variables and the discussiaine extant data in the previous
chapter, that a survey of firms in the short-stagoamodation industry be used to generate
primary data to investigate the research questionShapter 1. The development of this
survey and collection of the primary data is ddsdiin the next chapter.
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4 Survey design and administration

This chapter describes the process of designingadndnistering the survey used to collect
the data set for the analysis of the research igmsstdentified in Chapter 1. In order to
understand the pricing strategies and profitabiityfirms in the short-stay accommodation
industry data on prices, sales, costs, elastiditgemnand and profitability are required. The
discussion in Chapters 2 and 3 established thatettiant data for this industry was
insufficient to investigate pricing decisions andanhswer the specific research questions. The

decision was therefore made by the researchertéonoipformation directly from firms.

The selection of the population for the surveyesdatibed in Section 4.1 and the fieldwork
plan in Section 4.2. The fieldwork plan involvedeé stages. In Section 4.3 the first stage of
the fieldwork is described. In this stage a sesfesemi-structured interviews were conducted
with industry representatives resulting in the depment of the pilot questionnaire. The
second stage of the field work was the adminigtratif the pilot survey and this is described
in Section 4.4. In Section 4.5 the third stageha tieldwork is described, which was the
administration of the survey. Section 4.6 concluttes chapter. A number of interesting
observations and findings relevant to the reseauobstions came out of the process of
developing the questionnaire and administeringpitet survey. These are reported in this

chapter as they appear in the process.

4.1 Selecting the target population

The first step in the process of collecting theadatis to define the target population. G.

Kalton notes that
It is a useful exercise to start by defining theuylation as the ideal one required to meet
the survey objectives — thiarget population. This definition is then often modified to the
survey population to take account of practical constraints (1983, .6Jhe advantage of

starting with the ideal target population is tha exclusions are explicitly identified, thus
enabling the magnitude and consequences of thctiests to be assessed (1983, 7).

The target population is all those short-stay acoonmation firms in Tasmanian with five or
more rooms. The ABS data seffedescribed in Chapter 2 provides the referencet goin
defining the target population as this series idetuall those short-stay accommodation firms
with five or more rooms which are licensed hoteistels and some of the guest houses and

3 ABS Tourist Accommodation, Small Area Data, TasimaQuarterly Series 8635.6.55.001.
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serviced apartments. However, the ABS data semes aot include any of the bed and
breakfast and cottage firms. The ABS data serigsilption of 291 firms is contained within
the target population list of 425 firms obtainednfr Tourism Tasmania and which includes
bed and breakfast, cottage and the remaining ghesses and serviced apartmetits.
Individual firms could not be matched across theSAderies and the Tourism Tasmania list

as the ABS does not allow identification of indiwad firms

Those firms with four or less rooms were not inelddn the target population on the
following grounds

i. Selecting the same room size cut off for the taggepulation means that the
distribution of firm characteristics in the ABS dageries population, as described in
Table 2.1, could be compared to the distributioriirof characteristics in the target
population to check for consistencies across tlepgapulations. This consistency is
important in the current study because the ABSea@s a very high response rate and
S0 is very close to describing the ABS data sgrggaulation. Checking that the target
population is consistent with the ABS populations@es the target population
provides a non-biased starting point for the sundgditionally, price and quantity
data collected from firms in the target populatoam be used to generate revenue and
occupancy data and compared with the revenue anghancy data in the ABS data
series to check for consistency across the two data ensuring the sample of
respondents is not biased.

ii. Assuming an average occupancy rate of 80%, avecmye rate of $200 and average
net yield of 15% a firm with 5 rooms could generptefit of $840 per weef® With
four rooms the profit per week falls to $672. Gitbat average weekly earnings per
person in June 2005 in Tasmania were $718.7, a With four or less rooms
generated a weekly profit below the average weedsnings per person in June
2005 Based on discussions with Tourism Tasmania in Q@5 it is argued that
firms with fewer than five rooms would be likely soipplement the profit generated
by the short-stay accommodation firm with incomenirother sources. It is argued
that this kind of cross subsidy is less likely wittms who have five or more rooms.

The purpose of the research is to investigate tatmfity and pricing strategies in the

% The target population was identified using infotima provided by Tourism Tasmania, extracted frown t
TigerTOUR database in June 2005.

“0Based on figures provided by Tourism Tasmanialire2005.

“1 ABS Average Weekly Earnings, Tasmania, Quarteel§ies, 6302.0, June 2005 quarter.
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short-stay accommodation industry, so profit shdaddyenerated within the industry,

and not include a subsidy from income earned elsesvh

The next step suggested by Kalton (1983) in theesudesign is to decide whether the
population needs to be refined in some way. Givensize of the target population and the
fact that it was feasible to contact the 425 firaither by mail or email the population was
not further refined — the target population andgbpulation are the same. A database of firm
characteristics information for the 425 firms wasmpiled by the researcher and called
Short-Stay Accommodation Business Data (SABD). @abll describes the distribution of
firm characteristics of the SABD population. Thet@racteristics are firm type, location,
size and star ratin{. It is not possible to statistically test whethiee distributions in Table
4.1 are significantly different from those alreadported in Table 2.1 for the ABS data series
because there are differences in the make-up otwbepopulations. SABD contains an
additional 134 bed and breakfast, cottage, guastéhand self contained firms. However the

data in the Table 2.1 and Table 4.1 can be compared

Table 4.1 shows that 55% of the firms in SABD hadédr than 15 rooms compared to 47%
in the ABS data series population and 33% of fiimSABD had a star rating of 4 and above
compared to 40% in the ABS data series populafibese differences reflect the inclusion of
the bed and breakfast and guest house firms in SABIther analysis of the population in
SABD by the researcher indicated that the mean eurmbrooms in a bed and breakfast or
cottage firm in SABD was 8 whereas the mean nurabesoms in a hotel or motel in SABD

was 30.

*2The 2.5 star and 2 star categories and the 4.3 atat categories were each combined to avoidtgess
identification of businesses. The region bounddoeshe ABS data series are shown in Appendixd fanthe
SABD population in Appendix 2.
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Table 4.1 Distribution of characteristics of firmsin SABD

Number Percentage
Type
Bed and breakfast 79 19
Cottage and guest house 25 6
Hotel and motel 224 53
Self contained 97 23
Total 425
Region
Derwent Valley and Central Highlands 22 5
Heritage Highway 21 5
Tasman Peninsula and the South East 17 4
Huon Dentrecasteaux Bruny 12 3
St Helens and the Northeast 30 7
Hobart and Surrounds 92 22
Launceston and Tamar Valley 69 16
Freycinet and the East Coast and Flinders Isfand 3 9
Devonport, Cradle Mountain, Gt Western Tiers 52 12
Stanley and the North West and King Island 37 9
Strahan and the West Coast 34 8
Total 425
Number of rooms
50 rooms or mol 48 11
40 to 49 roorr 21 5
30 to 39 roorr 31 7
20 to 29 roomr 5€ 13
15 to 19 roorr 3¢ 9
10 to 14 roorr 62 1t
5 to 9 rooms 168 40
Total 425
Star rating
2.5 star and below 16 4
3 sta 4¢ 11
3.5 sta 10t 2t
4 sta 10C 23
4.5 star and abo 45 1C
unrate« 111 2€
Total 425

Sources: TigerTOUR database, Tourism Tasmania 200t
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It was possible that some of the firms in the SAB@pulation had customers who were
staying for longer periods in June 2005. The reseguestions in this thesis are concerned
with the short-stay accommodation industry andudiclg long-stays would generate bias in
the results since long-stays can attract significhscounts on rental rates. Data from the
Tasmanian Visitors Survey indicated the averaggtleof stay of visitors to Tasmania was 9
nights for the 12 months ending June 2005 indigaiitat some customers stayed longer than
9 nights in one accommodation property. It waspussible to separate out those firms with
long-stay customers although feedback from Toufferemanié® indicated that the numbers

were small so any bias in the results should kzively minor.

The next step in the study was to determine tHéwierk plan for collection of the data from

the population of firms. This step is describethia following section.

4.2 Fieldwork plan for the collection of data

The method followed for the collection of the datas suggested by the study of Reid
(1993). The population of small firms that Reiddséa was similar in size and characteristics
to the short-stay accommodation industry populaiionSABD. It was believed by the
researcher that following this fieldwork plan wowdsure a good response rate and data that
could effectively be used to test the research tgqures The three stages of the fieldwork

were:

Stage 1Development of the pilot questionnaire betweere ROD5 and September 2006;
Stage 2Administering the pilot survey between October@@@d September 2007; and

Stage 3Administering the survey between June 2008 andeBdmer 2008.

Stage 1 of the fieldwork involved using a semi-stiwed approach to ask firms and industry
representatives about decision making with regamticing and profitability* The approach

was semi-structured as a draft questionnaire wasglalged and discussed in a series of
interviews with firms and industry representativ€téages 2 and 3 involved a structured

3 Based on discussions with Tourism Tasmania in 2008.
“** This approach was similar to the one taken by RES®3) in Stage 1 of his study and also to th&efley
(2002) in his study.
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approach with the pilot questionnaire being devetbpnd tested in Stage 2 and the revised

questionnaire then being used for the survey iges8d®

4.3 Stage 1: Developing the pilot questionnaire

The purpose of Stage 1 was the development of destipnnaire for use in the pilot survey
in Stage 2. A draft questionnaire was first devetbpy the researcher based on the research
guestions in Chapter 1. The questions were guidedhb questionnaires developed by
Blinder et al. (1998) and Reid (1993) and alsoha WIRS study used by Machin and
Stewart (1990). Developing the questionnaire wasitarative process similar to that
followed by Blinder (1998) and Reid (1993) whereatinchanges in the draft questionnaire
made over the fifteen month period of Stage 1 c&dlé a re-evaluation of the critical points
in the research questions. The critical pointsteeia the issues raised in Chapter 3 about the
measurement of elasticity of demand, marginal aaost profitability. The critical points also
relate to the extent to which the firms use digrandirect price discrimination strategies and

whether or not they could report on such strategies

The first step in the development of the draft goesaire was a series of discussions about
the broad theme of the research and the specidieareh questions with three industry
representative® These discussions were designed to introduce ik &t hand to the
industry representatives and to establish thabtbad theme and specific research questions
accurately reflected the key areas associated thithdecision making of firms in the short-
stay accommodation firms in Tasmania. The discassiih the industry representatives
confirmed that the work would be of interest to finms, thereby encouraging participation.
Feedback from the industry representatives als@romed that the short-stay accommodation
operators would be able to answer open ended queséind questions involving a Likert

scale.

The next step was to test the draft questionnaigeseries of semi-structured interviews with
firms and industry representativ€sThe interviews were semi-structured since thisnfatr
allowed discussion and comments of a qualitativeireaon the draft questionnaire. The

objective of the discussions was to understand bahaviour with respect to the research

“5 The approach taken in Stages 2 and 3 was simikiiat taken by Reid (1993) in the later stagesistudy
and by that of Blinder et al (1998) in their study.

“® The industry representatives are listed in AppeBdi

*" The industry representatives and firms are ligteéippendix 3.
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guestions and in the process to obtain feedbadkerstyle and content of the questions in
the draft questionnaire. The firms and industryrespntatives did not complete the draft
guestionnaire but provided input to the designha tjuestions and gave some indication
about whether or not the firms would be able tonsmmghe questions. The selection of these
firms was not random since the intention was td fiperators and representatives who had a
good understanding of the way the industry operdtddwas believed that selecting firms
who understood the industry would lead to a quaestage that was well designed and that

could be used effectively.

In the interviews the nature and purpose of thearsh was first described, the methodology
explained and the questionnaire then discussed. KElgepoints from the interviews are

summarised below.

I.  Firms are required to submit information to the thaisan Tax Office (ATO) and the
ABS which would assist the operators in completimg questionnaire for the thesis.
Operators keep records to complete the questianf@ithe Tourist Accommodation,
Small Area Data, Tasmania, Quarterly Series 8635.601 and were likely to be
able to provide more disaggregated information aless (quantities) and pricé&s.
Operators who have a turnover greater than $50d)80required to complete a
Business Activity Statement for the ATO and, ifytlege registered as a business they
are required to complete accounts and submit anadmax return. These processes all
require financial information indicating that meessisuch as return on assets, return
on equity, and data on costs should be accessililrts.

ii. Relative measures of return on assets and returaqaity would be hard for the
operators to estimate as this is information thehd working in the competitive
short-stay accommodation would be anxious not t@®akto each other. Absolute
measures of these variables should therefore bel usethe design of the
guestionnaire. Firms should also be asked aboutrrein assets and equity before
interest and tax are deducted to make it easighérespondents to complete.

iii.  Measures such as return on assets or return otyenay not capture the total benefit
that firms gain from their business. Those opegtoho own their own firm may

have been making a lifestyle choice when choosiagoperate a short-stay

“8 The researcher attended a TCT/iTOT Tourism Conferen ‘Brand and You’ in August 2005 and
established contacts with the firms who were kguries in the industry at this event.

9 The interviewees indicated that the aggregateatimdtion required for completion of the ABS questiaire
is compiled from disaggregated data collected bydi
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Vi.

accommodation business. The returns for these owpenators may be low relative
to other firms in the industry but their personafisfaction could be relatively high.
The decision by firms to enter or exit the shoatysaccommodation industry will
therefore involve behavioural variables. To accotant such variables the owner
operators should be asked about financial perfocenamd lifestyle satisfaction and
all operators (including the non-owner operatorg)utd be given the opportunity to
answer open ended questions on how they measuse¢hess of their firm.

Firms systematically segment their market for dipggace discrimination purposes by
identifying customers according to whether they @goorate or leisure customers,
whether they are returning or first-visit customensd how they make their booking.
However it is judged less likely that firms woul@ Bble to answer questions about
indirect price discrimination strategies such asmjiy discounting. The firms are
likely to have information about the percentagesustomers who purchase more
than one night from previous sales data. Firms msp know about the price
sensitivity of the groups of customers who seleotarthan one night and can offer
prices to match this sensitivity. They offer prides self-selection because they have
no way of identifying individual customeaspriori who intend to purchase more than
one night. However the interviews reveal that ilikely that a substantial fraction of
the firms will not be able to explain their motiiat for offering quantity discounts,
particularly in terms of generating maximum préftm high demand customers.
Firms may offer customised prices with deals omgwinegotiated at an individual
level either by telephone or in person at the ddane of year also influences the
decision to offer discounts with the firms moreelik to offer discounts in off-peak
periods. Pricing decisions also have to take adcofircultural differences where
customers have traditions of haggling and negotiaiind of exchange rate changes
where customers are from overseas. Factors sutdirasss and reputation are also
important issues in pricing decisions and should ibeorporated into the
guestionnaire.

Firms commonly monitor the average net rate ordyibley receive for their room
sales. Monitoring average net rate or yield meamssf can observe the balance
between sales through, for example, a wholesalechwattract 25% commission,
sales through Wotif.com which attract 10% commissiand direct sales, which
attract no commission. This balancing of salesughodifferent distribution channels

is interesting information as it suggests that fims use the distribution channel
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Vii.

viii.

information on sales and prices in a systematic. wayobservation that also came
out of the discussion of yield is that it is img@ort to clarify in the questionnaire
whether it is the discount from the indicative pri¢rack rate) or the rate of
commission, or both, that are being investigatecavoid confusion in the firms’
responses.

Price sensitivity is difficult for firms to assea$en there are increases in demand and
increases in the number of rooms available. Thaigteresting observation in terms
of the empirical estimation of elasticity in econossince the observation concurs
with the identification problems which can occurestimating demand elasticities.
Firms are aware of the difficulty in assessing cosdr sensitivity when there are
demand and supply side changes. Firms in the skaytaccommodation industry are
likely to have a ‘good feel' for the price sendiyvof their customers based on
previous price increases in the period 2000 to 2@0&n visitor numbers were steady
and there was no change in inventory.

Rather than asking about percentage changes inndefolbowing a 10% change in
price an easier way to ask about price sensitifatyfirms would be to ask about
changes in revenue following a 10% increase inepfibis is because firms keep
revenue (accommodation takings) data for the AB@ darie¥ and so could easily
assess changes in revenue after a price change.

It needs to be clear whether the change in priea imdustry wide change or simply a
change by that firm. Firms understand the diffeeebetween the two but the lack of
any systematic industry wide changes in prices ¢iverperiod 2000 to 2005 would
mean that they would be judging the revenue chasgeply in terms of a firm’'s
change in price. The questions about price seitgitneeded to be worded in such a
way as to make this clear.

Firms are likely to understand the distinction bedw fixed and variable costs and be
able to provide costs per room night across diffemaarket-group categories but
might find it much more difficult to provide the emage cost per room night.
Calculating average costs presented difficultiesléciding how to distribute fixed
costs. It was therefore important that the coststjoes not be too complicated to
complete. The data would be unreliable without rcégeecification about what should
be included and what should be left out in costwdations. It should be made clear

0 ABS Tourist Accommodation, Small Area Data, TasimaQuarterly Series 8635.6.55.001.
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that the costs are those costs in addition to casion. Cost per room night might be
easier to provide than costs per guest night beitcthst questions in general would
probably be the most difficult for the firms to cplate so some guidance with
guestions on costs would be helpful.

xi.  Asking about competitiveness in terms of diffenerdm types is not appropriate since
firms appear much more likely to define themselagsproviding a particular overall
quality of accommodation relative to similar firmrs the industry rather than being
concerned with qualities across rooms between fifrsns benchmark themselves
against other firms of the same quality in a varigt ways but the only systematic
process in the industry was the AAA star ratingtays Any question on
competitiveness should consider a firm in relatiorother firms of similar type and
pricing position irrespective of where they arethe State. Many customers travel
around Tasmania and stay in accommodation in dasimiice and quality range so
competitive conditions for a firm needs to consitike’ firms.

xii.  Collecting data for a month or quarter could beetioonsuming for the respondents
and may discourage completion so firms should kedato consider a typical week in
the winter and summer. Asking about a typical weethe winter and summer also
means that variation across the years in termseak @nd off peak pricing can be
captured.

xiii.  Questions should have background notes attachetheim to help respondents
complete the questions. These should be includeéer afach question in the
guestionnaire. The questionnaire should be an ren-tjuestionnaire for all those
operators with an email and should be a postaltoquesire for those without an
email address.

The summary of the interview responses guided éveldpment of the questionnaire for the
pilot survey. The questionnaire was developed intarative manner throughout the first
stage period. The next step was to test the qumestie in a pilot survey. Stage 2 of the
fieldwork plan involved administering the pilot sey.

4.4 Stage 2: Administering the pilot survey

The pilot survey served a number of purposes. # used to test the questionnaire, to assess
whether there was sufficient variation in the dataanalysis, to minimise non-response and
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measurement errors and to estimate the resporsefrahe survey: Non-response error

refers to error (or bias) introduced when those dtamot respond differ in the characteristic
of interest from those who do respond. Measureneerdr refers to the error (or bias)
introduced when inaccurate recording of data octhwisugh misinterpretation of questions

by respondents.

4.4.1 Deciding on a sampling method for the pilot survey

The selection of the sample for the pilot survdipfeed the sampling method of Reid (1993)
and Bewley (2002). The sample needed to providéeew wof the likely responses of the
population of firms and it was believed that thimild best be achieved by focusing on field
contacts with a good understanding of the indugttythis stage there was little to be gained
from a probability sample with the pilot surveythalugh the sample needed, as far as

possible, to reflect the characteristics of theéinn the population.

A sample of 41 firms was selected from the popafatior the pilot survey, which
represented about 10% of the population. It wakigated the pilot survey would generate a
response rate of about 25%The sample size and expected response rate waisteom with
the pilot surveys of Reid (1993) and Blinder et(2898). To assure a response rate of at least
20% firms for the pilot survey were approached gsicontacts from the industry
representatives. These contacts were individuats wére involved in industry organisations
and were interested in ensuring the survey wagtefee The contacts were approached in
September 2006 and 48 firm names were providedhéset contacts. The researcher also
had 2 personal contacts, which were added to sheTlhe 41 firms were selected from this
list of 50 contacts with the composition of thesem$ reflecting the distribution of
characteristics in Table 4.1. Nine of the contaeimas were not used as the firm

characteristics duplicated those of firms alreaglgcted.

The pilot questionnaire was loaded onto an onlinevey software platform called
QuestionPro enabling ease of completion of the tqpregaire by firms. The software also
made revision of the pilot questionnaire and anslgkthe data from the questionnaire easier

to manage than a hard copy questionnaire. It shbeldoted that 80% of the firms in the

*1 The questionnaire used in the survey is in Appeddi

2 Based on informal feedback from Tourism Tasmaniaesponse rates for the short-stay accommodation
industry.

%3 The industry representatives who provided contatdisted in Appendix 3.
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population had an email address and internet aetehe time of the pilot survéy.The pilot
survey was conducted over the months of Octobef,200ne 2007 and September 2007.
These periods were selected because they avoidedouly period of the short-stay
accommodation year. By running the pilot survey rotleee periods the questionnaire
content and administration process could be mallifean iterative manner resulting in a
final version of the pilot questionnaire by SeptemB007. Sections 4.4.2 and 4.4.3 describe

the process of administering the pilot survey d@ikey issues that arose in this process.

4.4.2 Administering the pilot survey during the October 2006 and June 2007 phases

A hard copy of the letter of invitation was sen2®of the 41 firms in October 2006 and June
2007 inviting them to participate in the pilot sey® Although these firms all had an email
address it was decided by the researcher thanitied contact should be by mafi.The firms
were selected so that they represented the populetiterms of type, location, size and star
rating of firm. The letter was followed up by an ahma week later inviting the firms to
participate in the pilot survey. Those who agreed to participate were then senomfiae
link to the questionnaire and a consent form was isethe post. The questionnaire software
enabled the researcher to check progress on thstigueaire so the researcher could note
whether the invitees had viewed the questionnairpactially completed the questionnaire.
Once the questionnaires were completed the resaseimt the participants a hard copy of
their own responses. Six firms completed the goestire during the October 2006 and June

2007 phase of the pilot survey.

The key issues arising from this stage of the mlotvey are summarised below. The first
issue relates to the content of the questionndieeremaining issues to the administration of

the questionnaire.

1. In terms of the content of the questionnaire tlgpoases confirmed that it could
be used to collect data to test direct (third degpice discrimination using the
distribution channels, corporate, leisure, retusitvand first-visit market
segments as identifiable market groups. Firms hewdound it difficult to

provide data on sales and prices for customershpaneg multiple nights. This is

> Information provided by Tourism Tasmania, June6200

%5 16 firms were approached in November 2006 andh I2ie 2007

*® The decision was based on advice from the indwsggnisation contacts who recommended that fod goo
response rates the initial contact be made by lefte follow up contact by email.

" The pilot survey letter is attached at Appendix 5.
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an interesting finding, also identified in the sestructured interviews, because it
suggests that firms will first use the informatithvat is least costly to obtain to
price discriminate. That is the information on tdestribution channel the
customer uses and whether they are a corporaseydeireturn-visit or first-visit
customer. It appeared that although quantity distowere being offered at the
time of the survey a substantial fraction of firemuld not articulate how they
arrived at the quantity discount offering. Surveyestions on willingness to pay
for multiple nights and sales of multiple nightsgimi therefore suffer from low
response rates and were not included in the swquestionnaire.

2. The first administrative issue concerned the qaastion return on assets and
return on equity. These questions require confidenbformation which has
considerable competitive value. It became cleamwhaning the pilot survey that
participants would have to be reassured that thdata would remain
confidential®®. A further issue with the return on assets andrnebn equity data
is that the respondent may not have access tocrdfldential information if, for
example, they are an employee rather than an oapenator. The questionnaire
therefore needed to contain a question which adskatahe position of the person
completing the questionnaire and whether or not Were the owner operator.

3. The second administrative issue related to thewsoft subscription from
QuestionPro that was used for the pilot surveys™Marsion of the software did
not allow for either the researcher or the paréinipto save an electronic copy of
the completed questionnaire, although an upgradeh& business version
subscription did. The business subscription alkmwad the participant to save a
partially completed questionnaire electronicallgl @o back to it at a later date or
time. It became clear during these waves of that gilirvey that this facility was
required if the survey was going to generate a gesdonse rate. The firms often
had to be available to deal with customers througlioe entire period of their
stay. Hence the operators often had few uninteediperiods of time to complete
a questionnaire. Being able to use the save facitiéant the firms were more
likely to participate as it allowed flexibility inompletion.

4. The third administrative issue that emerged dutivggwaves of the pilot survey
related to the timing and process of inviting firnes participate. A number of

%8 The requirements contained in the approval obtkir@n the University of Tasmania Ethics Committea
be used to provide this reassurance.
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firms responded positively to the email sent aftex initial letter of invitation,
indicating that they would be interested in papi@ting. However when the
guestionnaire link was sent to these invitees theglined to participate without
viewing the questionnaire. The initial positivepesse may have been a courtesy
email from the firm but may also have indicated somillingness to be involved.
It was decided that the email sent after the legfenvitation should contain the
electronic link to the questionnaire. This processant that all invitees would
have access to the link and not just those who ihddtated an interest in
participating. By changing the process in this \lag invitee had less chance to
drop out and could view the questionnaire immediatethe email following the
letter of invitation.

. The final administrative issue concerned the cotigieof the consent form.
Initially a hard copy of the consent form had beent to the firm once they had
agreed to participate. It was judged appropriaeré@ess the consent form in this
way but the second mail out generated delays thetas believed, discouraged
participation. It was decided that the letter ohsent would be included in the
online questionnaire and the hard copy of the dquesaire ensuring that all
invitees received it and no follow up mail out waguired ensuring less delay for

respondents.

Following revision of the pilot survey questionmabiased on the first two waves of the pilot

survey, the questionnaire was presented at a Sdidetonomics and Finance seminar in

June 2007. The questionnaire was also discussad ABS survey design course which the

researcher attended in June 260The researcher received constructive feedbaclotnthe

guestionnaire and the preliminary analysis of tiat gurvey data. Some of the questions in

the questionnaire were simplified following thietiack and the format of the questionnaire

re-arranged to make the questionnaire easier t@leten The questionnaire was divided into

sections with headings and the branch facility e tquestionnaire software was also

incorporated into the questionnaire. This facihtgant that respondents could answer ‘yes’

or ‘no’ to questions and, if answering ‘yes’, thespondent would go to an open ended

guestion. If answering ‘no’, the respondent wouldve to the next branch of the question

ordering logic. This procedure enabled a respondenthove more quickly through the

guestionnaire which, it was believed, would encgareompletion.

%9 Australian Bureau of Statistics, Survey Design 8eu19-20 June 2007, Hobart.
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4.4.3 Administering the pilot survey during the September2007 phase

A final wave of letters of invitation and consentrhs was sent to the remaining 13 firms in
the pilot survey sample during September 2007 afwhs completed the questionnaire. The
final wave of the pilot survey demonstrated that pinocess of inviting participation and the
guestionnaire itself had been effectively revisBge firms who completed the questionnaire
were able to do this without any complication. Tasponse rate for the pilot survey overall

was 27% with 11 firms participating from the 41 tsewitations to participate.

4.4.4 Post-pilot survey discussions with industry represgatives

One further consultation was carried out with iridusepresentatives as a final check on the
guestions and responses to those questions fronpilittesurvey. The questionnaire was
discussed with industry representatives duringpeeod November 2007 to June 2088.
Minor modifications were made to the questionnaio®rporating comments and suggestions
from these industry representatives on the helpsibfThe help notes were updated on the
online version of the questionnaire and a matchengl copy version of the questionnaire and

help notes produced for those firms in the popoilatrho did not have email addresses.

4.5 Stage 3: Administering the survey

The third and final stage in the fieldwork involvedchning the survey using the questionnaire
developed and tested in the pilot survey. An ads@rient promoting participation in the
survey was placed in a number of industry publicetiin June and July 2068 Malcolm
Wells® promoted the survey in his presentation of curteatism research within University
of Tasmania, at the Tourism Industry Council Tasm&mnual conference in July 2008.

A hard copy letter of invitation for the survey wsent to the 425 short-stay accommodation
firms in SABD during June 2008. Eighty four firms in the population did not haae email
address so they received a hard copy of the questiee with their letter of invitation. The

0 These representatives are listed in Appendix 3.

%1 For example, clarifying details of the costs theded to be considered in answering questionseoadsts of
supplying a guest night.

%2 The Tourism Industry Council Tasmania Newslettet the Tourism Tasmania Newsletter, Tourism Talk.
83 Adjunct Professor, School of Management, UnivgrsftTasmania.

% The survey letter of introduction is in Appendix 6
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remaining firms were emailed a link to the questimine after the initial letter of invitation.

The 41 firms who had been invited to participatehe pilot survey also received letters of
invitation for the survey. As the survey asked éhisns about a typical week in the winter
2007 and summer 2008 quarters and the pilot siaskgd about a typical week in winter and

summer quarters in earlier years there would béouble counting of data.

Completed questionnaires were received from 51sfiamd partially completed questionnaire
received for 27 firms following the survey lettdriovitation. Follow up emails were sent to
those firms who had submitted a partially compledadstionnaire. A copy of their partially
completed questionnaire was also attached to thailedo make it easier for the firms to
complete the questionnaire. These follow up emelisited one response and the firm

completed the questionnafte.

The response rate for the survey was 19%. It wss @bssible to add the data from the pilot
survey to the survey data because the questiotieipilot survey questionnaire contained
sufficient of the core information for use in theadysis. The overall response rate including
the responses from the pilot survey was 2i%ourism Tasmania note that the industry
average using professional market research teasnghis population) is about 20%. The

response rate is therefore consistent with thesimgaverage.

The data from the pilot survey, survey and rack ditta was added to the firm characteristics

data in SABD and stored in Excel and Access files.

4.6 Conclusions

This chapter contains a description of the procéssollection of the data in SABD which
will be used to examine the research questionshiap@r 1. The population of interest was
determined and the firm and industry charactessticthe population were described. A field
work plan was drawn up which involved three stag€ke first stage involved the
development of a questionnaire using feedback faistussions in a series of semi-
structured interviews with industry representatieesl firms. The second stage involved
testing the questionnaire in a pilot survey. Thedtktage involved running the survey. The

% One firm was unable to complete the questionraitalid offer to provide further input to the arsilyif
appropriate.

% One firm participated in both the pilot and thevey and five of the firms have more than one ofi@maand
provided data that covered all these operationfustitig the total responses from 90 to 84 givekightty
lower response rate of 20%.
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next step in the work is to describe the data ctald from the pilot survey and the survey.

This is the subject of Chapter 5.
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5 Data summary of SABD

In this chapter a summary of the pilot survey, synand rack rate data in Short Stay
Accommodation Business Data (SABD) is providedSéttion 5.1 the characteristics of the
firms in the respondent group and population armpared using statistical tests. This
comparison exercise establishes that the respomglenp is a representative sample of the
population. This representativeness means thatldtee can be used for statistical inference.
The data in SABD are summarised and are report&kation 5.2. The characteristics of the
firms in the respondent group are summarised ini@e6.3. The data summaries in Section
5.2 and 5.3 also enable the identification of dateel variables. These variables need to be
used with caution in the econometric analysis regbin the results chapters. The data
summary in this chapter is intended to provide @abtiroverview of the data. The data are
further analysed using econometric techniques iap@hrs 6 to 8. However there are a
number of preliminary findings in this data summagliating to the broad theme of pricing
decisions and the specific research questions draiseChapter 1. These findings are

presented as they appear in the order of the questire sections.

5.1 Characteristics of the firms in the respondent grop and population

There are 425 firms in the population and 90 firmthe respondent group. Five of the firms
in the respondent group operate more than one -stayrtaccommodation firm. For the
purposes of the data summary in this chapter amdater analysis of the data in Chapters 6
to 8 the responses from these operators are coaatsithgle firm operations because the data
provided by these firms covered all their firm cgierns.

The first step in analysing the data generated fitearB85 firms is to compare the distribution
of firm characteristics of the respondent groughvtite firm characteristics of the population.
Consistent distributions will then indicate thatamdom sample of the firms has responded
and the data can be used for the purposes oftetaltisnference. Table 5.1 shows the
distribution of firm characteristics for the popiiten and the respondent group of firms. The

firm characteristics categories are consistent witse used in Table 4.1, although they are
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simplified for the purposes of Table 5.1 to proténoin anonymity®’ This simplification

involves combining groups within the categories.

Table 5.1 Distribution of characteristics of firmsin the population and the respondent
group

Populatiol Respondent grol

% %
Type
B&B, cottage and guest house 24 31
Hotel, motel and self contained 76 69
Region
Northern Tasmania 34 29
Central Tasmania 29 33
Southern Tasmania 37 38
Number of rooms
30 rooms or mol 24 23
10 to 29 roormr 37 3¢
5to 9 room 4C 38
Star rating
3.5 star and belc 4C 33
4 star and abo 34 35
Unrate( 2€ 32

The distributions of characteristics in the popolatand respondent group are tested using
Chi-squared tests for equality of distribution ftioos for each of the categories i.e. type,
region, number of rooms and star ratfigThe tests indicate there are no significant
differences in the distribution functions at the %gel. The results of the tests therefore
indicate that there is consistency in the distidoutof the firm characteristics across the
population and respondent groups and the data fhersurvey can be used for statistical
inference. The next step in the study is to desctite data collected from the survey. The
summary presented here follows the order of thestipres in the questionnaire to make for

ease of comparison.

®"The region groupings are described in Appendixi&r& are no firms in the respondent group frorkiing
Island or Flinders Island regions.

® The Chi-squared test assumes a random sampleteBhisivolves considering a sample taken fromankn
population to establish whether the sample is mpr&tive. Under this circumstance, the cell coaffectively
become hyper geometric rather than binomial. Utigese circumstances, as n/N is relatively small(%),
the Chi-squared is approximately correct.
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5.2 Questionnaire sections and discussion of responses

There are seven sections in the questionnairecasnsbelow.®®

Section Question
General questions about this business 1t09
General questions about pricing in this business 10to 13
Sales and percentage discount from the rack rate fahis business 14 to 19

Effect of an increase in rack rate on accommodatiotakings for this busines20 to 25

Cost of guest nights sold for this business 26 to 34
Return on assets and equity for this business 3510 40
Competitive position of this business 4110 43

The responses to the questions in each sectiateargibed in more details below.

5.2.1 General questions about this business

Questions 1 to 9 are designed to further test thality of the sample and to provide
background information about the business operatigmestion 1 asks about the person
completing the questionnaire by identifying thedter in the business. The responses are

shown in Table 5.2.

Table 5.2 Position currently occupied by the respafent in the business

Chief : . . .
executive Business Marketing Financial Front desk Owner
) manager manager controller manager operator
officer 9 9 9 P
Percentage of
responses 11 18 7 3 15 47

Respondents are permitted to tick more than oregoay so, for example, an owner operator

could tick that category and each of the remaimiaiggories. Few of the respondents ticked

%9 As the term 'business’ rather than ‘firm’ is usadhe questionnaire, business rather than firosed as a
descriptor in the rest of this chapter.
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more than one category so they clearly saw thde weell defined within a category.
Consequently the percentages shown in Table 5.2idwoa close representation of the
distribution across the respondent group. Fortyesgeercent of the respondents ticked the
owner operator category and only 15% the front deskager category. The advantage of
having a large group of owner operators in theardpnt group is that owner operators are
likely to be able to answer questions about thasiress whereas respondents in the other
categories may be less likely to be able to da th&sing a core group of owner operators in
the respondent group suggests that the busineswibah identified in the responses to the

guestionnaire provides an accurate reflection sfrimss behaviour in this industry.

Question 2 deals with the number of years the legsitnas been operating under the present
owner. This question also appears in the ABS daties'® which makes it a familiar and
easy guestion to answer. However data cannot b@a@u to the ABS data series as the
ABS does not publish the responses to this questiable 5.3 shows that almost all of the
business had been operating under the current damnat least a year, about 30% for at least

3 years and slightly more than a third for morentbayears.

Table 5.3 Number of years operating under the presg owner

Percentage of
Perioc responden
Less than 1 year 7
1 year and up to 3 years 28
3 years and up to 5 years 28
More than 5 years 37

The information in Table 5.3 indicates that mosthaf respondents are operating established
businesses. There are often large up-front fixexiscassociated with entering the short-stay
accommodation industry. If these costs are not asear over a period of years they may
generate misleading return on assets and equity€efiglt is argued that because most
businesses in the respondent group are operatiafplished businesses this makes such

misleading return on assets and return on equtyds less likely.

The next group of questions (Questions 3, 4 andefgte to how important financial
performance, customer satisfaction and market sr@gudged to be in the measurement of

the success of the business. The data from Que8tiame summarised in Figure 5.1.

0 ABS Tourist Accommodation, Small Area Data, Tasima@Quarterly Series 8635.6.55.001.
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Respondents completing these questions have aechbiive possible responses in a Likert
scale. These choices range from ‘very importanthta important’ and respondents can only
tick one possible choice. The histogram shows tregntage of responses for each of the 5
possible choices. All three variables used to nreahe success of the business are deemed
either ‘very important’ or ‘important’ for at lea80% of the respondent group with customer

satisfaction being the most important variabletifi@ group.

Polychoric! correlation tests of the relationships betweerseheariables are generated and
shown in Table 5.4% The correlations show significant relationshipshet 5% level between
financial performance and market share and betwesket share and customer satisfaction
but not between customer satisfaction and finarp@alormance. It is argued that because of
these significant correlations it is likely that mkat share, financial performance and
customer satisfaction are measuring dimensioneesame variable which is here described
as business success. The responses to Questiome¥draomay reflect response bias since it
is very unlikely that those respondents dealingally with the customer, for example, an
owner operator or a front desk manager would angivatr customer service is not very
important. To test for the possibility of respotsas the responses to Questions 1, about who
is completing the questionnaire and 3 are testéagysolychoric correlations. These are
shown in Table 5.5° There is only one relationship which is signifitahthe 5% level. This

is the correlation between the chief executiveceffiand customer satisfaction. These two
variables are positively correlated indicating thithe chief executive officers in the
respondent group systematically assess custorisfaséibn as being less importdftlt is
certainly possible that because the chief execuiifieer may have little contact with the
customer they might systematically assess custsatesfaction as less important. However,
since only 13% of the respondents gave a ‘chietatkee officer response to Question 1,
care should be taken in ascribing any motivatioth& chief executive officer. It is argued

therefore that there is little evidence of respdrias in the responses to Question 3.

" Polychoric, tetrachoric and polyserial correlatinathods are used when one or all of the variaimeder
consideration are discrete. Polychoric correlaisonsed for ordered-category data, tetrachoricetation for
binary data and polyserial where one variable iginaous and the other variable is ordinal. In eca$e the
unobserved underlying latent variable is assumdxetnormally distributed. By comparison the staddar
Pearson correlation coefficient assumes that tlheviwiables measured are continuous and form aibfea
normal distribution population. Uebersax JS. (20@@)ides a background note on these correlatiahods.
2 Correlations between the responses to other guesiti the questionnaire are also shown in Tallesd
will be discussed later in this section.

3 Correlations between the responses to other quasiti the questionnaire are also show in Tabld &t8e
5.4 and will be discussed later in this section.

" The ordering of Question 3 is such that a highesaudicates the variable is less important.
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Figure 5.1 Importance of financial performance, cusomer satisfaction and market share in measuring bsiness success

100%

90%
o 80% -
s
c

0f -

§ 70% ® Financial
o erformance
% 60% - P
n
S
o 50% - Customer
& satisfaction

40% -

30% - = Market share

20% -

10% -

0% - , I H_
Very  Important Neutral Notvery Not
important important important

58



Table 5.4 Polychoric correlations for Questions 37 and 11

Make a
Financial = Customer Market Make a lifestyle Market
Question | Category performanc satisfactiol share living chang Fairnes  share Reputatio Profitability

3 Financial performance 1
3 Customer satisfaction -0.206 1
3 Market share 0.610* 0.499* 1
7 Make a living 0.551* -0.339 0.396* 1
7 Make a lifestyle change -0.258 0.484 0.148 0.208 1
11 Fairness to the customef -0.234 0.502 -0.071 -0.018 .3010 1
11 Market share growth 0.415* 0.007 0.685* 0.431* 0.117  058. 1
11 Reputation of the businegs 0.240 0.375 0.308* 0.194 .0960 0.543* 0.599* 1
11 Profitability of the businegs  0.723* -0.387 0.450*  74%* -0.163 -0.048 0.629* 0.447* 1

* significant at the 5% level
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Table 5.5 Polychoric correlations for Questions 13, 7 10 and 11

Questions| Category Chief executive officer BusinessagarMarketing managt Financial controlleFront desk manac Owner operator
land3 Financial performance -0.075 -0.101 -0.145 0.154 0.234 0.256
land3 Customer satisfaction 0.568* 0.401 -0.950 -0.940 -0.966 -0.369
land?7 Market share 0.309 0.309 -0.004 -0.167 -0.369 0800.
land?7 Make a living 0.025 -0.182 # # 0.088 0.169
10 and 11| Make a lfestyle change -0.052 0.203 0.450 230.7 -0.281 0.119

10 and 11| Fairness to the customer 0.219 0.208 0.001 074-0. 0.306 0.306*

10 and 11| Market share growth -0.043 -0.013 0.014 -0.116 -0.407 0.126

10 and 11| Reputation of the busingss -0.013 0.147 0.175 0.467 0.393 0.106

10 and 11| Profitability of the businegs -0.092 -0.267 0.040 # -0.974 0.258

* significant at the 5% level
# Insufficient data to generate correlation
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An open-ended response is invited in Questionsd4banhere respondents are asked whether
there are any other ways that they measured bussisascess. Around 40% of the
respondents say that they use other measures asd thspondents provide informative
feedback. The responses are reported here singereflect findings which relate to the
broad theme of the research in this thesis. A nundferespondents identify internal
measures such as monitoring occupancy rates, mmimigitceturn-visits from customers and
using customer feedback forms as other ways of mne@sthe success of the business. Staff
retention is also used as a way of measuring theess of the business and a number of
respondents stated that they ran staff satisfastioneys. A number of respondents saw self
satisfaction as being an important measure of thgocess with comments such as “self
satisfaction of a job done well and knowing that oeputation is a favourable one” and
“personal satisfaction and the enjoyment of opegati business where one is meeting and
talking to so many different people from all oveusialia and other countries”. External
ways of measuring the success of the businessd@dindustry recognition and awards,
industry benchmarking, community recognition andnlor recognition. Other respondents
consider the relationship of their business todéeelopment of areas as tourism destinations

and the associated growth in property values.

It is clear from these responses that there are/raad varied ways that respondents measure
success and that it is not simply measured in tesmprofitability. This idea is further
explored in Questions 6 to 9 where responses atacted to the owner operators who are
asked about how important making a living or malarigestyle change is in motivating their
decision to operate their business. It is posdide the question about making a lifestyle
change may be less relevant or more difficult &eas for the 37% of respondents who stated
that the business had been operating under theermgresvner for more than 5 years.
Nevertheless 63% of owner operator respondents hesently begun operation of their
business and are therefore likely to find the qaadboth relevant and easier to assess. The
data from Question 7 are summarised in Figure B2.with Question 3 respondents
completing these questions have a choice of fissipte responses in a Likert scale. These
choices range from ‘very important’ to ‘not importaand respondents can only tick one
possible choice. The histogram shows the percerbgesponses for each of the 5 possible

choices.
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Figure 5.2 Importance of making a living or makinga lifestyle change in motivating the decision to agate the business
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It is clear from the responses shown in Figuretha? owner operators see making a living as
more important than making a lifestyle change It tmaking a lifestyle change is also
important. A polychoric correlation test of thes&iables, shown in Table 5.4, indicates that
they are not significantly correlated at the 5%elevlhis result suggests that they are
measuring two distinct concepts of business sucdessheck for any respondent bias in the
responses to Question 7 polychoric correlationstese generated for the responses to
Questions 1 and 7 and shown in Table 5.5. Therearsignificant correlations at the 5%
level suggesting no respondent bias.

Polychoric correlation tests of the responses t@sfjon 7 and those of Question 3 on
business success are also generated and shownbie %al. They indicate positive
correlation values significant at the 5% level be#w making a living and financial
performance and market share, but not betweenyliéeshange and the three measures of
business success. The information in Figure 5.2tl@delationship between the responses to
Questions 3 and 7 are of interest. The respongggestthat those owner operators for whom
making a lifestyle change is important may be pregpdo accept a rate of return below the
rate they would get from a comparable investmentphli to benefit from the lifestyle
change. This hypothesis needs to be investigatesh whnsidering the econometric analysis

of the third of the specific research questionE lvapter 8

Questions 8 and 9 ask the owner operator if thexether factors that are important in their
decision to operate their business. Around 50%espondents said that they do use other
measures and these respondents provide infornfatdbdack. It appears that a number of the
respondents are using their business to provide@me in their transition to retirement.
One respondent states that the decision to op#ratieshort-stay accommodation business
has allowed them “to work for ourselves, to provaebetter financial situation for our
retirement”. Another respondent wants “to contiamel improve the business that had been
initially built and established and worked in by pgrents”. One respondent states they want
a “new challenge in our lives and wanted to liveTesmania”. Another respondent wants
“the chance to use their initiative and be credti@her respondents saw the move as one
for career advancement and a chance to accumutsikhwOne respondent states that “my
business partner and | purchased the businessthgtlview of repositioning it in a new
market and selling it on within five-years”. Onghheme another respondent wants “to be
profitable and to be able to expand into otherress, buy other assets”.
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The feedback on motivation provides a useful pewifrthe many motivations that lie behind
decisions that people make about going into busin€se decision to enter the short-stay
accommodation industry is not simply about the meton that operator’'s resources.
Behavioural factors also play a role in their diecis. However although the qualitative
information in these responses is illuminatingtfue broad research theme of the thesis there
are not sufficient commonalities across respondentssign quantitative measures to these

data for use in econometric analysis of the speo#search questions in Chapter 1.

The next step in this summary of the data is tdarpthe behaviour of the respondents in

terms of pricing.

5.2.2 General questions about pricing in the business

The first question in this section, Question 10,used to check whether the person
completing the questionnaire is also in a positmmnake pricing decisions in the business.
Respondents are able to tick more than one bolowgh few did this, and the data are

summarised in Table 5.6.

Table 5.6 Position of the person making the pricinglecisions in the business

Chief Front
executive Business Marketing Financial desk Owner
officer manager manager controller manager operator

Perecentage
of responses 12 15 5 3 6 59

Once again the preponderance of the owner operst@pparent. By matching up the
responses to Questions 1 and 10 it is possibletermine that 80% of the respondents are in
a position to make pricing decisions for the bussddaving a relatively large proportion of
the respondents able to make pricing decisionssisfull since it indicates that some
confidence can be placed in the responses to quss#ibout pricing in the questionnaire.
Question 11 follows on from the question about winakes the pricing decisions and asks
respondents to assess the importance of four g&actanaking their pricing decisions. These
factors are fairness to the customer, market speoeth, reputation of the business and

profitability of the business.
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The data are summarised in Figure 5.3. As with feigh.2 the histogram shows the
percentage of responses for each of the 5 posdioiees. The data presented in Figure 5.3
show that slightly more than 60% of respondentsaekfairness to the customer, reputation
of the business and profitability of the business/@ry important in the pricing decisions of
their business with only slightly more than 40% rde® market share growth as very

important.

This finding of the lack of importance of markeiash is interesting in that a larger market
share would be expected to generate greater mpowetr and affect profitability through
higher prices. However since the respondent grguprédominantly small business with
limited market power in a competitive industry thegrhaps this was not so surprising. It is
possible that the way that businesses use pricepimve market share varies with the size of
the business. Market share can be increased invwys; by improving capacity utilisation or
by adding more rooms. The larger businesses imthestry may think in terms of increasing
the size of their business whereas the smallernbases may think more in terms of

improving capacity utilisation.

Polychoric correlations are generated to investigathether there are any significant
correlations between the responses from QuestiandIdescribed in Figure 5.3 and the role
of the person making the pricing decisions desdrimeQuestion 10. These are shown in
Table 5.5. The significant correlation at the 5%eleis between the owner operator and
fairness to the customer. As the owner operataggd@minate in the respondent group the

data from Question 11 should be used with cauticavbid biased results.
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Figure 5.3 Importance of fairness to the customemarket share growth, reputation of the business angbrofitability of the business in
the pricing decisions of the business

80%
70%
60% .
® Fairness to
the customer
S 50%
g Market share
o growth
o 40%
Q- -
) B Reputation of
2 the business
3 30%
[}
o ® Profitability
. of the
20% business
10%
0%
Very Important  Neutral  Not very Not
important important important

66



It is also helpful to examine the relationship bedw the responses to Question 11 and
Question 7 about making a living or lifestyle cleidolychoric correlations are generated
and shown in Table 5.4. Two relationships are &pmt at the 5% level. These are the
relationships between the profitability of the mess and making a living, and between
market share growth and making a living. This aonéi that for this group of businesses,

profit maximisation and market share are importemiables in making a living.

Questions 12 and 13 are the last questions irs#tson. These questions invite open-ended
responses on any other factors that are importathea pricing decisions of the business.
Around 30% of respondents say that there are ddwors that are important and these
respondents provide feedback. Costs of goods seldcensidered an important factor in
pricing for about 23% of these respondents. Onporegent notes that “electricity and gas
pricing are a fluctuating factor and my pricing ¢i#s on the increases in these supplies but
other factors such as rates and phones are mdre stad do not occur in such large dollar
figures”. Competitive situation is considered anpartant factor for about 27% of the
respondents. For instance one respondent statedwthan pricing rooms competitiveness
with like business is considered”, another noteat tthe business must ensure that we are
competitive relative to other accommodation” antthied stated “what we can safely charge
with what our competition will allow”. A number akspondents added to the responses in
Question 11 by re-stating the importance of faisn@sthe customer with comments such as
“perception of value for money by customer” and ‘inedieve accommodation costs are a big
deterrent to visitors and it is essential that afmes keep costs to a level that provides a fair
income”. Several respondents have relatively cohgmsive lists of factors that are
important in pricing decisions such as “what therkaaiwill pay, room rate opposed to
marketing spend, yield per room once commissiomgdfroom costs and expenses have
been taken” and “competitor competition, compet#oalysis, future local events, forecasted
occupancy, past occupancy, revenue and average matenfigures”. Only one respondent

mentions growth as an important factor in priciegidions.

This anecdotal feedback on the other factors ttiattapricing is useful and it is possible to
establish two common themes. These themes arecdlség and competition are important
factors in pricing decisions for many respondetitsvas decided not to attempt to convert
this qualitative information into quantitative data questions have already been included in

the questionnaire about costs and competition.
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It is also possible that a number of the varialibeQuestions 3 and 11 are correlated. It is
useful to generate final polychoric correlationsowimg the relationship between the
variables in Questions 3 and 11. These are showiale 5.4. The correlation matrix shows
that there are significant correlations at the 8%el between a number of the variables. This
finding suggests that the variables should be usedombination with caution to avoid

multicollinearity in the econometric analysis.

Considering the responses to Questions 3, 7 anandllthe correlations in Table 5.4 it is
noted that the only variable that is not correlatgth any of the other variables is the
variable ‘making a lifestyle change’ from Questiénlt would appear that this is the only
variable measuring a unique factor in this respahdeoup. The remaining variables are all
correlated to some degree with each other. Thigltresiggests that these variables are all
measuring the same dimension. Figure 5.1, Fig@a@hd Figure 5.3 show the responses for
the variables in Questions 3, 7 and 11 are cludtaereund the ‘very important’ choice in the
Likert scale of choices. This is less pronounceith whe ‘making a lifestyle’ change variable
in the Question 7 responses. As the responsestthtbe questions show limited variation
across the choices and because many are signijicamtelated only the making a lifestyle
change variable from Question 7 will be used ingbenometric analysis in the investigation

of the specific research questions.

The next step in the investigation of the data ftbe survey is to consider the responses to

the sales and percentage discount from the raelqrastions.

5.2.3 Sales and percentage discount from the rack rate fahis business

Questions 14 to 19 require the respondent to esgitha number of guest nights sold at the
rack rate, below the rack rate and the averageeptrge discount on those sales below the
rack rate. The rack rate (or indicative pricehis advertised price where no discount is
offered. There are three sets of questions. Quesfid and 15 consider sales through the four
distribution channels. The ‘wholesalers and onéiggregators’ are those distributors who
take 18% and more commission e.g. Tasmania's Téonqgaand Expedia. The ‘retailers and
online intermediaries’ are those distributors wéiketless than 18% commission e.g.
Wotif.com. Questions 16 and 17 ask about corpaatkleisure sales and Questions 18 and

19 about first-visit and return-visit sales. Théds®e sets of questions are repeated for a
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typical summer and typical winter week. Summaryigtias are generated from this data for

each of these groupings and are shown in Table 5.7.

The mean sales at the rack rate for the summemamnér weeks across all businesses are
calculated for each market group. For example,ettege on average 21 ‘wholesalers and
online aggregators’ guest night sales at the ratk in a typical summer week. The
percentage of sales at the rack rate based ond¢ha number of sales at the rack rate is then
calculated. For example, the 21 ‘wholesalers arlth@maggregators’ guest night sales at the
rack rate represent 19% of the 114 sales at tHerede to all customers. The mean sales
below the rack rate and percentage of sales bdiewack rate is then calculated using the
same process as for the rack rate sales. Finalgtbrage percentage discount from the rack
rate for those sales below the rack rate is caledléor each market group. For example,
those ‘wholesalers and online aggregators’ custemdro paid a price below the rack rate
received a discount on average of 35% below th& rate’> Some respondents did not
complete all sets of questions in this section 3@ totals across the groups may be

inconsistent?®

The data in Table 5.7 show that, for the three girogs, mean sales at the rack rate are higher
in the summer than in the winter. For example,dheme, on average, 59 sales to corporate
and leisure customers in the summer but only 2dssaln average, to corporate and leisure
customers in the winter. However mean sales bel@wrack rate are similar across winter
and summer for all the market groups. For examplean sales below the rack rate to
corporate and leisure customers are 55 in the suname 50 in the winter. The business
therefore makes additional sales in the summer aoeadpto the winter but these are all at the
rack rate. Finally the mean percentage discourthersales below the rack rate for the three
groupings is lower in the winter than in the sumnfeor example, the mean percentage
discount for the corporate and leisure groupin§6%o in the summer and 71% in the winter.
This result suggests that customers may be momgtisento price in the winter than in the
summer. This finding casts some light on the ingasibn on the specific research questions
in Chapter 1 suggesting the business has the iattomto practice price discrimination

across the winter and summer seasons.

"5 f the rack rate is $300 the wholesalers and erdiggregators customer who receives a discount pays
average, $195.

"% Forty five percent of the respondents completedsflans 14 and 15 on sales through the distribution
channels, 40% completed Questions 16 and 17 om@and leisure sales and 30% completed Quesitins
and 19 on first-visit and return visit sales. As targest proportion of the respondents completags@ons 14
and 15 the totals for the distribution group begiresent the sales for the respondent group.
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Table 5.7 Aggregated data for sales and discountsrfthe three groupings

Percentage Percentage Mean
Mean# of sales at Mean sales ofsales percentage
sales atthe the rack belowthe belowthe discountfrom
Period Group rack rate rate rack rate rack rate rack rate
Summet
Wholesalers and online aggregators 21 19 12 22 35
Retailers and online intermediaries 7 6 15 29 68
Direct via own website, telephone or fax 62 54 20 38 24
Direct via walk-ins 24 21 5 10 18
Total 114 52 36
Winter
Wholesalers and online aggregators 8 17 10 20 56
Retailers and online intermediaries 4 8 16 33 82
Direct via own website, telephone or fax 23 51 19 39 45
Direct via walk-ins 11 24 4 8 27
Total 44 49 53
Summet
Corporate nights 6 10 32 57 84
Leisure nights 53 20 24 43 31
Total 59 55 56
Winter
Corporate nights 2 9 33 65 94
Leisure nights 19 91 17 35 48
Total 21 50 71
Summet
Return visit nights 14 19 12 24 46
First visit nights 59 81 37 76 38
Total 73 49 42
Winter
Return visit nights 5 24 10 20 69
First visit nights 15 76 41 80 74
Total 19 52 72

# Mean sales are calculated using the number e$dat each business in the grouping.
* Indicates the mean precentage discount for theging
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Table 5.7 shows that there are few sales at theinalboth winter and summer via ‘retailers
and online intermediaries’ relative to the othestbution channels. Those customers buying
via this channel receive the largest percentageodrd of all the distribution channels, for
example an average discount of 68% in the sumn@eB8a%6 in the winter. The size of these
discounts relative to the other distribution chdsrsiggests that customers buying via the
‘retailers and online intermediaries’ channel arerensensitive to price than customers
buying via the other distribution channels. Congbrghere are few sales in winter and
summer below the rack rate to walk-in customeratirad to sales via the other distribution
channels. The walk-in customers who pay a pricevibéhe rack rate, receive the lowest
percentage discount from the rack rate of theidigion channels, for example 18% in the
summer and 27% in the winter. This result suggeststhe walk-in customers are the least
sensitive to price across the distribution chanrfalsally the larger discount in winter across
all the distribution channels suggests that custemeay be more sensitive to price in the

winter than in summer.

Within the corporate and leisure grouping, the dataTable 5.7 show that corporate
customers receive the larger proportion of salésvbéhe rack rate, 57% in winter and 65%
in the summer. The corporate customers also recaiv@rger discount than the leisure
customer on sales below the rack rate, 84% inuhaser and 94% in the winter. These are
relatively large discounts compared to the discedot the other customer groups. However
the mean percentage discounts for the combinedEtrileisure grouping are 56% in the
summer and 71% in the winter which are close tontlean percentage discounts for the two
other groupings i.e. distribution channel groupiagsl first-visit/return-visit groupings. The
pattern of discounting observed for corporate custs suggests that these customers may be
more sensitive to price than leisure customersesitiey are able to secure a larger
percentage of sales below the rack rate and a Ipwee for those sales than the leisure
customer. The observation concerning corporateomet sensitivity contrasts with the
pattern of discounting observed in the airline stdy where business seats intended for
corporate customers are more expensive than ecoseaty intended for leisure customers.
In the accommodation industry in Tasmania it issgae that corporate customers are more
likely to book accommodation in the larger busiessm the industry, such as hotel chains
which have relatively high rack rates, but thereree sizeable discounts on these rack rates.
Additionally if the larger hotels incur large fix@wsts they may be more willing to cut prices

to fill capacity than relatively smaller businesses
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Finally, for the return-visit and first-visit groung, the return-visit customers receive a larger
discount from the rack rate than the first-visisimmers in the summer, 46% as opposed to
38% discount. However this pattern is reversedewvtinter when the return-visit customers
receive the smaller discount from the rack rate% 68 opposed to 74%. There is little
difference across winter and summer in terms otemdnge of sales at the rack rate and
below the rack rate for the return-visit and fwsit customers. The results on the discounts
provide some indication of differences in pricestwity across the return-visit and first-visit

customers.

The summary data in Table 5.7 therefore provideesorteresting findings. There is clearly

some variation across the customer groupings mgef both pricing at the rack rate, pricing

below the rack rate and discounting from the ratk.rThe variation suggests differences in
sensitivity to price that warrants further analysis

Calculation of actual prices using the data fromeSuwns 14 to 19 requires data on the rack
rates for each of the businesses who responddteteurvey. This data was collected from
the Discover Tasmania website for the two quardérhe pilot survey and the two quarters
of the survey. All respondents had their rack rates publishedtten Discover Tasmania
website by the time of the pilot survey. A businessy have many different rack rates which
reflect prices for their different types of roonteitefore the number of rooms of each type
was also obtained from the Discover Tasmania web§he rack rate data and the number of
types of room data are used to calculate the aeewk rate which is a weighted averdgye.
The data from questions 14 to 19 and the rackdai are further explored in the analysis in
Chapters 6 and 7.

The data from Questions 14 to 19 are also usedltulate occupancy rates for comparison
with data the ABS data serl@sThis process provides a further check that tispardent
sample is representative of the short-stay accomtimdpopulation of business in Tasmania
with five or more rooms. The average occupancy f@tehe respondent group was 30% in
the typical winter week and 44% in the typical suenweek. An average occupancy rate of
49% for the quarter ending 30 September 2007 afd fd the quarter ending 31 March
2008 is reported in the ABS data sefitdhe two sets of occupancy rates are not strictly

comparable since the ABS data series contains -aetubf the SABD population. This issue

"Viewed at http://www.discovertasmania.com.au.

8 Details of this calculation are contained in Apgierd

9 ABS Tourist Accommodation, Small Area Data, TasimaQuarterly Series 8635.6.55.001
8 These quarters match with quarters investigatékersurvey.
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was discussed in the previous chapter. It is nasipte to further disaggregate the survey
occupancy data to examine the rate across thenggiod compare these rates to those in the
ABS data series across the regions. This is bedatber disaggregation would not preserve
the anonymity of the respondents. It is possibé the bed and breakfast, guest house and
self contained business added to the ABS datasseéoegenerate SABD have lower
occupancy rates than the business in the ABS seti@sh accounts for the differences in
occupancy rates between the two series. Anecdotaldbfick from the industry
representatives and business in the earlier staigisld work supports this account of the
apparent differences in the occupancy rates betvleeriwo series. The difference in the
occupancy rates between the summer and winteng\er preserved across SABD and the
ABS data series indicating that the respondentgisuepresentative of business with 5 or

more rooms in the short-stay accommodation industry

The next section of the questionnaire investigdieschange in accommodation takings after
the business increases their rack rate by 10%.eThes the questions that investigate the
elasticity of demand of customers. It is this d#tat the business could use for price

discrimination purposes.

5.2.4 Effect of an increase in rack rates on accommodatiotakings

Questions 20 to 25 are designed to assess howigenbe different market groups are to an
increase in the rack rate. The groupings used eTa.7 — distribution channel / corporate /
leisure / first-visit / return-visit — are repeatedthis section. The assumption made when
designing these questions is that the busineskasging their own rack rate and that the
estimate of the impact is the impact of this chaagd not the impact had all businesses
raised their rack rates. Therefore the responsethdse questions should provide some
measure of the residual demand curve for the bssin&n increase in accommaodation
takings indicates inelastic demand, a decreasakimgs indicates elastic demand and no

appreciable change in takings indicates unit elagtimand*

Table 5.8 summarises the data from Questions 20 .tdhe data in Table 5.8 show that, for
example, 39% of respondents stated that an inciedbe rack rate of 10% would result in
an increase in takings compared to 36% who sthte would be no change in takirfgs.

8 The industry description of revenue is used is¢hguestions i.e. accommodation takings.
8 The percentages therefore sum to 100 down therceu
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Table 5.8 Distribution of responses for changes itakings after a 10% increase in the
rack rate for distribution channel groups

Percentage of responses
Wholesalers an Retailers and Direct via own Direct via walk-
online online website, ins
aggregators intermediaries telephone or fax
Summer
Increase in takings 39 36 40 36
No appreciable 36 32 38 43
channe
takinns
More than 10% 5 11 6 4
fall
Winter
Increase in takings 12 14 17 13
No appreciable 32 21 28 27
change
0 0, i
1% to 19 Y% fall in 29 38 2 40
takings
0,
More ]leel‘” 10% 27 26 23 20

Across all distribution channels a smaller percgataf respondents indicated that an increase
in the rack rate would increase takings during wieter compared to the summer. For
example 36% of respondents indicated that takingsldvincrease in the summer for the
‘retailers and online intermediaries’ channel wlasrenly 14% indicated takings would
increase for this channel in the winter. The dédfere in responsiveness between winter and
summer across all distribution channels is alsesistent with the data in Table 5.7, which
shows that the mean percentage discount for thiebdiSon channel grouping is 36% in the
summer and 53% in the winter. This suggests thaiade is more elastic in the winter than

summer.

Now turn to variation in price sensitivity acrosstdbution channels. The data in Table 5.8
also indicate that, summer customers using thaifees and online intermediaries’ channel
are the most sensitive to increases in the rack irathe summer of all the distribution
channels with 11% of respondents indicating thkings would fall by more than 10%. In
comparison only 4% of respondents indicated tHah¢s from walk-in customers would fall
by more than 10% from walk-in customers. The pagiesf responsiveness are consistent
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with the discounts observed in Table 5.7 wherearnsts using the ‘retailers and online
intermediaries’ channel in the summer receive atgrediscount than walk-in customers. As
with the summer and winter differences the pattawrsss the distribution channels suggests
that those customers using the ‘retailers and enhitermediaries’ channel have more elastic

demand than walk-in customers.

Table 5.9 summarises the responses for the cogoarat leisure customer grouping from
Questions 22 and 23. As with Table 5.8 the coluentgntages sum to 100. Table 5.9 shows
that 43% of respondents indicate that takings fteisure customers would rise and 20%
indicate that takings from corporate customers @waide with an increase in the rack rate.
These patterns are consistent with those obsemvedlable 5.7 with a relatively large
proportion of discounted sales being made to thiparate customer in the summer. These
observations on responsiveness to price and dissduom the rack rate suggest that, in
summer, the corporate customer is more sensitivgrice than the leisure customer.
Additionally the greater sensitivity to an increasdahe rack rate in the winter seen in Table
5.9 is also reflected in greater discounting fothbgroups in the winter as seen in Table 5.7.
The summer and winter variation is also consisteith the summer and winter variation

observed across the distribution channel groupintable 5.8.
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Table 5.9 Distribution of responses for changes itakings after a 10% increase in the
rack rate for the corporate/leisure groups

Percentage of responses
Corporate Leisure
custome custome
Summer
Increase in takings 20 43
No appreciable 54 37
change
0 0, i
1% to 19%) fallin o4 15
takings
0
More than 10% 5 4
fall
Winter
Increase in takings 10 12
No appreciable 40 30
change
0 0, i
1% to 19 % fallin 35 37
takings
0
More than 10% 15 21
fall

Table 5.10 summarises the responses for the retsitnand first-visit customer grouping
from Questions 24 and 25. As with Table 5.8 thauewl percentages sum to 100. Both
groups of customers are more sensitive to an isereathe rack rate in the winter than the
summer. This observation is consistent with theteviand summer variation observed in the
distribution channel and corporate and leisure giregs. The variation in responsiveness to
an increase in the rack rate observed in Table &18lso reflected in the discounting
observed in Table 5.7, with a smaller proportiorsalies below the rack rate to the return-
visit customers in the summer relative to the {uisit customers, and a larger proportion of
sales below the rack rate to the first-visit custonm the summer relative to the first-visit

customer in the winter.

76



Table 5.10 Distribution of responses for changes itakings after a 10% increase in the
rack rate for the return visit/first-visit groups

Percentage of responses
Return-visit  First-visit
custome custome
Summer
Increase in takings 30 38
No appreciable 43 43
change
0, 0, i
1% to 19 % fall in 23 13
takings
0,
More than 10% 4 6
fall
Winter
Increase in takings 13 15
No appreciable %6 35
change
0, 0, i
1% to 19/0 fall in %6 30
takings
0,
More than 10% 15 20
fall

The data from Questions 20 to 25 offer some indioabf the possibilities in terms of
econometric analysis since responsiveness to psiceentral to the analysis of price
discrimination. Clearly there are patterns obseliveithe sensitivity of customers to changes
in the rack rate, sales at the rack rate and b#tewack rate and discounting on those sales.
This variation suggests there is the potentialefigploring the research questions in Chapter
1. However there is one missing piece of informatihich is the marginal cost to supply a
guest night across the different groups and timeg@s. The next step in is to investigate the

marginal cost data collected from the survey.

5.2.5 Costs of guest nights sold

The cost data collected from the survey using Ques®26 to 34 focuses on marginal costs —
costs that vary when a guest night is sold. These can then be used in conjunction with the
data collected on prices (rack rates), discourftiog the rack rate and sensitivity to changes
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in the rack rate already described in sections35a2d 5.2.4 in order to analyse business’
pricing strategies. The same three groupings diserearlier questions on prices (rack rates)
and price sensitivity are used in Questions 2640 These groupings are the distribution
channel used to sell a guest night and whethegtiest night is a corporate, leisure, return-
visit or first-visit night. Respondents were askedconsider only those costs that would be
incurred if the room was not empty for the nighkaBples of such costs would be room
cleaning, linen and credit card charges and brs&kfalthough there may be systematic
differences in marginal costs across different $yp€ establishments — for example B&Bs
include breakfasts — the issue is whether margioats differ across distribution channels.
Respondents were also asked to exclude commisdien assessing the marginal cost of a
guest night. The analysis of direct price discriation needs to incorporate variations in
marginal cost since variations in prices that cfieariations in marginal cost need to be
eliminated. If businesses with the same marginat ace charging prices that vary across the
distribution channel and the corporate, leisurjrrevisit and first-visit groupings then there

would be evidence of direct price discrimination.

In Questions 26 to 28 the respondents are askasistss the cost of a guest night sold across
the distribution channels relative to the cost giuast night sold to a walk-in customer. The
responses are shown in Table 5.11. The percentages to 100 down the columns.
Respondents indicated that sales through ‘wholesaled online aggregators’ incurred the
highest marginal cost relative to walk-ins and tales direct via own website, telephone or
fax had the lowest marginal cost relative to wailk-in both summer and winter. The pattern
of responses to these questions suggests thatateermearginal costs, other than commission,
which are incurred when selling guest nights throdgstribution channels other than to the
walk-in distribution channel. For example, thereyrba additional administration costs, such
as bookkeeping costs, associated with selling atgught through the wholesaler and online

aggregators channel rather than directly to walkdstomers.
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Table 5.11 Distribution of responses for differencén costs across the distribution
channel grouping

Percentage of responses
Wholesalers and Retailers and  Direct via own
online aggregators online website, telephor
intermediaries or fax
Summer
o 1o0s b
More than 10/9 highef 68 38 10
than walk-in:
0, 0, i
1% to 10% hlgher than 14 33 48
walk-ins
Same as. cost of walk- 5 14 29
ins
0, 0,
1% to 10% !ower tham 5 5 14
walk-ins
0,
More than 10/9 lowel 9 10 0
than walk-in:
Winter
10 R
More than 10/9 highef 50 39 5
than walk-ins
0, 0, i
1% to 10% hlgher than 2 13 13
walk-ins
Same as. cost of walk- 17 17 50
ins
0, 0,
1% to 10% !ower tham 6 6 1
walk-ins
M 0,
ore than 10@ lowell 6 6 0
than walk-ins

The responses from the remaining questions on mergiost, Questions 32 to 34, are
summarised in Table 5.12. The percentages sumGad@®@n the columns. The first column
shows the responses to Questions 29 to 31. In tipesstions respondents were asked to
assess the marginal cost of selling a corporatstgught relative to the marginal cost of
selling a leisure guest night. In the summer anateviaround 70% of respondents state that
marginal cost does not vary across corporate asdréenights. Thirty percent of respondents
state that marginal cost is lower for the corporatest night. This lower marginal cost could
arise from the fact that information about the ocostr may have been collected on an earlier
visit, such as that required for credit card bglirso does not require setting up with each

stay. In the winter a similar pattern is observati\with a few respondents stating that some
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corporate nights cost slightly more in the wintbart summer. These could be costs

associated with, for example, additional heatimgcforporate customers.

In Questions 32 to 34 respondents were asked &sasise cost of selling a return-visit night

relative to a first-visit night. A summary of thesponses is also shown in Table 5.12.

Table 5.12 Distribution of responses for differencén costs across the corporate, leisure,
return-visit and first-visit customer groupings

Corporate Return-visit
night night
relative to relative to
leisure night first-visit
night
Summer
More than 10% higher 0 2
1% to 10% higher 0 6
Same cost 71 73
1% to 10% lower 21 16
More than 10% lower 8 4
Winter
More than 10% higher 0 0
1% to 10% higher 4 6
Same cost 70 73
1% to 10% lower 21 14
More than 10% lower 6 8

As with the corporate and leisure analysis of cadlsés largest percentage of respondents
stated that marginal cost did not vary betweenrdtern-visit and first-visit night. Twenty
percent of respondents state that, where margosaivaries in the summer, it is lower for the
return-visit night. This observation suggests thatwith the corporate customers, there may
be information that the business retains for retasit customers which allows them to make
savings in marginal cost for these customers. A fespondents did state however that

return-visit customers are more costly than fiisttvcustomers in the summer and winter.
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This could be because businesses are providingti@uali services, such as tour

arrangements, for loyal customers in the summer.

The variations in costs observed for the threeatnst groupings provide further useful data
for the analysis of the specific research questior@hapter 1. The data on prices, quantities,
price sensitivity and costs are used to investigatet price discrimination in Chapters 6 and

7. The next step in this data summary is to comnghdereturns to the business.

5.2.6 Return on assets and equity

Questions 35 to 40 are used to generate informatiothe return on assets and return on
equity of the business for the quarter ending 3pt&rber 2007 and 31 March 2008. The
data from these questions will be used for the stigation of the third of the specific
research questions. This question asks about thergathat determine profitability in the
short-stay accommodation industry. Figure 5.4 shtivesdistribution of responses for the
return on assets data from Question 35. The fighosvs the percentage of respondents who
selected each of the five possible choices in tikert scale used for the questions. The
distribution of responses for return on assetsiisiddal for winter and summer with the
peaks focused on more than 10% and 3% to 5%. Titerenarked difference in the returns

for summer and winter with lower returns overalthe winter.

Figure 5.5 shows the distribution of responsegsHerreturn on equity data from Question 38.
The distribution of responses for return on eqistglso a bi-modal distribution although less
so than the return on assets distributions. Agdiere is a marked difference between the
summer and winter with returns on equity being lowethe winter. It is not cleaa priori

why the distributions are bi-modal but the variatiacross the responses invites further
analysis. There were many factors that are likelyaffect returns and these factors are

investigated in Chapter 8.
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Figure 5.4 Distribution of responses for the returnon assets
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Figure 5.5 Distribution of responses for the returnon equity
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Since the return on equity is simply the returnagsets with the borrowings removed some
relationship between the two variables would beeetgd. Consider the stylised balance

sheet for a business: Assets = Liabilities + Equity

rofit _ Profit S Profit

— = — . If the business has no
Equity Assets—Liabilities Assets

It must be the case th

liabilities then the return on assets will be edoahe return on equity but with liabilities the
return on equity must be higher than the returrassets. Allowance for borrowing in the
industry was incorporated into the design of thestjons used to generate in data in Figure
5.4 and Figure 5.5 with the boundaries being higioerthe return on equity. For both
measures of returns the business were asked frofsiebefore tax and interest.

The two rates of return are compared by considdahegdata in Figure 5.4 and Figure 5.5.
Seventy percent of respondents indicate no differdpetween their return on assets and
return on equity suggesting a situation of no liaes, 10% indicate that their return on
equity is higher than their return on assets suggesome borrowing and 20% indicate that
their return on equity is lower than their return assets. This latter result suggests the
business operator may be confused over what ileéitilies are, giving erroneous values for
the return on equity. In view of this the returnexuity data needs to be used with caution in

the econometric analysis.

To elicit further information on the factors thdfegt the returns for the business during the
two quarters of the study, two open-ended questioiese included in the survey
guestionnaire. In Questions 37 respondents aredaakeut any significant factors that
affected return on assets and in Questions 40 megods are asked about any significant
factors that affected return on equity. Twenty tpgrcent of respondents stated that there
were significant factors that affected their returm assets during the two quarters. Four
respondents indentified internal capital improveteesuch as “investment into onsite
developments” and “significant refurbishment of e and “renovating showers, new beds,
Austar, new carpets and televisions”. Another raegipot had “set up a website, listed on the
last minute sites and organised a site manageriurAber of respondents identified external
factors that significantly affected their return assets such as the “ending of the Spirit of
Tasmania Sydney to Devonport ferry services andlétemental effect it had on Tasmanian
tourism” and “the decrease in customer confideric&asmania as a destination”. “Petrol
prices and low-fare flights” were also factors itigéed by one respondent affecting return on

assets whilst another respondent “balanced capaets for the business with an extremely
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buoyant year”. Only 12% of respondents indicateat there were significant factors that
affected their return on equity. There was no aolddti information in these responses,
simply a repetition of the factors that affectetlre on assets. This is to be expected given
the relationship between return on assets andnretanrequity and the likelihood that the
factors that affected return on assets also aflece#turn on equity. These anecdotal
observations on other factors affecting returnsiateresting, although no general themes
emerge. It is possible that respondents are expgiisese items in the same quarter rather
than treating them as an investment and takingytiasterly depreciation into account. It is
not possible to ascertain whether this is the dadgesince the proportion of respondents
identifying significant factors is relatively smalhy bias in the analysis should be relatively
small. There are however no major common signifi¢actors identified by the respondents
that need to be incorporated into the analysishap@er 8. The final step in this summary of
the data from the survey is to investigate the diaten the questions which assessed the

competitive position of the business from the pectipe of the respondents.

5.2.7 Competitive position of the business

The responses to Questions 41 and 42 concern thmpetitiveness of the short-stay
accommodation industry. The industry is imperfectynpetitive with business having some
limited market power associated with the differatin of the service they provide. The
limited market power means it is very difficult fbusiness to act strategically. Therefore
respondents are not asked about strategic behawvidhe questions about competitiveness.
Respondents are asked to consider the degree gbetion with respect to their close
competitors. The close competitors were judged dothimse businesses within Tasmania
running services which are similar in quality amtt@ range. The responses to Questions 41
to 42 are summarised in Table 5.13. The figurethen columns show the percentage of
respondents choosing a particular option in theettikcale of choices. The percentages sum

to 100 down the columns.
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Table 5.13 Distribution of responses on degree obmpetition

Degree of competitionDegree of competition
during quarter ending during quarter ending
31 March 200¢ 30 September 20(

Very competitive 37 46
Competitive 43 28
Neutral 14 15

Not very competitive

Not competitive at all

Most respondents judged their business to be inegy wompetitive or competitive
environment with winter being a more competitiveiimnment than summer. This result is
plausible since during the winter visitor numbeysTasmania fall meaning that businesses
are competing for a smaller number of potentiat@ugers. Question 43 invited respondents
to describe any factors that affected the competigss of their business for the two quarters.
Twenty two percent of respondents indicated thatethwere significant factors that affected
competitiveness for those two quarters, althougiettare no common themes that emerge
from these qualitative comments. Two respondergstified the changes occurring in the
way that rooms were distributed and noted thatifigswith the last minute sites helped fill
empty rooms” and “the industry is experiencing @ofation in booking methods and most
customers seem to feel more comfortable bookindinen-than using the traditional
methods”. Another two respondents made more generaments on the competitiveness of
the industry stating that there were “too many afms with not enough customers” and “too
many cowboy operators who open up without accreditar council approval”. The lack of
common themes means that there are no signifieamdrs that affected competitiveness of
business in the industry during these quartersrtbatl to be incorporated into the analysis in
Chapters 6 to 8.

The responses to the questions on competitivenesgplete the summary and initial
observation of the data from the survey. The ndgp 9s to investigate the business
characteristics of the respondent group so thderdiices in the business that can be
attributed to these characteristics can be incatpdrinto the analysis in Chapters 6 to 8. If
there is something systematic about pricing relapedor example, the size of the business
this had to be accounted for in the analysis.
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5.3 Analysis of the business characteristics data

This investigation of the business characterisbicshe respondent group using correlation
analysis develops the information in Table 5.1 &ordhs the final section of this chapter.
Businesses are described according to their tgoatibn, star rating and number of rooms.
The two type and two star rating groupings usectarsistent with those in Table 52The
three regions in Table 5.1 are expanded to 7 redidbfhe number of rooms variable, which
is a continuous variable, with the type, locatiomd astar rating variables generates 11

business characteristics variables.

There are two issues arising from using this matixbusiness characteristics data in
econometric analysis. Firstly, including 11 bussiebaracteristics may make econometric
modelling problematic because it reduces the degoédreedom. Secondly, if any of the
business characteristics variables are correldtisdnay pose multicollinearity issues. The
next step is therefore to examine the data for heiness characteristics variables by
generating tetrachoric and polyserial correlatiohshe variables. The correlation matrix is
shown in Table 5.14. Those correlations that ageifstant at the 5% level are highlighted.
The correlation analysis allows for some considenabf which variables can be dropped
from any econometrics analysis, if not significaanhd which should be retained, despite
possibly being insignificant. The type variable® aorrelated with both the star rating
variables and the number of rooms variable. Thiseomtion will be re-visited in the

econometric analysis in Chapter 7.

8 These are B&B, cottage and guest house; Hotelelraod self contained; 3.5 star and below; 4 stdr a
above.
8 The regions are described in Appendix 8.
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Table 5.14 Correlation matrix of the business chareteristics data

Tetrachoric Correlations Polyserial Correlations
B&B, cottage Hotel, mote 3.5 star an_ 4 star and
and guest and seff Unrated Number of rooms
. below above
house contained
B&B, cottage and guest housg -0.8640*
Hotel, motel and self contained 0.8703*
3.5 star and belc -0.4353 0.4353 0.228:¢
4 star and abo 0.4350° -0.4350° -0.029¢
Unrate( -0.047: 0.047: -0.268!
Derwent 0.4725* -0.4725*  -0.5506* 0.2509 0.197% -0.7906*
Devonport -0.1009 0.1009 -0.0669 -0.3444 0.3498 0.0174
Hobart -0.0388 0.0388 0.1176 -0.0388 -0.0831 0.1065
Launceston -0.2960 0.2960 0.1293 0.2011 -0.3968 0.4689*
Sthelens -0.3907 0.3907 -0.3611 -0.1624 0.4309 -0.0976
Stanley 0.0850 -0.0850 0.5575* -0.163 -0.559p* -0.0976
Tasman 0.0330 -0.0330 -0.3611 0.0330 0.2661 -0.7122*

* Significant at the 5% level
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5.4 Conclusions

This chapter has provided a summary of the data tre survey. Prices and price sensitivity
are found to vary across the distribution chanoetporate, leisure, first-visit or return-visit
customer groups. Some businesses report variatiorarginal cost when selling guest nights
to customers through different distribution chasnel to customers identified as being
corporate, leisure, first-visit or return-visit ¢omers. Other businesses report no variation in
marginal cost across these customer groups. Theatadiscounts from the rack rate, price
sensitivity and costs suggest that econometricyaisabf direct price discrimination in this
industry is possible. Variations in return on assmtd return on equity are also observed,
which may allow additional econometric analysis thle data. Investigation of the
characteristics of the firms in the respondent grosing correlation analysis indicates some
correlation values significant at the 5% level segjg that care should be taken with the
econometric analysis to avoid multicollinearityuss. The next step is to investigate the
specific research questions posed in Chapter 1 fplysing the survey data using

econometric methods. That analysis is containéchiapters 6 to 8.
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6 Direct price discrimination

In this chapter the survey data are used to iny&&tithe first of the first of the specific
research questions; whether firms in the short-atampmmodation industry use direct price
discrimination strategies. The survey dasummary documented in Chapter 5 indicates that
firms in the short-stay accommodation industry eapable of identifying customers as
belonging to particular groups, and thus can use itiformation to conduct direct price
discrimination. The criteria by which these groaps identified are the distribution channel
the customer uses and whether the customer ispmrete, leisure, return-visit or first-visit
customer. There is, therefore, an assumption tietbmers do not self-select as would be the
case with indirect price discrimination. The sumynarthe previous chapter also established
that firms have information about the price sewmsjtiand the marginal cost of supplying
each of these customer groups. These findings sugjus the firms are in a position to use
direct price discrimination strategies, and theppse of this chapter is to provide a further

analysis using econometric techniques.

Section 6.1 describes a model of an imperfectly patitive firm which is used to motivate
the econometric analysis. Firms are able to usscdprice discrimination strategies because
they have some market power, arising from the tfzatt they produce differentiated products.
The development of the estimating equation basedhentheoretical model is set out in
Section 6.2. The transformation of the survey detad in the estimation is described in

Section 6.3. The econometric analysis and discnssithe results is in Section 6.4.

6.1 Derivation of an equation for econometric analysis

The objective of this section is to derive an emumasuitable for an econometric analysis of
direct price discrimination. A model of a firm im anperfectly competitive market is used to
derive the equilibrium relationship between pricedasticity and marginal cost. The

estimating equation is motivated by this equilibricelationship.

The starting point for the model is to define thistomer grou®* demand function for firn

as follows.

q; = f,,(p +4P, X)) 6-1

8 Survey data refers to the data from the pilot syrand survey from here on.
8 Wherej could be a distribution channel, corporate, laisirst-visit or return visit group.
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where q; units (guest nights) is consumed by group j custsimthe price paid by group j
customers isp,, and X, is a vector of variables that incorporates allrtba-price factors that

affect demand. The average industry price in Tagamawver guest nights for groyps E]

The assumption is made that no firm is large endogmaterially affect the industry price

when that operator changes their own price. Thigltimn is shown below in equation 6-2.

o

— =0 6-2
op;

The firm specific paramete@ in equation 6-1 measures the extent to which tlerage
industry price influences firm’'s demand. The parametefis considered a measure of
competitiveness witlp = 0 meaning there is no relationship between the itmgysice and

firm i's demand. The degree of competition that a fircesadepends on the substitutability
of their accommodation with respect to other accawhation in the industry. This

substitutability depends on customers’ prefererares the degree of product differentiation
for firm i. The market power for a firm in this industry tefare depends on the product
differentiation between their accommodation and #teommodation in the rest of the

industry. If @ < 0, then an increase iﬁj leads to an decrease q). This decrease would
suggest that the other accommodation in the ingista complement to the accommodation
of firm i. For example if customers in New South Wales oles@n increase in?j they

purchase less accommodation in Tasmania includiegatccommodation at firm The
assumption is that visitors to Tasmania purchabkeliday which may involve staying at a
number of accommodation firms. If the average itgusrice in Tasmania increases visitors
are assumed to shorten their holiday across aikfirather than switch between firms.

If > 0 then an increase iﬁ_} leads to an increase i, . This increase suggests that the

other accommodation in the industry is a substifotethe accommodation of firm If

customers observe an increaseﬁn they purchase accommodation with firmather than

accommodation with firms in the rest of the industFirm i therefore faces a residual

demand curve which is a function of the averageisiny priceﬁ. The specification in
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equation 6-1 is based on that of Carlton and Ple(Rff05, 205) where the demand curve

facing the firm is a function of the prices of eaital product®’

The profit relationship for a firm with two customgroups, andk, is as follows:

M =p, [1_1/1'] fi) (pi +¢Ej’xl)_ ¢, (X;) fi, (pi +¢Ej’xl)
* B [1_Vk] fi,k(pk +4R, )S)— C; (%) fi,k(pk +4R,, Xl) 6-3

- Fixed Costs
In equation 6-3[1 denotes profit of firm. The price paid by groupis p; and by grougk is
p, and denotes the pre-commission price. These prcesadjusted for the rate of
commissiony; to reflect the revenue that the firm receives. phst-commission prices are
p,1-y;) and p,(1-),). The marginal cost of supplying customer gropus c, (Xz) and
for customer groug is ¢, (XZ), where X, is a vector of variables that affect marginal cost.

The first-order condition for groups

of (p +@P,X _
o [1-y ] "'(p'a; ’ 1)+[1—yj]fi,j(pj+¢F’j,X1)
J
S LEIESD

op; 6-4
whereof, ; < 0

from which the Lerner index, which is written inrtes of post-commission prices, can be

found
c. (X,)
pj[l‘yi]:l = 6-5
e (p;#.%X,)
where

of,; (p, +#P X,
op;
t,(p, +oP.X,)

b;
6-6

& (p;, 9. X,)=

8" The specification in Equation 6.1 differs fromttb& Carlton and Perloff (2005, p205) since it ifeplthere is
little substitutability between individual firms boonsiderable substitutability between firmnd the rest of the
industry.
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There is no term in these three equations thatustsdor the impact on customer grgugf
changingp,. There is no cross price affect, because it isiraed that customers cannot

substitute across groups. For example, a leisustoer cannot purchase a guest night
intended for a corporate customer and a first viggtomer cannot purchase a guest night
intended for a return visit customer. In the caSsutstitution across distribution channels
there is an assumption that this there is minimdls8tution at the margins with few
customers self-selecting. As noted in Section hé& firm may be able to identify
characteristics of customers who prefer particdiatribution channels. If they can do this
and making the strong assumption of little substituacross distribution channels then this

is direct price discrimination.

The Lerner index shows that the profit-maximizirggpcommission price is a function of the
elasticity of demand and marginal cost. For a gisestomer group a greater (smaller) post-
commission price is associated with a smaller ¢gre¢alasticity of demand. For example if
corporate customers are more sensitive to price te@sure customers then equation 6-5
predicts that corporate customers will pay a legsest-commission price than leisure
customers. The equation also predicts that anaseren marginal cost generates an increase

in the post-commission price.

6.2 Development of the estimating equation

In this section the estimating equation is develofdéne estimating equation is based on the
Lerner index given in equation 6-5. Recall from t®et 5.2.5 that the marginal cost data
collected in the survey are framed in relative ®rihis framing means that there are no
absolute values of marginal cost that can be us#utki estimation of equation 6-5, and so our

estimating equation is based on the ratio of thenéreindex for two customer groups, as
shown in equation 6-7 (th&, vector of variables is omitted because it is comraoross

groups). The specification in equation 6-7 usesr#ti® of prices as did Busse and Rysman
(2005) and Verboven (2002) in their studies.

pj(l_yj) C

pk(l_yk) G 1-

6-7

RS

@

J
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where the arguments ef have been suppressed for expositional simpliEityuation 6-7 can
be written in log-linear form for estimation puress The transformed equation is shown

below.
{Inp, +In@-y,)} ~{Inp, +In@-y, } =

1 1 6-8
{Inc, (X,)-Inc (X,)} +{In(1—€)— |n(1—e—j)J
The third modification addresses the fact thatdhta for the marginal cost and elasticity
variables from the survey are discrete ordered.datduding two ordered variables as
independent variables in the estimation of equaBe® involves specifying each of the
ordered responses as dummy variables. This sps@ificgenerates eight dummy variabies.
Specifying the responses as dummy variables alsmsnthat the ordering of the responses
disappears. While it is desirable to retain theeardy of the marginal cost and elasticity
variables for the purposes of the estimation rtaspossible to retain the ordering for both of
these variables. Given the hypothesis under coratida the elasticity variable is selected as
the dependent variable. This allows for the testifighe relationship between the post
commission price and elasticity whilst controlliftg marginal cost. Equation 6-8 is therefore
inverted so that the difference in elasticity valeais the dependent variable. This is shown

below.
d -d, =5, -s)+(t ;) 6-9

where
1
d, :In(l—g), s ={Inp +In(1-y)} and, = I (X,)

Note thatdy is a monotonic transformation ef and is the variable used in the estimation.

The equation to be estimated is set out below winerg 's are the coefficients to be

estimated and I Is the error term where the errors are assumbd thstributed normally

with a mean of zero and variance of 1.

d. —d; =B(s —S,-)+Bz(tk —t,-)+8jk 6-10

8 Two of these dummy variables would be droppedeftimation purposes
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Were continuous variables on marginal cost andieigsto be available, evidence of direct
price discrimination using equation 6-10 would rieguhat 3, = -1 andB, = . This follows
directly from equations 6-7 and 6-9. The first ctiod means that an increase (decrease) in
the logarithm of the difference in post-commissiprnces generates an equal decrease
(increase) in the logarithm of the difference imasticity. The direct price discrimination
hypothesis predicts that iy increases relative t@,then s —s; increases andi, —d; will
decrease. The second condition means that an secie@crease) in the logarithm of the
difference in marginal cost generates an equakas® (decrease) in the logarithm of the

difference in elasticity. The direct price discnmation hypothesis predicts that i,
increases relative ta; then t, —t;increases andd, —d; will increase. The change in
d, —d, arising from a change in the ratio of prices dioraf marginal costs could arise from

e, becoming more (less) negative thgnor from g,_becoming less (more) negative thgn

With discrete variables used in the estimation,dfeation 6-10 does not predict the exact

values of the coefficient8, andp,. However the above argument suggests that theomodw

predict that the estimated coefficients take vakigsh thaf3, <0 andB, > (. The dependent

variable in equation 6-10 is an ordered variablg @m be estimated using the ordered probit

model39%°

6.3 Generation and description of the variables for estation

The variables in equation 6-10 are the differemcilaé logarithms of post-commission prices,
the difference in elasticity variable and the digigce in marginal cost variable. The next step
in the analysis is to construct these variableagudiata from the survey, the rack rate data
and rates of commission data. The survey data fmethe variables are contained in the
responses to Questions 14 to 19 (difference inldgarithm of post-commission prices),
Questions 20 to 25 (difference in elasticity) angde§tions 26 to 34 (difference in marginal
cost). The price data are continuous data, thdi@tgsand marginal cost data are ordered
data sets. The price data are constructed usindataefrom Questions 14 to 19 on discounts

from the rack rate in conjunction with the rackerand commission data. Since the rack rate

89W. Greene (2003) and J. Freese and S. Long (3008jde expositions of the ordered probit model.

% The data used for the estimation is an unbalapaed!. The firms were asked the same questionnirew
and summer periods but firms did not answer alghestions. There was insufficient data to useahdom
effects ordered probit model.
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is the same across each of the direct price distaion groups then the rack rate cancels
and the discounts and rate of commission deterrthieedifference in prices. Data are
available for the four distribution channel groupkich are the wholesalers, retailers, web
and door group%: Data are also available for the corporate, lejswrn-visit and first-visit
customer groups. These eight groups are thosewdaséry firms that could be potentially

used for direct price discrimination purposes.

The data for the difference in marginal cost vdaadre framed in relative terms. The base
groups for this variable were selected in the pgea® designing the questionnaire to enable
firms to effectively respond to the marginal cosiestions. The base group for the
distribution channel customer groups is the do@nadlel. Using the door as the base group
for the distribution channels generates wholegalative to door, retailer relative to door and
web relative to door. The base group for corposaug leisure customer group is the leisure
group. The base group for the return-visit andt-fitsit customer group is the first-visit
group. The same three base groups are used inotistrection of the difference in the
logarithm of post-commission prices and differenite elasticities variable¥ The
constructions generate five sets of variables. @hege sets of variables are pooled to
generate the difference in the logarithm of postwussion prices variable, the difference in
elasticity variable and the difference in margioast variable. The five sets of variables are
first described to assess whether there is suficiariation in the data to test the hypothesis

of direct price discrimination.

6.3.1 Difference in post-commission prices variable

The data used for the logarithm of post-commisgioces variable are summarised in Table
6.1. This summary provides an indication of theeekbf variation in post-commission prices
between the base groups and the selected groupsselected groups are the wholesaler,
retailer, web, corporate and return-visit groupbe base groups are the door, leisure and
first-visit groups. Variation in the post-commissiprice across the groups indicates that the
firm is using direct price discrimination strategjid# these post-commission prices do not

reflect variations in marginal cost. No variatiom the post-commission price could also

% The descriptions of the four distribution changedups are simplified for the purposes of the asialin this
chapter and Chapters 7 and 8.

%2 The calculation of the difference in post-comnussprices, difference in elasticities and differeit
marginal cost variables is described in detail pp&ndix 9.
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indicate the firm is using direct price discrimiioat strategies if marginal cost varies across

customer groups.

Table 6.1 Mean percentage difference in post-comnsi®n prices relative to the base

group
Mean percentage
Quarter| o o e
relative to base group
wholesalers| summen -26.8 *
winter -14.1 *
retailers summer -12.6 *
winter 0.6
web summer -3.3 *
winter -2.6 *
corporate summer -7.1 *
winter -0.5
return summer -1.4 *
winter -0.4

* indicates the percentage is significantly diffetr
from zero at the 10% level using a student t

Table 6.1 shows there is variation in post-comraisgirices across the customer groups. In
the summer, post-commission prices for the whodgsaletailer and web channels are
significantly lower than for the door. In the winfgost-commission prices for the wholesaler
and web channel are significantly lower than therdand for the retailer not significantly
different than the door. In the summer corporatstygommission prices are significantly
lower than leisure post-commission prices, butsighificantly different in winter. Return-
visit post-commission prices are significantly diént to first-visit post-commission prices in
summer but not in winter. If the variations in postnmission prices observed in Table 6.1
do not reflect variation in marginal costs, thee thata in Table 6.1 indicate that the firms
could be using direct price discrimination stragsgiEven in the case of no significant
variation in post-commission price, for example hwihe retailer post-commission price
relative to the door post-commission price in wintéhere could be direct price

discrimination if there is some variation in mamgicost.
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6.3.2 Difference in elasticity variable

The data for the difference in elasticity varialalee summarised in Table 6.2. The base
groups used in the construction of this variabkethe same as those in the previous section.
The base groups are therefore the door, leisurdi@tavisit groups. The selected groups are
the wholesaler, retailer, web, corporate and leisgroups. The difference in elasticity
variable is an ordered variable constructed fromrésponses to questions 20 to 25. There
are 5 points in the ordering of this constructedalde and these are labelldddiffelast to
dsdiffelast.®® The rows in Table 6.2 represent the proportiorespondents giving each of the
responses, such that the percentages sum to 108sdte row. A response dédiffelast
(d5diffelast) indicates that the selected group is more eléstien more elastic) than the base
group. A response af2diffelast (d1diffelast) indicates that the selected group is less elastic
(even less elastic) than the base group. A respoind@diffelast indicates that the elasticity

for the selected group is the same as for the fpase.

% The construction of the difference in elasticitiasiable is described in more detail in Appendix 9
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Table 6.2 Percentage of responses for the differem elasticity variable

Quarte dldiffelast d2diffelast d3diffelast dddiffelast  dS5diffelast
wholesalers summer 5 14 53 28 0
winter 2 7 78 12 0
retailers summer 5 5 60 26 5
winter 2 7 74 14 2
web summer 0 10 77 10 2
winter 11 80 7 2 0
corporate | summer 0 14 55 24 7
winter 0 28 58 13 3
return summer 2 4 75 15 4
winter 2 11 77 9 2
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The summary in Table 6.2 provides an indicatiothefvariation in the elasticity between the
selected groups and the base groups. There idigarlzetween the elasticities of the selected
groups and base groups, for example 24% of respimasdicated that the elasticity of the
corporate customer group is more elastic than ¢isile customer group. The variation in
elasticities across customer groups may allow finmsuse direct price discrimination
strategies. If there are differences in elastiaityoss customer groups the firm may be able to
offer different prices for these groups. The vaoiag in elasticity across groups observed in
Table 6.2 and the variations in post-commissiongxiobserved in Table 6.1 can be used to

estimate equation 6-10 and test whetBgs significantly less than zero.

6.3.3 Difference in marginal cost variable

The data for the difference in marginal cost vdaahre summarised in Table 6.3. The
difference in marginal cost variable is construdi@en the responses to Questions 26 to 34.
The base groups used in the construction of thisahi@ are the same as those used to
construct the difference in post-commission prieesl difference in elasticity variables
described in Section 6.3.1 and 6.3.2. The basepgrate therefore the door, leisure and first-
visit groups. The selected groups are the wholesed¢ailer, web, corporate and leisure
groups. The difference in marginal cost variablansordered variable. There are 5 points in
the ordering of this constructed variable and these labelled dldiffmargcost to
dsdiffmargcost.’* As with Table 6.2 the rows in Table 6.3 represtte proportion of
respondents giving each of the responses, suclthtbgbercentages sum to 100 across the
row. A response ofiddiffmargcost (d5diffmargcost) indicates the marginal cost of a guest
night for the selected group is higher (even hiytiean for the base group. A response of
d2diffmargcost (dldiffmargcost) indicates that the marginal cost of a guest nightthe
selected group is lower (even lower) than for tasebgroup. A response d8diffmargcost

indicates that the marginal cost for the selectedigis the same as for the base group.

% The construction of the difference in marginaltoasiable is described in more detail in Appen@lix
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Table 6.3 Percentage of responses for the differeme marginal cost variable

Quarte didiffmargcost d2diffmargcost d3diffrargcost d4diffmargcost d5diffmargcost
wholesalers| summer 4 2 62 4 29
winter 2 2 69 8 19
retailers summer 4 2 65 14 16
winter 2 2 69 13 15
web summer 0 4 73 20 4
winter 0 4 81 13 2
corporate summer 9 20 70 0 0
winter 7 20 69 4 0
return summer 4 16 73 6 2
winter 8 13 73 6 0
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The summary in Table 6.3 provides an indicatiomhef variation in marginal costs between
the selected groups and the base groups. Margisés gary across the customer groups, for
example 16% of respondents state that marginalisdsiver for the return visit customer
group than the first-visit customer group in thensuer. As noted in Section 6.3.1, when
variations in post-commission prices reflect vaoias in marginal costs across the customer
groups there is no direct price discrimination. @Gasely where variations in marginal costs
are not reflected in post-commission prices theréirect price discrimination. It is therefore
important to determine whether the variations inrgmal costs across the customer groups

reflect variations in post-commission prices. Thietence in marginal cost variable can

therefore be used in the estimation of equatio® €eltest whethep, is significantly greater

than zero.

6.4 Estimation and results

An ordered probit model is used to estimate eqona6el0. The variables used in the
estimation are the difference in the natural ldbam of post-commission price variable
denotedlnpostcommpricediff; the ordered difference in elasticity variable okexl diffelast
and the dummy variablegldiffmargcost to dsdiffmargcost to represent the difference in
marginal cost variable. Pooling the five sets dfialdles generates 207 observations for the

estimation of equation 6-19.

The hypothesis tested in equation 6-10 concerniagyimal cost predicts th@t, >0, where

B, is the coefficient on the difference in marginabkts variable. Four versions of equation

6-10 are estimated to test the difference in matgiost variable with different samples of
the respondent group. The results of these fousises are shown in Table 6.4 and are
labelled A to D The sample of observations used for A and B iresuall firms. In C the
sample of observations includes only those firm® wéport no variation in marginal costs
between the base groups and the selected groupstie sample of observations includes
only those firms who report a variation in margiecabkts between the base groups and the

selected groups.

% Some firms did not complete all the price, elaistiand marginal cost questions used to generatelala for
the construction of these variables.

% The cut points are not reported in Table 6.4 betevailable in Appendix 10. The cut points indécethere
the latent variable is cut to make the five ordegemlips indiffelast. All the cut points in the four versions are
significant at the 1% level. The hypothesis testli®ther they are significantly different from zefde
significance indicates that the data fiffelast are in fact ordered.
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In A the difference in marginal costs variable epnesented by the dummy variables,
didiffmargcost to dsdiffmargcost. ¥ Using a set of dummy variables means that it is not
possible to retain the ordering of this variabléeTcoefficients on the dummy variables in
version A may therefore be misspecified. None & doefficients ondldiffmargcost to
dodiffmargcost are significant in A. In order to attempt to resolthe possibility of
misspecification a difference in marginal costsialale is constructed using numerical
boundaries® This variable is callediffmargcost15 and is used in B. The coefficient on the
diffmargcost15 variable is insignificant but the sign of the comént is positive which is

consistent withf3, > 0. Sensitivity testing on theiffmargcostl5 variable using different

boundary limits is carried out with little differea in the coefficient values and significance.

In versions A and B the sample of data reflectpaorses from the complete respondent
group?® This means the estimations include some firms velport a difference in marginal
cost between the selected group and the base graupthers who do not report a difference.
In Table 6.3 the data show that 70% of respondentsaverage reported no variation in
marginal cost. It is possible that the sample spoadents who report a variation in marginal
cost is too small to generate significant coeffitte on either thedldiffmargcost to
dsdiffmargcost dummy variables or odiffmargcost15. The sample is therefore divided and
C includes only those respondents who report n@mt@an in marginal cost and D those who
report a variation in marginal cost. Tlhigfmargcost1l5 variable is used in D because it
generated a coefficient consistent with the hypgithproposed in equation 6-10 when used
in B. In D the sign of the coefficient aiffmargcost15 is again positive but the coefficient is
not significant. The econometric issues associatétl the difference in marginal cost

variable are discussed in Section 6.5.

7 d3diffmargcost is dropped for estimation purposes.

% These are minus 15% fdidiffmargcost, minus 5% ford2diffmargcost , plus 5% ford4diffmargcost and plus
15% fordsdiffmargcost. Creating a continuous variable avoids the isgu@dering.

% The number of observations are N=207, 128 andTHe:se numbers represent the number of respongies to
survey questions used to generate the data . Bhere relative customer groups, 85 firms and 2cseds
periods so the maximum number of responses wouBbBeNot all respondents answered all questionbeso
data used in the estimations represent a sampéspbnses from the respondent group. Chi-squaséesidéthe
distributions for the star rating, region and rosize categories are generated for the firms respgnd these
guestions and for the firms in the respondent grdtney indicate no significant difference at the E¢el
between the sample of firms responding to thesstimues and the respondent group. The results aarftire
be used for inference purposes.
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Table 6.4 Estimated coefficients for A to D versios

Dependent variable
A B C D
Independent variablds diffelast diffelast diffelast diffelast
Inpostconmmpricediff -0.792 -0.797 -1.764* 0.202
(-1.43) (-1.50) (-2.35) (0.26)
didiffmargcost -0.142
(-0.35)
d2diffmargcost -0.0634
(-0.26)
d4diffmargcost -0.123
(-0.53)
dsdiffmargcost 0.0443
(0.15)
diffmargcost15 0.0172 0.0282
(0.26) (0.42)
N= 207 207 128 79

z statistics in parentheses
* p<0.05 ** p<0.01 *** p<0.001
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The second hypothesis tested in the estimatiormjoéteon 6-10 and reported in A to D is

whether firms are using direct price discriminatistrategies. This hypothesis requires
B, <0 . The direct price discrimination hypothesis préglithat an increase in the post-

commission price of group relative to the post-commission price of grokpmeans a

decrease in the elasticity of groupelative to the elasticity of group In A and B the sign of

B, is negative, but the coefficient is not signifitan D, 3, is positive and insignificant. C is
therefore the only estimate that confirms thepriori expectation abouf3, since the

coefficient is negative and significant at the 58el. The sign and significance Bf in C

provide evidence of the use of direct price disaration strategies by the group of firms

who report no difference in costs between the ltaseps and the selected groups. The

insignificant coefficient values fo, in A and B suggest that controlling for cost reshithe

significance of thénpostcommpricediff variable.

Marginal effects for the logarithm of the differenm post-commission prices are generated
from the estimates in C and reported below in Tabte Recall that with the dependent
variable a response déidiffelast (d5diffelast) indicates that the selected group is more elastic
(even more elastic) than the base group. A respohd2diffelast (dldiffelast) indicates that
the selected group is less elastic (even lessi®lasian the base group. A response of
d3diffelast indicates that the elasticity for the selected gristthe same as for the base group.
The marginal effects indicate that for a one uhdrge in the difference in the logarithm of
post-commission prices, the probability of obtagnodiffelast is expected to decrease by
36.6 % whereas the probability of obtainid@yliffelast is expected to increase by 17.5'%.
Take, for example, the situation where the postro@sion price for the selected group is
higher than the post-commission price for the lgasep. If the difference between the post-
commission prices of the selected and base grawpsases, the likelihood that the selected

group has a lower elasticity than the base grooreases.

190 A one unit change in the logarithm of post-comimisgrices represents a 1.6% change in the post-
commission prices ratio when calculated at the noddhe post commission prices ratio, where teiw iiat
expressed as a percentage difference.
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Table 6.5 Marginal effects for C

C Dependent variablediffelast

dldiffelast | d2diffelast | d3diffelast | d4diffelast | d5diffelast

Inpostcommpricediff 0.141 0.175 0.184 -0.366 -0.133

6.5 Estimation issues

Two issues need discussion. The first concerngthgnificant coefficients on the difference
in marginal cost variable in A, B and D. The quass$i used to generate the difference in
marginal cost data were framed using numerical dates. However in the process of
simplifying the responses these were converted riered variables with the dummy
variables dldiffmargcost to dsdiffmargcost representing the ordered variable in A. The
creation of a numerical variable for B may haveoiwred some loss of information on
differences in marginal cost since th&diffmargcost and dsdiffmargcost categories which
invited open ended responses on the questionnare seplaced by plus and minus 15% in
diffmargcostl5. Attempting to re-introduce the numerical boumekr using the
diffmargcost15 variable does appear to correct for some of thesingsinformation as the z
value on thdnpostcommpricediff coefficient is slightly higher in B than in A. Would be
helpful in future studies to use questions to gateeactual marginal cost data to avoid such

issues.

A second issue concerns the ordered probit modehi$ model the regressors are assumed
to be uncorrelated with the errors in the modelithis assumption fails the model is
misspecified. Misspecification can occur becaussiwiultaneity bias, omitted variables or
measurement errors. Simultaneity issues may aties\the elasticity of demand is estimated
using price and quantity data and identificationcbénges in quantity and prices has to be
established. The data used in the estimation otemu6-10 are generated from questions
that firms answered concerning a particular quailitkere is no simultaneity bias as firms are
asked about actual responsiveness to price chdelgesicity) and discounts from the rack
rate which are then used to calculate actual prioesthe same quarter. The second
endogeneity issue is one of omitted variables. &heme no omitted variables since the
eqguation specified in equation 6-10 contains aluariables in equation 6-7. This latter point

assumes that the goal of the firm is to profit mage and that the demand equation is
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correct. Finally, the issue of measurement erroniduced because of the need to use
Likert scales in the collection of the elasticitydamarginal cost data. Estimation using the

ordered probit model allows for some modellingto$ terror®*

6.6 Conclusions

In this chapter an econometric model is develo@s®d on the assumption that the short stay
accommodation industry is imperfectly competitiVée model is used to test whether firms
in the short-stay accommodation industry are udingct price discrimination strategies. The
econometric analysis supports the hypothesis ttras fwho report no variation in marginal
cost between customer groups are using direct pliggimination strategies. The next step
in the analysis is to investigate the factors thHect the elasticity of demand. This
investigation is necessary because it is differemtéhe elasticity of demand across customer
groups, and the fact that the firm can identify asparate the groups, that allows the

operator to use direct price discrimination stregeg

191 The unobserved latent dependent variable is arlicembination of a set of predictors plus a dishmde

term that has a standard Normal distribution
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7 Elasticity of demand

In this chapter the factors that determine the tieilas of demand for short-stay
accommodation in Tasmania are investigated. Thexdrtemdex set out in the previous
chapter shows the theoretical relationship betwegres, marginal cost and elasticity of
demand for direct price discrimination strategi€se Lerner index is used as the basis for
investigating the factors that affect the elastiaf demand. The investigation does not
involve estimating the relationship between prind alasticity of demand since the elasticity
observed in the survey responses is the elastitiiemand in equilibrium. A two stage least
squares econometric procedure is used to deterthenéactors that affect the elasticity of
demand. The first stage involves estimating prefo@sion price as a function of marginal
cost. The star rating, location and size of thea fare assumed to act as proxies for marginal
cost. The second stage involves estimating thersadhat affect the elasticity of demand.
The fitted price from stage one is used in the sécstage estimation. The elasticity of
demand is found to be a function the competitiveredghe industry and whether or not it is
the winter or summer season. The relationship betveasticity of demand and star rating,
location and size of the firm can also be inferfredn the signs on the coefficients in the first

stage equation and the sign of the coefficienthefitted price variable in the second stage.

In Section 7.1 the factors that could affect thasetity demand are identified. They are
discussed in the context of the theoretical modaletbped in the previous chapter. In
Section 7.2 the estimating equations for the ingatbn of these factors are developed. The
data used in the analysis of the factors are desttin Section 7.3. In Section 7.3 sensitivity
analysis of the distribution channel data is alsesented. This sensitivity analysis is
necessary to enhance the results of the econonsetalysis. The estimation process and
results are reported in Section 7.4.

7.1 Identification of the factors that affect the elasicity of demand
The model of an imperfectly competitive firm deysdad in the previous chapter is the
starting point for the analysis of the factors th#ect the elasticity of demand. For ease in

reading the model is repeated below.
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Equations 7-1 and 7-2 describe the model for custognoupj used by the firm for direct

price discrimination purposes. Equation 7-1 is cagain the familiar Lerner index. The post-

commission pricep, [1— yj] in Equation 7-1 is a function of the marginaltco§[X2] and

the elasticity of demana;. As noted in the previous chaptet,is a vector of four firm

characteristics that affect marginal cost. Thegetle star rating, location, size and type of

firm. It is helpful to consider how these charaistérs could affect marginal cost.

First it is hypothesized that the star rating daksct the marginal cost of the firm. It is more
costly to provide a guest night in a higher staedafirm than a lower star rated firf?.
Second, the location of the firm could also gereerdifferences in marginal cost. It is
hypothesized that differences in location affeet tlst of transportation and inputs resulting
in differences in marginal cost across the regidos,example where supplies for a guest
room need to be transported from distribution @nin Hobart or Launceston. It is not clear
a priori whether firms in the more remote areas will inicigther or lower marginal costs than
those in the urban centres. The cost of transpontaind inputs may be higher for the firms
in the remote areas because they are further awaythe ports than the firms in the urban
centres. The cost of labour however, may be lowetHose firms in the more remote areas
than those in the urban centres because of lowapettion for labour in the remote areas.
Third it is hypothesized that the size and typérai may also affect marginal cost. As a firm
increases in size the firm may be able to take atdge of economies of scale that affect
average cost and also marginal cost. For examplghasnumber of rooms in the
accommodation increases the cost of laundry mayTiaé fourth characteristic is the type of

firm. The type and size of firm variables are howrekighly correlated® The larger firms

192 Based on information provided by firms in Stagef the fieldwork.
193 This is shown in the correlation matrix in Tablé4%in Chapter 5
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are usually hotels or motels and the smaller fibmd and breakfast or guest houses. The
problems associated with collinearity could ariseath these variables are included in the

estimating equation. Excluding the type of firmighte means that the size of firm variable

is acting as a proxy for the type of firm variable.

The elasticity of demand in equation 7-2 is a fiorcof the pre-commission price,, the

average industry pricgj and theX, vector of variables. There is agoriori conclusion that
can be made about the relationship betwpeand e, since this depends on the nature of the

demand function. As the elasticity of demand isngeobserved in equilibrium it is not
possible to discuss the relationship between thstieity of demand and the prit¥. The
elasticity of demand is observed at a point alomg demand function for each of the

customer groups.
The degree of competition in the industry is cagdupy the relationship between and the

average industry pricé_ﬁ.. Whenﬁ. falls holding p, fixed, sales may be lost to competitor

firms. The extent to which the firm loses salesat&s on the degree of competition and the
degree of substitutability between each firm arelrést of the industry. This information is

contained in the parametgr. Firms with few competitors and whose productas @asily
substituted will be less affected by changesElin than those with many competitors and

whose product may be easily substituted.

As noted in the previous chapter tbég vector of variables incorporates all the non-price

factors that affect demand and therefore the elgsttf demand in equation 7-2. The first of
these factors relates to the nature of the seastamabnd for short-stay accommodation in
Tasmania. There is a marked winter season in Tadarf&masmanian winters are relatively
cold so customers may seek warmer destinations.higpothesized that customers are more

sensitive to price in the winter than the summer.

The second of the factors that affect elasticitytha X, vector of variables relates to the

finding in Section 6.4. This finding is that thdsens who report no change in marginal cost
across customer groups use direct price discrimoimatrategies. These customer groups are

the four distribution channel groups (wholesaletaiter, web and door), corporate, leisure,

1941t is important to emphasize that our resultsirédethe estimated elasticity for the firms givée prices they
faced in the survey quarter.
1% Based on information provided by firms in Stagef the fieldwork.

110



first-visit and return-visit groups. Since the fgnare using direct price discrimination this
suggests that the elasticity of demand varies actios customer groups. If there were no
differences across groups in terms of elasticigy fibms would have no incentive to use
direct price discrimination. The inclusion of a rade for groups therefore accommodates
the finding in the previous chapter. There areowssa priori hypotheses about how elasticity
could vary across the groups. For example, corpocatstomers may have less elastic
demand than leisure customers because they ara afte paying for their booking.
Alternatively return-visitors may have less elastiiemand than first-visit customers since
they have already experienced the accommodatiomavel made a decision to return. Hence
it is not possible to have anpriori expectation for the direction of the effect onsélaty of

the use of these distribution channels by custogneups for direct price discrimination

purposes.

The remaining non-price factors that affect thestwday of demand relate to the
characteristics of the firm. These are the stangatocation, size and type of the firm. There
are noa priori indications of the direction of the affects ofgbevariables on elasticity. There
will be customers who prefer bed and breakfast mocodation to hotel or motel
accommodation, others who prefer higher star ragetbwer star rated accommodation,
others who prefer smaller to larger establishmemis others who prefer urban to more
remote locations. The direction of the relationsbhgtween these characteristics and the
elasticity of demand will lie in the mix of idiosgratic factors relating to the preferences of
individual customers. For the firms however thesefffof these characteristics on elasticity
will be reflected in the availability of substitsteFirms in the urban areas, where there are
more firms, may have more substitutes for theidpod than those firms in the more remote
areas. Similarly a 5 star rated accommodation fingy have fewer substitutes for their
product and hence a lower degree of competition th&.5 star rated firm. The degree of
substitutability for a firm therefore depends oa tompetitiveness of their particular market.

As noted above the degree of competition is cagdthyethe parametep .

The discussion of the factors affecting elastiotydemand and marginal cost determined by
the theoretical relationship described in EquatiGh$ and 7-2 provides the basis for

determining the equations to be estimated. Thisagopic of the next section.

111



7.2 Development of the estimating equations

This section demonstrates how the estimating eguatn be derived from the model of the

imperfectly competitive firm discussed in Sectioh.6

Taking logarithms of Equation 7-1 vyields the faliog log-linear equation.

1
Inp (1-y )=Inc (X,)-In| 1-—————— 7-3
J( J) J( 2) [ ej(pj,¢,xl)]
1
Where, as in Chapter @, (p,,#,X,) = Inl-————)
e ' e (p;,#. %)

and wher%l—iJ <1lord, > 0O for a profit maximising busine

€

Equation 7-3 is then modified to accommodate theeredl elasticity data. The modified

equation is shown below where a weighis attached to the elasticity variable.

In p; (1_VJ):|nCJ (X,)+ad, 7-4

Assume that equation 6-6 can be represented itilegr form by equation 7-5%°
dj(pj1¢7xl):,71(|n pj)+,72(¢3j)+,73>(1 7-5

The price variablep, and elasticity of demand variabtg appear in both equations 7-4 and

7-5 which means that these variables are endogefibgsestimation of equations 7-4 and
7-5, using OLS and Ordered Probit models, will hespecified because of this endogeneity.
In order to deal with this endogeneity a reduceamfequation is derived for the price

variableln p, . This is shown below’’

In p, :{1-;/7 jln c (x2)+[%j(¢31)

an, 1
——=—= X In( v,
{1—0!1 lj ! [1- aﬂlj n(Ey)

7-6

106 Note thatdy is a monotonic transformation ef.
197 The derivation of equation 7-6 is shown in AppertiL.
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Equation 7-6 says that the pre-commission pricefty group is a function of the marginal
cost, the degree of competition, the non-priceciacthat affect demand and the rate of

commission.
The endogeneity ofp; can be corrected for by first estimating equaffed and using the

fitted values forin p, to estimate equation 7-5. The two stage procecheans that the

variation in elasticity attributable to variatiomsthe degree of competition and variations in

the non-price factors that affect demand can benattd in the second stage equation. Note
that if the coefficients oqﬁ. and theX, vector of variables are significant in the firtage
equation including these variables in the secondgest estimation could lead to

misspecification. The misspecification arises beeathe fitted price is linearly correlated
with those variables that are significant in thstfstage. Caution should then be taken with

interpreting the coefficients on thgP and theX vector of variables in the second stage.

The estimating equations for 7-6 and 7-5 are shb&low where thes's are the parameters

to be estimated andj, €, the error terms. The error terms are assumed tidiebuted

normally with a mean of zero and variance of 1.

In P = B, In C (xz) +BZ(¢E]')+B?,(X )t+B,In(1- Y )+ u, 7-7

dj =Bs(In F’jj)+B6(Xl)+£j 7-8

Equation 7-7 is estimated using ordinary leastasegi and equation 7-8 using an ordered

probit model.

7.3 Data description
The estimation of equations 7-7 and 7-8 requirasa dfor the following variables

Inp,.d,,X,, #P, X, andy,.

The data for thén p, andd, variables are obtained from the survey (Questighto 19 and

Questions 20 to 25) for the eight customer grodpgese groups are the four distribution

channels a customer uses and whether they areratgpdeisure, return-visit or first-visit
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customers. The price and elasticity data for thghtecustomer groups cannot however be
pooled for the estimation of Equation 7-7 and 7e8ause it is not possible to link the price
and elasticity data for the distribution channa&ugrs with the price and elasticity data for the
corporate, leisure, return-visit and first-visibgps. For example, a guest night identified as
being sold through the wholesaler channel would ks either a corporate or leisure night
and also either a first-visit or return-visit nigiithe survey data do not allow such cross
identification’®® Fewer respondents answered the questions relatitige corporate, leisure,

first-visit or return-visit night customer grougsan the distribution channel groups. There are
therefore insufficient data to generate separatinates of equations 7-7 and 7-8 for the
corporate, leisure, return-visit and first-visibgps. The estimation of equations 7-7 and 7-8

is therefore restricted to the distribution chargrelups.

The price variable generated fior p; is calledinprice.’®® The mean pre-commission price of

a guest night is $57.26, with a standard deviabio$44.37 and a maximum price of $212.5.
The elasticity variable generated fdy is calledelasticity.

A measure of marginal cost is required for thenestion of equation 7-7. The marginal costs
are those costs that are incurred if a room is eddkr the night rather than being empty.
These are costs such as room cleaning, linen, mowisions and credit card charges. The
marginal costs data from the survey are frameelative terms, and so no absolute values of
marginal cost are available from the survey datatlie four distribution channels. It is
hypothesized, as noted in Section 7.2, that vanatin marginal cost arise from variations in

the star rating, location, size and type of firmhe$e factors are represented by the vector of

variablesX, .

As the type and size of firms are correlated omlg of these variables can be used to proxy
marginal cost. A continuous variable is includedhia X, vector to represent the size of the
firm. Excluding the type variable means that thee siariable is acting as a proxy for the type
of firm. The size variable is calleabofrooms. To control for differences in marginal cost
across the firms, dummy variables for the remairting variables - regions and the star

rating categories - are created. Using region dumamables in this way is similar to the

198 piscussions with firms in Stage 1of the field westablished that it would not be possible to dsluaisuch
cross identification.

19 The data set used for the pre-commission pritieeisame as that used in the construction of tee po
commission price for the analysis in Chapter 6 éewgiled in Appendix 9. The elasticity data arestallirectly
from the questionnaire.
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approach taken by Nevo (2001) who uses an instrtaheariables model to separate what he
calls exogenous variation in prices (due to diffiees in marginal costs) from so-called
endogenous variation (due to differences in unaoleskrvaluation). The region dummy

variables are callederwent, devonport, launceston, sthelens, stanley, tasman andhobart.**°
The star rating dummy variables are calkBstar, 3star, 3.5star, 4star, 4.5star, Sstar and

unrated.

Equation 7-7 requires data fqﬂrﬁ, the X,vector of variables ang,. Data for the¢?

variable are based on the competitiveness questitime survey (Question 41). Responses
are simplified to avoid having 5 dummy variablestfas variable. The dummy takes a value
of 1 for the first two responses to the questia@ryfwcompetitive and competitive) and a value
of O for the three remaining responses to the guegheutral, not very competitive and not

competitive at all). The dummy variable measuringmpetitiveness is denoted as

competition.

The vector of variableX, refers to the characteristics of the firm that etffitne elasticity of

demand. The first set of characteristics relatthéostar rating, location, size and type of the
firm. Star rating and region dummy variables ansiz& of firm variable are already being
used to control for variations in marginal costeeBize of firm variable is acting as a proxy
for type of firm. These firm characteristics vated are therefore explaining variations in
marginal cost and also variations in elasticitglemand. It is not possible to separate the two
effects of these variables in the estimation ofa¢ign 7-7. These variables are therefore not
carried forward to the second stage as there édylito be correlation between them and the

fitted price variable.

The second set of characteristics of the firm ia ¥vector of variables, relate to the

seasonal demand in Tasmania and the distributianreis. A dummy variable is generated
to account for the seasonal effect callgidter.'** The dummy captures the possibility of

more elastic demand over the winter and less eldsthand over the summer. The last of the

variables in theX, vector are those required for the four distribatichannels. Because

commission varies systematically across these disrand is therefore correlated with the

y;variable it is not possible to use dummy variabies each of the four distribution

channels. There is no commission paid on door sdbere is no correlation between the

H10The 7 regions are consistent with the regions inld&.14 and are described in Appendix 8.
MThis variable takes a value of 1 in winter and ifeotvise.
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rate of commission and this variable. The distidoutchannel data are therefore aggregated
by combining the wholesaler, retailer, and web desand including only thdoor variable

in the estimation of equation7*?. Finally the variable forIn(l-y,) is denoted

Incommission.

7.4 Estimation and results

Before proceeding to the final estimates of equatié-7 and 7-8 sensitivity testing of the
eladticity variable is carried out. This sensitivity testisgmotivated by the possibility that
there may be differences in the way that firms rafdsticity. For example, one firm may
judge the door channel to be elastic and anotherjfidge it to be inelastic but they are still
able to rank the elasticity of the other channelative to this base level. By setting the
elasticity value from the door in the summer as lthse value for all firms a consistent
ranking of elasticities can be generated. A newerad variable calledasticityorder is
therefore generated with the door elasticity valuéhe summer used as the base in the re-
ordering™*® For each firm the elasticity responses for the legmler, retailer and web
channels are re-based relative to the door elgstiesponse in the summer. The sensitivity
testing suggests that firms are using differeni@sa of reference for their estimation of
changes in revenue arising from changes in prites Tesult should be noted for future
research so that questions on elasticity framedgusevenue changes allow for such

variations in the judgments of the respondents.

The next step is to estimate the two stage leagtreq model described in equations 7-7 and
7-8. The results of the estimation are reporte@iahle 7.1}**The results of the first stage of
the two stage least squares model are reported' Phe results of the second stage of the

model are reported in B. The fitted varialitef, is calledinpricehat in B.**

12 The variable takes a value of 1 for the door ckhand 0 otherwise.

3 The constructedlasticityorder variable generates 6 points on an ordered scaéeewButcome 6 represents
more elastic demand than Outcome 1. Details o€¢imstruction are in Appendix 9.

14 The cut points are not reported in Table 7.1 betaailable in Appendix 10.

15 The dummy variables that are dropped in Aastar andhobart.

16 The number of observations is N=186. This numbprasents the number of responses to the questions
about distribution channels. There are 2 distrdruthannel groups (simplified to door or not do8§ firms
and 2 seasonal periods (winter and summer quaaet)e maximum possible number of responses wauld b
340 responses. Not all respondents answered atigne so the data used in the estimations reprassample
of responses from the respondent group. Chi-squastsl of the distributions for the star ratingjioe and
room size categories are generated for the firgpsoreding to these questions and for the firmsén th
respondent group. They indicate no significantedléhce at the 5% level between the sample of firms
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Table 7.1 Estimated coefficients for the two stkegest squares model

A B
Dependent variablelnprecommprice |Dependent variable elasticityorder
2.5 star 0.0324 Inpricehat -0.306
(0.21) (-1.93)
3 star -1.036*** conpetition 0.479*
(-7.44) (2.42)
3.5 star -0.205* winter 0.575%**
(-2.38) (3.48)
4.5 star 0.715%* door -0.073
(7.87) (-0.39)
5 star 1.088***
(8.89)
unrated -0.493***
(-5.77)
derwent 0.303***
(3.51)
devonport -0.300**
(-3.10)
launceston -0.510***
(-5.01)
sthelens -0.273*
(-2.27)
stanley -0.347***
(-4.38)
tasman -0.331*
(-3.13)
noofrooms -0.00149
(-1.86)
conpetition -0.349***
(-4.97)
winter -0.0886
(-1.86)
door -0.0157
(-0.24)
conmission -0.0187
(-0.08)
constant 4.440**
(41.33)
N=186 N=186

z statistics in parentheses
* p<0.05 ** p<0.01 *** p<0.001

responding to these questions and the respondeump gf he results can therefore be used for inferenc

purposes.
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The 3star, 4.5star, 5star andunrated variables in A are all significant at the 0.1% levihe
3.5star variable is significant at the 1% level and théstar variable is not significant. The
coefficients on th@&star and3.5star variables are negative. These results indicatepiiees
are lower in 3 star and 3.5 star firms than in4hstar firms The coefficients on thd.5star
and 5star variables are positive. These results indicaté phaes are higher in the 4.5 star
and 5 star firms than in the 4 star firms. The fioeht on the unrated variable is negative.
This result indicates that unrated firms have loweces than 4 star firms. The signs and
coefficients on the star rating variables that amgnificant are all consistent with the
hypothesis that the star rating price is higherabbse the marginal cost of providing higher

star rated accommodation is higher than that feetcstar rated accommodation.

All of the location variables are significant in Ahe derwent, launceston and stanley
variables are significant at the 0.1% level. Taeonport andtasman variables are significant
at the 1% level. Thethelens variable is significant at the 5% level. The caafints on
launceston, devonport, stanley andtasman are all negative. The coefficient on tterwent
variable is positive. The Derwent region is an areath of Hobart, which could be
considered a northern extension of the Hobart regithe results in A for the location
variables indicates that prices farther away from Hobart and Derwent regions are lower
than in the Hobart and Derwent regions. This resulconsistent with the hypothesis
proposed that the location of the firm will affgotices because of differences in marginal
cost across the regions.

The noofrooms variable is not significant in A suggesting thatices do not vary
systematically with the size of the firm. Tlegempetition variable is significant at the 1%
level in A and the sign of the coefficient is negat This result suggests that prices are lower
where the firm deems the market to be more connetitThe winter variable is not
significant in A. Correlation tests of thiepricehat variable and the other explanatory
variables in the stage two equation are first getiedrand there are no significant correlations
at the 5% level. This result means that there sh&al no multicollinearity issues in the
estimation of the second stage equation.

The results of the second stage estimation arertezban B. Thecompetition variable is
significant at the 5% level and thénter variable significant at the 1% level. For each of
these variables the sign of the coefficients suggésit elasticity will be higher when there is
more competition and in the winter. The results thog competition and winter variables
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support thea priori hypotheses about these variables. db@ variable is not significant in
B.

The effect of the star rating and region varialole®lasticity can be estimated by considering
the combined effect of the sign of the coefficieatsthese variables in estimate A and the
sign on the fitted price variable in B. There isngoevidence that elasticity of demand falls as
the star rating increases or where the firm istkxatén an urban region. However because the
star rating and region may affect marginal cost dachand it is not possible to definitely
ascertain how these characteristics of the firracfélasticity.

The marginal effects for theompetition and winter variables in B are reported in Table
7.2 The effect on theelasticityorder variable represents the binary change in the
competition andwinter variables. For example, when a firm faces a morepetitive market
the probability of obtaining Outcome 1 decreasegtliy and the probability of obtaining

Outcome 6 increases by 2.8%.

Table 7.2 Marginal effects for competition and winér variables in B

B Dependent variablestasticityorder
Pr (Outcome 1) Pr (Outcome 2) Pr (Outcome 3)
competition -0.041 -0.071 -0.036
winter -0.037 -0.076 -0.082
Pr (Outcome 4) Pr (Outcome 5) Pr (Outcome 6)
competition 0.081 0.040 0.028
winter 0.095 0.055 0.045

7.5 Conclusions

In this chapter a two stage least squares modelused to determine the factors that affect
the elasticity of demand. Two equations were sptibased on the imperfectly competitive
model developed in Chapter 6. A reduced form equatias developed to estimate the
relationship between pre-commission price and #terchinants of that price. The estimation

of the reduced form equation is the first staga of/o stage least squares model. Significant

17 Outcome 6 represents more elastic demand tharo@eta.
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coefficients are generated for five of the six stding categories and for all the regions. The
competition variable is found to have a significant negatieeficient in the first stage
equation which is consistent with the a priori hy@sis about this variable. The fitted price
from the reduced form equation is then used instt@nd stage of the analysis where the
relationship between elasticity, fitted price, catnjon, the season and the proportion of
sales at the door is modelled. Significant and tp@sicoefficients are estimated for the
competition andwinter variables which are consistent with the a priggpdtheses for these

variables.
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8 Profitability analysis

The profitability of firms in the short-stay accoradation industry is investigated in this
chapter. The theoretical model developed in Chapt@rovides the basis for identifying the
factors that affect profitability. A reduced formueation is specified that models profit as a
function of the proportion of sales the firm malkeshe door; whether the firm uses the site
Wotif.com; the characteristics of the firm, seasaféects and lifestyle decisions by firms.
Data from the survey are used to test the impacthese factors on profitability. An
important finding of this analysis is that firms evlutilise Wotif.com as a sales tool have
significantly higher profitability than those thdb not. A hypothesis is presented to explain
why some firms opt to use Wotif.com and others db hhe hypothesis is based on the costs
of adoption of Wotif.com. Support for this hypotlseis found.

The model and a discussion of the factors thatcafeofitability based on this model are

presented in Section 8.1. In Section 8.2 the retlficen equation used in the estimation of
the factors that affect profitability is determineSlection 8.3 contains the results of the
econometric estimation and a discussion of thesd@tse Section 8.4 contains the analysis of

the effect of Wotif.com on profitability.

8.1 The factors that affect profitability and the devebpment of the estimating
equation

The model of the firm developed in Chapter 6 isdusemotivate an econometric equation
that will be used to estimate the impact of theédiescthat affect the profitability of firms in
the short-stay accommodation industry. Utilising themand function in equation 6-1, the

profit of firm i, n. ,, is given by;

n, =>n, 8-1
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is the profit of customer grouyp p; is the price paid by that customer group, N isrthmber
of customer groups, sales to that customer groep cg; , represents the rate of
commission paid by the firm on those sales @adhe average cost of those sal¥s.is the

vector of variables that affect demand aMd the vector of variables that affect fixed and

variable, and hence average cost. The profit afna &s described in equation 8-1 could be
expressed in terms of the four distribution chargrelps, whereé = 1 to 4, or alternatively

in terms of the corporate and leisure groups offiteeand return-visit groups where= 1 to
218 For the purposes of the analysis in this chaptefitpis expressed in terms of the
distribution channel groups. This expression allé@rsan investigation of the effect of two
of the distribution channel groups on profitabilithe ‘retailers and online intermediaries
group’ dominated by Wotif.com and the door chargrelp.

From equation 7-6 the post-commission price foust@mer group can be expressed as a

function of the following variable¥?

p[1-¥]= 9lc (X,) 8.%,) 8-3

The characteristics of the firm variablesXy, which are those that affect marginal cost, also
appear inX; in equation 8-2 where they affect average coss.thierefore possible to express
profitability in terms of the vector¥X,, X, and ¢ to obtain an expression for profitability

which does not contain the post-commission pricetée. This is shown below.

M :h(xl’x3’¢) 8-4

In equation 8-4X, is a vector of variables that affect demandan a vector of variables

that affect fixed and variable co$t8.The parametep measures how much the average

18 Recall from section 2.2 that Wotif.com was onéhef two firms that dominated the ‘internet and walonly
travel provider’ category in Table 2.2 and that Wobm therefore dominate the ‘retailers and online
intermediaries’ customer group in the four disttibn channel categories in the questionnaire.

19 Equation 8-3 is a representation of equation Ndde that substituting equation 7-5 into 7-4 gives

P; [1— Y ] as an implicit function of the exogenous variabeguation 8-3 is a representation of this
function.
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industry price influences the firm’s demand forttlieastomer group. As was noted in the
previous chapter the extent to which the firm losakes to its rivals following a price
increase depends on the degree of competitionendegree to which their product can be

substituted. This information is contained in thargmetep . Firms in the short-stay

accommodation industry gain market power over cditges from the differentiation of their
products. This market power alone however doesaogssarily imply monopoly profits in
the long run. A monopolistically competitive indystfor example, implies zero long run
monopoly profit but firms still have market powe&ome of the firms in the short-stay
accommodation industry in Tasmania report that #reymaking profit that is well above the
expected return for this industry. This is consistgith the findings of Cubbin and Geroski
(1987) on the persistence of long run profits impémectly competitive industries. It is
assumed that monopoly profits are not driven t@ zeithe long run in this industry and this
assumption suggests that there are barriers tg. drtte discussions with the firms suggest a
number of possible barriers to entfy. These are the sunk costs deriving from capital
investment, acquisition of Tourism Industry Councfl Tasmania and AAA star rating
accreditation, marketing and administration cosid @pportunity costs of income sacrificed

during the set-up period.

The profit of a firm as described by equation 8a#h be expressed in terms of absolute level
of profit or a percentage return. Because levelprofit will vary with the size of a firm a
unit free measure is required. Two possible measare return on assets or the return on
equity and data for these variables was collectdatie survey. Recall from Section 5.2.6 that
70% of respondents indicate no difference betwkein teturn on assets and return on equity
suggesting a situation of no borrowing, 10% indéddtat their return on equity is higher than
their return on assets suggesting some borrowiddg8f indicate that their return on equity
is lower than their return on assets. This latsult suggests the firm firms may be confused
over what their liabilities are giving erroneousues for the return on equity. In view of this
the return on equity data needs to be used withiacain the econometric analysis. Both
measures are tested in the econometric analysBeation 8.4 and the return on assets
generates coefficients that have a higher levdigidificance. It is therefore likely that the

return on assets is a more accurate measure oftdef return for the firm. The discussion

'?9The notationX, is used here since the notatidf, is used to represent the vector of variables tfietta

marginal cost in Chapter 7.
121 Based on information provided in discussion witl$ in Stage 1 of the field work
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in the rest of this section therefore focuses aofigability measured using the return on

assets rather than the return on equity.

The characteristics of the firm variablesXq refer to the type, size, star rating and location

of the firm. As noted above these variables al$ecafaverage cost. This effect is discussed
later in this section. The impact of the firm claeaistics variables on profitability will
therefore derive from their effect on average cosfl on demand. There are aqriori
indications of the direction of the affects of tygeze, star rating and location on demand. As
noted in the previous chapter in the discussioglasdticity of demand there will be customers
who prefer bed and breakfast accommodation to lowtetotel accommodation, others who
prefer a higher star rated accommodation to a kawrated accommodation and others who
prefer smaller establishments to larger establistis}& The direction of the relationship
between these characteristics and demand wilhligé mix of idiosyncratic factors relating

to preferences of individual customers.

The X, vector also contains variables that relate tosts@sonal demand in Tasmania, the

lifestyle decisions made by the firm, and the degrecompetition in the industry. The effect
of seasonal demand means that profit will be lowieen demand or prices are lower in the
winter season compared to the summer season ihuevper room falls and average cost
remains unchanged in the winter. As noted in tle¥ipus chapter prices are lower in winter
than summer and there is a marked winter seasoa.e€effect of winter on profitability
therefore derives from two sources; the lower deimianthe winter season and the lower
prices charged in the wint&’ Both of these effects suggest the impact of theeriseason
on profit can be expected to be quite pronounced.

Profitability may also be affected by the decisidinsis make about lifestyle choices. The
owner operators may compensate for lower profitgbiith higher non-pecuniary benefits

in terms of improved lifestyle.

The degree of competition facing the firm is likédyhave an impact on demand and to affect

profitability. As noted in the previous chaptersthgffect is described by thg variable. In

the previous chapter prices of short-stay accomtmmtavere found to be significantly lower

122 These preferences are all unobserved.
1% variations in average cost associated with theariseason are assumed to be incorporated i%gh\sector
of variables.
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where firms faced a more competitive market so ifreterage cost remains unchanged then

profitability will be lower in more competitive mieets.

As noted above, profit is expressed in terms ofdis&ibution channel groups to allow for an
investigation of the effect of two of the distribart channel groups on profitability. These are
the retailers channel and the door channel. Asdnot€hapter 2 the appearance of the online
retailers, and in particular Wotif.com in 2000, yded firms with a potential new
distribution channel which allow firms to more fipesegment their market. For example
prices can easily be varied across the days ofvlek on Wotif.com. Although firms can
also do this for their door customers Wotif.comowat the variation in prices to be
communicated more readily to a wider audience. Bgrimg a range of prices the firm may
be able to capture more consumer surplus from ttestomers thereby increasing their
profit. The use of Wotif.com may also allow firmg increase profit by expanding their
market share. By using Wotif.com the firms can camivate information online about
prices and characteristics of the short-stay accodation to potential customers. Wotif.com
can therefore act as a marketing device by makifaymation available that would otherwise
be too costly to communicate. Potential internaticemd domestic customers with internet
access can all access Wotif.com. Firms who relpramt media may access fewer potential
customers than those firms using Wotif.com or otbeline sites. The two effects on
profitability are here discussed separately althotige survey data does not allow the two

effects to be distinguished.

It should be noted that the two quarters for whiah survey data was collected were a period
of changeover for the industry with firms startitg adopt the online channels of which
Wotif.com was the largest at the time. The changepwovides the opportunity to investigate
differences in profitability for those firms who dvadopted Wotif.com and those that had not

adopted Wotif.com.

The impact on profitability of the introduction @¥otif.com can be captured by modifying
the above model by adding a N¥Histribution channel (Wotif.com) and a cost, if

implementing Wotif.com.

N+1

nY=>n,-I 8-5
j=1
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Note the firm will only adopt Wotif.com if this doh increases profit, i.e. if

Y >n,

For this purpose, a dummy varialetif is included in the firm’s profit equation. At this
stage the objective is to discover whether firmsgishis distribution channel enjoy higher
profitability. Of course, firms could enjoy highgrofits because Wotif.com increases
revenues, or because it lowers costs. These issaesxplored in more detail in section 8.3

below.

The proportion of sales made at the door is alsluded as an explanatory variabXg. The

analysis and discussions in Chapter 7 of the efietlationship between the use of the four
distribution channels and elasticity also providedne limited evidence that customers using
the door channel have less elastic demand thawttiex channels. This is consistent with
customers purchasing at the door having fewer gutest than those purchasing through the
other distribution channels. The firm also payscommission on sales at the ddgtlt is
possible therefore that those firms making a lapgeportion of their sales at the door may
be more profitable than otherwise. Including thepartion of sales at the door as a variable
in the analysis of profitability allows the elastycinformation that firms use for direct price

discrimination purposes to be included in the itigasion.

The X, vector of variables in equation 8-4 that affecerage cost relate to the firm

characteristics variables. These are the type, stae rating and location of the firm. The
type of firm may affect average costs if there asne expectation within the industry that
particular services will be associated with accomation types. For instance a hotel firm
may be expected to provide a restaurant whereasdaahd breakfast firm may not be
expected to do thi> The fixed capital costs incurred by a firm whiatoyides a restaurant
would increase average costs relative to a firmpnotiding a restaurant. The size of the firm
may also affect average costs if the operatoreefdrger firms are able to take advantage of
economies of scale. Larger firms may also havessctzeless risky borrowing if they have a
large asset base and hence more collateral thaltesriians. The assumption is that more

collateral implies less risky borrowing which irrmumplies lower costs of borrowing.

124 commission is paid for sales through the wholesae retailer channel. Web sales incur a charigingr
from the cost of operating the website.
125 Based on information provided by firms in Stagef the fieldwork.
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The star rating of the firm may also affect averagst. Acquiring a star rating involves one-
off fixed costs and the variable cost of providengoom night increases with the star rating
value® The location of the firm may also affect averagstcAs noted in the discussion of
marginal cost in the previous chapter those firoated away from the ports and urban
centres may require both variable and capital mpiot be transported relatively long
distances which will increase the average costhese firms. It is therefore possible that
firms in the more remote areas will have higherrage costs than those located closer to

ports or urban centre¥’

In order to estimate an equation based on equ8tibrand the discussion of the factors that
affect profitability, it is important to note onaggain that the type and size variables are
highly correlated? The larger firms are usually hotels or motels drelsmaller firms bed
and breakfast or guest houses. Including both e$ehvariables in an estimating equation
would lead to collinearity. The size of firm variabcaptures the economies of scale and
riskiness factors already discussed. It is arghatithe need to consider these factors requires
the size of the firm to be used rather than thee tgp firm in the estimating equation.
Excluding the type variable means that the sizéabbe is acting as a proxy for the type of

firm.

The above discussion of the model of the firm nadgg the following estimating equation:

M, = g noofrooms+ B,star39ess+ Burban+ S,competition
+ B, propdoor + B.wotif + g lifestyle+ Bwinter + &

8-6

In equation 8-6 the variableoofrooms is a continuous variable that denotes the natural
logarithm of the number of rooms in the firm. Tpr@pdoor is also a continuous variable and
denotes the natural logarithm of the proportionsales at the dodf® wotif is a dummy

variable denoting whether or not the firm uses Wmim** The competition variable is the

126 Based on information provided by firms in Stagef the fieldwork.

127 Based on information provided by firms in Stagef the fieldwork.

128 Thijs is shown in the correlation matrix in Tablé%in Chapter Data summary of SABDS.

129 The variable is derived from the survey data (@aes 14 to 15) and is a continuous variable.
130 The variable takes a value of 1 if the business Wotif.com and 0 otherwise.
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same as that constructed for the analysis in theiqus chaptel** The effect of winter is
captured by including the dummy variabkenter.”*> Some simplification of the firm
characteristics data is required for the remainiagables to allow for sufficient degrees of
freedom and enable the generation of a more pamoue® model. The 6 star rating
categories are simplified into two groups to cre variable denotestar35less .>*3 The
location variableurban is created by splitting the regions into urban and-udran®** The

lifestyle variable is constructed by simplifying the respanfsem the survey® The gi'sin
equation 8-6 are the coefficients to be estimateti@is an error term where the errors are

assumed to be distributed normally with a mean afd variance of 1.

Equation 8-6 is estimated using two measures dftabdity. These are the return on assets

and return on equity and are callesbets and equity.**®

Although the discussion in Section
8.2 is framed in terms of the return on assets patfitability variables are tested in equation

8.4.

8.2 Estimation and results

Two versions of equation 8-6 are estimated usingrdered probit model withssets as the
profitability measure. Estimating two versions afuation 8-6 allows the data from the
guestions about lifestyle in the survey to be usHte first of the versions is shown in
equation 8-7 below. Thifestyle variable is omitted from equation 8-7 as the datedufor
the estimation includes all firms and not simplypdé where the owner operator is the

respondent. Thaerban variable is also omitted as this is not significanthe 10% level.

77 = ,noofrooms + S,star 35 ess + S,competition + 5, propdoor

8-7
+pB.wotif + Sgwinter + &

The second version of equation 8-6 includeslifestyle variable and is shown in equation

8-8. The data from the owner operators is usedhisrestimation. Variables are also omitted

131 The responses to the competitiveness questiors(i@net1) are simplified. The dummy takes a valfig o
for the first two responses to the question (venypetitive and competitive) and a value of O fa three
remaining responses to the question (neutral, @t @mpetitive and not competitive at all).

132The variable takes a value of 1 in winter and @ntlise.

133 The dummy variable takes a value of 1 for thos@irnmsses that are 3.5 stars and below and 0 o#eerwi
134 The variable takes a value of 1 if the business ibe regions described as devonport, hobarwrdeston
in Appendix 8 and 0 otherwise.

135 The responses to the lifestyle question (Questjare simplified. The dummy takes a value of 1 fer fist
two responses to the question (very important emgbrtant) and a value of O for the three remaimesponses
to the question (neutral, not very important antimportant).

136 The data used for these variables is derived trasurvey (Questions 35 to 40).
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where they are not significant at the 10% level.tihs sample size for estimating equation
8-8 is smaller than for equation 8-7 it is necegsarretain only the significant variables to

allow sufficient degrees of freedom.
7t = B,star39ess + gB,competition + Swotif + gBlifestyle+ Swinter +¢  8-8
Polychoric correlations of the variables in equagi®-7 and 8-8 are also calculated so that

any multicollinearity issues can be allowed forthre analysis. The correlation matrix is

shown below.

Table 8.1 Polychoric correlation matrix of explanabry variables

noofrooms star35less competition propdoor wotif winter
noofrooms 1
star35less 0.247* 1
competition 0.193 0.030 1
propdoor -0.138 -0.044 -0.425* 1
wotif 0.359* 0.768* 0.263 -0.496* 1
winter 7E-11 6E-05 -0.072 0.0349 6E-05 1

* significant at the 5% level

There are a number of correlations which are sicant at the 5% level. Caution needs to be
taken therefore in interpreting the results oféeeémation of A and B since there are likely to
be multicollinearity issues.

The results of the estimation of equations 8-7 &8dare shown in Table 8.2 and denoted A

and 8}37,138

37 The cut points are not reported in Table 8.2 betzaailable in Appendix 12.

138 The number of observations is N=56 and 50. Thialrer represents the firms, out of a possible mamirofi
85, who answered the questions on assets, eqaitypetition and lifestyle. Not all respondents ansdell
guestions so the data used in the estimationsgeptra sample of responses from the respondery.gBiu-
squared tests of the distributions for the stangatregion and room size categories are genefatdtie firms
responding to these questions and for the firmiberrespondent group. They indicate no significkiférence
at the 5% level between the sample of firms responi these questions and the respondent grouprdsults
can therefore be used for inference purposes.
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Table 8.2 Ordered probit estimates for return on asets

A B
Dependent variable assets Dependent variable assets
noofroonms -0.00754
(-1.44)
star35less -1.274* star35less -1.194*
(-2.83) (-2.99)
conmpetition -0.575
(-1.52)
propdoor 0.0198*
(2.00)
wotif 1.162** wotif 1.241*
(2.67) (3.10)
lifestyle -1.288***
(-3.43)
winter -0.744* winter -0.890**
(-2.36) (-2.63)
N = 56 N =50

z statistics in parentheses
* p<0.05 ** p<0.01 ***p<0.001
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The dummy variablevotif is positive and significant at the 1% level in bétrand B and a
key finding is that the use of Wotif.com increagesfitability. This finding is explored in
more detail in Section 8.3.

The coefficient on theropdoor variable has a positive sign in A and the variaisle
significant at the 5% level. This result indicatémt use of the door channel increases
profitability relative to the use of the other chafs. This finding provides evidence to
support thea priori hypothesis that the larger the proportion of sdlesugh the door
channel, the more profitable the fiftfy.

Two reasons are proposed to explain this findirtge first reason arises from the results in
the previous chapter about the elasticity of demamd the door channel customers which
suggest that door customers have lower elasti¢ibemand relative to the other channels. If
the firm is using direct price discrimination thead customers pay a higher price relative to
customers using the other channels. The firm mag Baope for perfect price discrimination
if they can assess the sensitivity of individuastomers. Assessing the sensitivity of their
door customers may be easier in person than ophbee or online. If a door customer has
information about the price and availability of stitutes they may use this information to
bargain with the firm for a particular price, thieyerevealing their price sensitivity. The
second reason for the positive coefficient on phapdoor variable in A is that is that the
firms pay no commission on sales at the door. Adngroportion of sales at the damteris
paribus will therefore be more profitable.

The dummy variablatar35less is significant at the 1% level in A and B. The ffméent on
this variable has a negative sign, which means thathasstar rating falls profitability
increases. It was not cleampriori how the star rating would affect profitability. Asted in
Section 8.1, the star rating of a firm can affemdts and demand, with lower star rated firms
having lower costs per guest night than those witigher star rating and with demand being
affected by the idiosyncratic preferences of cusi@nThe coefficients on thaar35less

variablein A and B may therefore be capturing both of theféects.

The dummy variablevinter is significant at the 5% level in A and at the 18%dl in B. The
coefficient on this variable is negative suggesthmg profitability is lower in the winter. This
result is consistent with treepriori hypothesis. This result is also consistent withfthding

in the previous chapter that the elasticity of dedhés higher in winter. The firms have to

139The other channels are wholesaler, retailer ard we
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charge lower prices in winter than summer as tbestomers are more sensitive to price in
winter. If these lower prices are not reflectedower costs between summer and winter then

profit will be lower in winter than summer.

The coefficients on theompetition and noofrooms variables in A are not significant at the
5% level. It is possible that because there amively few large firms in the sample of firm
respondents it is not possible to test the effdcsipe of rooms on profitability. The
competition andnoofrooms variables are also correlated with some of theroihdependent
variables so multicollinearity issues may be affegthe significance of these variables. A

larger data set could be used in future to addhes® issues in the future.

The dummy variablarban is not significant at the 10% level in either A Brand so is
excluded from the regressions. This is the varidiide controls for variations in profitability
arising from differences in costs and demand aditwssegions. It appears that location is not
a key determinant of profitability. Even though tsosnay vary across the regions this
difference is not reflected in differences in prafility. If profitability did vary across
regions there would be an incentive for firms tovebetween regions and capture the higher
profits. It should be noted that if the survey degflects a long run equilibrium in the

industry then therban variable would not be significant.

The lifestyle variable in B is negative and significant at th&%. The coefficient on the
variable is negative. This result suggests thatrevitke owner operators regard making a
lifestyle change as being very important their pability is low and where making a lifestyle
change is not important their profitability is hight appears therefore that the owner
operators may be compensating for lower profitgbiith increased benefits from their

lifestyle choice; they owners may be trading didiyle against profits.

Equation 8.3 is also estimated using an ordereditpneodel withequity as the measure of
profitability.**® The same sets of variables are used as in thedABaestimates, but with
equity as the dependent variable. Estimating A waluity as the dependent variable
generates coefficients on the explanatory varialbiashave lower levels of significance than
when assets is used as the dependent variable. Useqgity in B generates significant
coefficientswotif, lifestyle and thewinter variables. However given the concerns expressed in
Section 5.2.6 concerning the return on equity megasaution should be taken in interpreting

these results. For this reason only the margirfacesf from the estimation of A and B with

140 The results of this estimation are reported in Apbe 12.
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assets as the dependent variable are now reported acdstied. The reason for generating
the marginal effects is so that the expected madeibf the changes in profitability based on
the coefficients in Table 8.2 can be determinea Marginal effects are only reported for the
variables that are significant at the 5% level iad B.

The only continuous variable gopdoor. Changes in profitability represent the effectaof
one unit change in the variabté! For example with a one unit increase in the proporof
guest nights sold at the door the probability afagbng Outcome 1 (less than 3% return on
assets) decreases by 0.7% and the probability t#irobg Outcome 5 (more than 10%)
increases by 0.4%. The effect of fir@pdoor variable on assets is relatively small therefore
in A. The remaining variables are all dummy vargblChanges in profitability represent the
binary change in these variables. For example fBbrwhen a firm uses Wotif.com the
probability of obtaining Outcome 1 (less than 3%grases by 41.5%and the probability of

obtaining Outcome 5 (more than 10%) increases (3921

141 \Where profitability is measured using return osess.
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Table 8.3 Marginal effects for A and B

A Dependent variable : assets
Pr (Outcome 1) Pr (Outcome 2) Pr (Outcome 3) Pr (Omcd) Pr (Outcome 5)
star35less 0.469 -0.126 -0.135 -0.017 -0.191
propdoor -0.007 0.000 0.002 0.000 0.004
wotif -0.415 0.061 0.124 0.017 0.213
winter 0.264 -0.020 -0.083 -0.012 -0.150
B Dependent variable : assets
Pr (Outcome 1) Pr (Outcome 2) Pr (Outcome 3) Pr (Omécd)* Pr (Outcome 5)
star35less 0.410 0.000 -0.189 -0.222
wotif -0.426 0.003 0.195 0.228
ifestyle 0.324 0.156 -0.108 -0.372
winter 0.278 0.057 -0.128 -0.207

*There are no values for Outcome 4
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It should be noted that the estimated coefficianivotif is likely to be higher than that in the
population for which inferences are being made bgeaf an endogeneity issue. The reason
for the endogeneity is that only those firms theltdve or know that using Wotif.com will be
profitable for them will choose to use Wotif.comhuE the estimated parameter on the
Wotif.com dummy variable does not provide us withirzdication of how much profit would
increase by using Wotif for all firms. Rather ivgs the profit increase for those firms that
chose to use Wotif.com (probably because it waitabbe for them) and so is likely to be
higher. The endogeneity means that the estimafidheorelationship between profit and the
use of wotif.com cannot be explained in terms &a$ but rather just correlation. However

it is useful to seek an explanation about the neadwoy firms adopt Wotif.com.

8.3 The use of Wotif.com and information technology resurces

The two quarters for which data was collected veeperiod of changeover for the industry in
terms of electronic selling. Some firms had alreadgpted the use of Wotif.com whereas
others had not. There is an incentive for all fitm&dopt the use of Wotif.com if it increases
profitability, and so we now investigate why sonmens had not adopted Wotif.com at the
time of the survey. It is possible that there isneounobserved exogenous constraint that
deters the firms from using Wotif.com. The hypothgsoposed is that only those firms for
which online technology is low cost are willing ige the site. The use of Wotif.com may
require information technology support services therease one or both of variable or fixed
costs. Firms will only adopt the site where thefipfoom the additional sales is greater than
any increase in costs. It is not possible to olesdhe costs of adoption of Wotif.com.
However it is possible to observe which firms hdceady adopted other information
technology resources, for example the use of ametlooking facility or internet access in
rooms. It is hypothesized that for the firms whal lsdready adopted these technologies, the
cost of adoption of Wotif.com would be lower ane tise of Wotif.com would be profitable

and they would therefore be able to adopt Wotif.com

There should be a positive relationship betweenude of Wotif.com and whether the firm
has an online booking facility or offers internetcass in rooms. To test this hypothesis a

simple equation is proposed and shown below intemug.9.

wotif, = B E +¢ 8-9
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In Equation 8-9 thewotif, variable indicates whether or not the firm usestifdom.'** The

variable E indicates whether a firm uses an online bookirgifg or has internet access in

the rooms ance is an error term. The dummy variable for onlineking facility is called
onlinebooking.*** The dummy variable for internet access in the mois called
internetroom.*** Equation 8-9 is tested with a binary probit moaglthe dependent variable
wotif is a binary variable and using tbelinebooking andinternetroom variable in turn. The

results of the estimations are reported below il 8.3*°

Table 8.4 Binary probit estimation for wotif and information technology

C D
Dependent variable wotif wotif
onlinebooking 0.570***
(5.29)
internetroomnr 0.311**
(2.87)
N =85 N =85

‘z statistics in parentheses
* p<0.05 ** p<0.01 *** p<0.001

The coefficients oronlinebooking andinternetroom are positive and significant at the 0.01
percentage level. The coefficient values indicdtat,t for example, the change from not
having an online booking facility to having an e@ibooking facility increases the likelihood
of using Wotif.com by around half a percentage poirhe results in Table 8.3 provide
evidence that supports the hypothesis that onlgettiioms using an online booking facility or
offering internet access in rooms will find the tobadoption low enough to use Wotif.com.
It is also possible that there are other varialthed are explaining the use of Wotif.com
which are not observed. The estimation of C and dwuld therefore suffer from omitted

variables issues. The resolving of such issuegsapia for future research.

142 This variable takes a value of 1 if the businesssuNotif.com and zero otherwise.

143 This variable takes a value of 1 if the business dn online booking facility and zero otherwise.
144 This variable takes a value of 1 if the businessihternet access in rooms and zero otherwise.
145 The number of firms participating in the surveg&which corresponds to N=85.
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8.4 Conclusions

The factors that affect profitability were investigd in this chapter. The theoretical model
developed in Chapter 6 is used as the basis feirkliestigation. A reduced form equation is
specified that models profit as a function of thregwrtion of sales the firm makes at the
door; whether the firm uses the site Wotif.com; tiaracteristics of the firm, seasonal
effects and lifestyle decisions by firms. Data frtme survey are used to test the impact of

these factors on profitability.

The use of Wotif.com is found to have a positivel angnificant effect on profitability.

Profitability may increase when a firm uses Wotht for two reasons. The first is that
Wotif.com allows the operator to increase profitrhgre finely segmenting the market. The
second is that Wotif.com acts as a marketing desing enables the firm to attract new
customers and increase their market share. It ipassible to definitively distinguish the

impact of these two effects on profitability. A lothesis is proposed to explain why some
firms adopt Wotif.com and others do not. This hyyesis is based on the firm's costs of

adoption of Wotif.com. Where costs of adoption lare firms use Wotif.com.

The use of the door channel also has a positivesggmificant effect on profitability although
the effect is relatively small. Profitability isdad to increase when the star rating of the firm
decreases. Profitability also falls significanthywinter. Making a lifestyle choice to operate
a short-stay accommodation firm is found to haveegative impact on profitability. The
location and competition facing the firm are nourid to effect profitability. Finally, return
on assets is found to be the better measure oitadridity using the model specified in this

chapter.
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9 Discussion and conclusions

This final chapter draws together the findings lué present investigation of the short-stay
accommodation industry. Pricing strategies and ifafaifity of firms in this industry in

Tasmania were investigated.

In Chapter 1 the broad theme of the research aeé gpecific research questions associated
with pricing strategies and profitability in the stistay accommodation industry were
identified. The industry and the extant data waseuksed in Chapter 2 and recent empirical
work on price discrimination and profitability imamperfectly competitive environment was
reviewed in Chapter 3. The discussions in Chafteasd 3 led to the decision to investigate
the broad theme and specific research questiong digita generated from a survey of firms
in the short-stay accommodation industry. The mscef generating this data set was
described in Chapter 4 and a summary of the datdiadings from this data was reported in
Chapter 5. In Chapters 6, 7 and 8 the resultsefttonometric investigation of the specific

research questions were discussed.

This thesis makes a contribution to the researdhdnstrial organisation in two areas. The
first contribution relates to the methods usedhe investigation. A survey of short-stay
accommodation firms was carried out to generate, détich provided an opportunity to gain
insight into the decision making in this industrifhe second contribution relates to

econometric investigation of the three specifieegsh questions identified in Chapter 1.

The remainder of this chapter elaborates theseribatibns. In Section 9.1 the survey
methodology and the insights from using this apginda the investigation are discussed. The
issues that arose in the use of this methodologydmscussed, as are the resolution of these
issues. Section 9.2 provides a discussion of tlseiltse of the key findings from the
investigation of the first research question oredlimprice discrimination. In Section 9.3 the
key findings of the investigation of the seconceesh question are discussed. This question
asked about the factors that affect the elastiotydemand. The key findings of the
investigation of the third research question on thetors that affect profitability are
discussed in Section 9.4. The chapter finishes withscussion of the directions for future
research in Section 9.5 and concluding remark®atiéh 9.6.
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9.1 Using a survey to investigate pricing strategies ahprofitability

The investigation in this thesis takes a differapproach to many of the recent empirical
studies of pricing strategies and profitabilityimperfectly competitive environments. The
studies are mainly focussed on using extant datth (Reid (1993) being an important
exception). In this thesis data are collected tiydoom firms which enables questions to be
asked, and data collected, that would not otherlesee been possible. The methodology
contribution of this research concerns the desigph @se of a questionnaire to investigate
guestions about pricing strategies and profitabibf firms. The multi-stage fieldwork
method described in Chapter 4 reveal interestimgliigs associated with the pricings
decisions of firms and the pricing strategies araifability that eventuate.

Two particular innovations in the questionnaire caming the collection of elasticity of
demand and marginal cost data are of note. As skecliin Chapter 3, obtaining data on
elasticity of demand and marginal cost can be probtic when investigating pricing
strategies. There may be identification issuescasal with the use of sales and prices data
when estimating elasticity of demand. The questinenused in the investigation in this
thesis asks firms about what happens to their tevéollowing a change in price rather than
asking about what happens to demand following aghan price. The discussions with the
industry representatives and firms documented iap@r 4 reveal that this is a much easier
way to ask about the elasticity of demand sinadigins more closely to the way that firms
make their decisions. It was possible to use th& ganerated from the elasticity questions in
the analysis of direct price discrimination and tHeterminants of elasticity in this

investigation.

Researchers requiring measures of marginal cosh diive to use accounting data which are
designed for purposes other than empirical testingirect price discrimination. In many
cases accounting data contains information on geecasts rather than marginal costs. The
guestionnaire used in this thesis generates dataavginal cost by asking firms to consider
the cost of, for example, selling a guest nightitoorporate customer relative to selling a
guest night to a leisure customer. Asking aboutgmatf cost in this way, i.e. by framing the
guestion in relative rather than absolute termskemat easier for the firm to answer the
guestion. Despite framing the question in this neartmowever there were still issues with the
guality of data generated when it was used in tiadyais of direct price discrimination.

The survey methodology used here also demonstthtgsthe process of developing a

guestionnaire instrument allows questions abouptleng decisions of firms to be explored.
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The survey development and administration describechapters 4 uncovered the way that
firms in the short-stay accommodation industry psee discrimination strategies. Direct
price discrimination is being used with firms dmgfuishing between how customers made
their booking, whether they were a corporate, leistirst visit or return visit customer in
their pricing strategy. The discussions with th@ustry representatives and firms, supported
by analysis of data from the survey in Chaptershatdishes that firms in this industry have
sufficient information about their customers’ eiesy of demand to use direct price
discrimination strategies. Indirect price discriation is observed in the industry but the
interviews in Stage 1 and pilot survey data in 8tagevealed that a substantial fraction of
the firms could not explain their motivation forf@&iing quantity discounts, particularly in
terms of generating maximum profit from high demandtomers. It was not possible to ask
guestions about indirect price discrimination ia gurvey.

9.2 Direct price discrimination

The first research question posed in Chapter 1 aghksther firms in the short-stay
accommodation industry are using direct price thsicration strategies. Price, elasticity and
marginal cost data collected in the survey are useést the hypothesis that firms in the
short-stay accommodation industry use such stedegihe customer groups the firms
identify for the purpose of direct price discrimiiload are the distribution channels the
customers use, and whether they are corporateydeigseturn-visit or first-visit customers.
An imperfectly competitive model is used to generaimodified version of the Lerner index.
This version of the Lerner index is used to spedifg estimating equation. Since the
econometric analysis supports the hypothesis tinaisfwho report no variation in cost
between customer groups are using direct priceidistation strategies and they can only
use direct price discrimination when there areedéhces in the elasticity of demand across
customer groups this raise the interesting questiarhat factors determine the elasticity of

demand?

9.3 Elasticity of demand

A two stage model is used to test the significanicthe factors that affect the elasticity of
demand in equilibrium. Two equations are specifieded on the imperfectly competitive

model developed in Chapter 6. A reduced form equnais developed that models the
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relationship between pre-commission price and abaunof explanatory variables. These
variables are the star rating, region, size offttma, degree of competition in the market,
whether it is the winter or summer season and isteilsition channel used by the firm. The
estimation of the reduced form equation is the 8tage of the model. This estimation allows
the effect of marginal cost on price to be estimagignificant coefficients are generated for
five of the six star rating categories and fortia# regions. The competition variable is found
to have a significant negative coefficient in thstfstage equation. This result indicates that

as competition increases price falls.

The elasticity of demand in equilibrium is estinthie the second stage equation and is found
to be a function of the competitiveness of the stduand whether or not it is the winter or
summer season. The results indicate that as thieetaecomes more competitive, or if it is
the winter season, firms face an increase in tk&sticity of demand in equilibrium.
Although the impact of the characteristics of thefon elasticity are not directly estimated
in the second stage their effect can be determiyecbnsidering the coefficients on the star
rating and region variables in the first stage andthe fitted price variable in the second
stage. The combined effect indicates that elagtafidemand does vary in a systematic way
across these categories. Elasticity is lower forgher star rated firm and for those firms in
urban areas. However caution should be taken kidiset inferences. The star rating and
region variables are being used in the first seageation as a proxy for marginal cost but
they may also have an impact on demand. It is assiple to separate the two effects in the

analysis.

9.4 Profitability

The third research question posed in Chapter 1 ablks factors determine the profitability
of firms in the short-stay accommodation industryifasmania. The imperfectly competitive
model presented in Chapter 6 again provides this basidentifying the factors that affect
profitability. A reduced form equation is developstere profit is specified as a function of
the characteristics of the firms, seasonal effantt lifestyle decisions by owners of the firm.
The firm characteristics are the type, size, sating and location of the firm, the proportion
of sales made at the door of the firm, whetheffitlhe uses the Wotif.com site and the degree
of competition facing the firm. Seasonal effects ofit result from whether the period
under consideration is a winter or summer. Thedi@eiby a firm to make a lifestyle change
is also hypothesized to affect profit. Profit isasered by using the responses on the question

regarding return on assets in the survey.
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Data from the survey are used to test the impathede factors on profitability. The use of
the door as a distribution channel has a positivé significant effect on profitability.
Profitability is found to increase with a fall ihe star rating of the firm. Profitability also
falls significantly in winter. Making a lifestylehoice to operate a short-stay accommodation
firm is found to have a negative impact on profiiab The location and competition facing
the firm are not found to effect profitability. Filly return on assets is found to be the better

measure of profitability using the model specifiedhis chapter.

The use of Wotif.com is found to have a positive amgnificant effect on profitability. Two
reasons for this increase in profitability are megd. The first is that Wotif.com allows the
firm to more finely segment their market. The set@mthat Wotif.com acts as a marketing
device and allows firms to increase their marketrshit allows firms to advertise online and
gives access to anyone with an internet connectibns not possible to definitively
distinguish the impact of these two explanationstfe increase in profitability associated

with the use of Wotif.com.

A hypothesis is however proposed to explain why esdirms have adopted Wotif.com
whereas others have not despite the fact that uBuddif.com appears to increase
profitability. This hypothesis is based on the fgntosts of adoption of Wotif.com. The

analysis suggests that where costs of adoptioloardirms use Wotif.com.

9.5 Recommendations for future research
The investigation in this thesis raises a numbepadsible directions for future research.
These can be divided into those that relate tatistantive empirical analysis of pricing and

profitability and those that relate to the methodgyi used in the investigation.

The empirical analysis in this thesis focuses animy strategies and profitability in the

short-stay accommodation industry in Tasmania. ritkitey the analysis to other States in
Australia or other countries would enable a mortersive study of pricing decisions by

firms. It would then be possible to identify anyssgmatic differences in pricing strategies
and profitability across the States or across a@msitSuch a study would also generate a
larger database which could be used to test tlee thpecific research questions identified in
Chapter 1. A repeat of the Tasmanian study woulddsful so as to generate a companion

dataset based on economic conditions which are nesshbuoyant than when the survey for
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the current study was completed in 2008. Such dystuould have the advantage of

controlling for many of the State-specific factors.

In the investigation of profitability, which is tHecus of the third research question and the
analysis in Chapter 8, the use of Wotif.com is fbun be a significant determinant of
profitability. It is not possible to definitively stablish why using this site increases
profitability. Further analysis of the use of Watdm could determine the source of this
effect by asking firms about their motivation faing Wotif.com. It would be helpful to ask
firms whether using Wotif.com increased their sal&slarger proportion of firms in the
short-stay accommodation firm population now usditdom compared to the period of the
survey. However some firms have still not adopteotifom. Research on the reasons for

adoption or non-adoption could be investigated.

The use of a survey to generate data for the iigag&in in this thesis departs from the
approach of many of the empirical studies of pacstrategies and profitability described in
Chapter 3. Almost all recent studies use extars dats. The use of a survey means that
guestions can be designed with the specific purpbsggenerating questions relevant to the
research.

The data generated from the questions about atgsifademand performed effectively in the
econometric analysis. Further research howeverdcaifine the collection of marginal cost
data. The questions on marginal cost generatedadath was ordered but this data had to be
included as dummy variables in the estimation oédiprice discrimination in Chapter 6.
These dummy variables generated insignificant a@effts for marginal cost. Converting the
ordered data to continuous data did not improve digmificance of the coefficient on
marginal cost. Further research into asking abargmal cost would be helpful since it is a
key variable in the Lerner index which is used ésttfor direct price discrimination.
Developing a reliable questionnaire on quantifyiimgn’s marginal costs would sidestep the
problems associated with generating data on mdrgosh from accounting data described in
Chapter 3.

9.6 Concluding statement

In this thesis, the investigation of pricing straés and profitability in the short-stay

accommodation industry in Tasmania began with abmrrof observations about the state of
the industry in Tasmania. Firms were observed todieg various pricing strategies. There
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appeared to be sufficient variation across firmsige this industry for an investigation of
systematic pricing strategies in an imperfectly petitive industry. The investigation was
based on primary data obtained from a survey oftsttay accommodation firms. The use of
a survey allowed for innovations in asking firmsabmarginal cost and elasticity of demand
— in turn, this information was used to test moda#lpricing strategies and their impact on

profitability.

The development of the questionnaire involved dismns with industry representatives and
firms which provided an opportunity to investigalbe decision making in the industry. The
data from the survey revealed information aboutpheing strategies and profitability of
firms in the industry. Econometric analysis of thea allowed this information to be further
developed. Evidence of direct price discriminatwas found. The factors that determine the
elasticity of demand in this industry were estdigds Profitability of the firms was also
found to be a function of a number of factors. Agstrihese factors it emerged that whether
the firm used Wotif.com was an important determiradrprofitability. Further research could

usefully investigate why firms using Wotif.com amere profitable.
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Appendix 1 Map showing the ABS region boundaries.

Tourism Regions, Tasmania—2010

Based on ASGC 2010 edition, applying to tourism surveys conducted during the 2011 calendar year
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Appendix 2 Map showing the SABD region boundarie:
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Appendix 3 Industry representatives and organisatios

Stage 1 - Development of the draft questionnaire

1. Michael Roberts, General Manager, Tourism InduSmyncil Tasmania
2. Amanda Walsh, Research Manager, Tourism Tasmania
3. Daniel Hanna, Australian Hotels Association, Tasia&ranch.

Stage 1 - Testing the draft questionnaire in the sa-structured interviews

1. lan Rankine, Chief Executive, Innkeepers, Hobadurist accommodation retailer

no

Gail Murray, Manager Sales and Marketing, Tasmani@&mptations — tourist
accommodation wholesaler

Len Cuff, Director, Distribution Manager, Tourisnadmania

Tanya Hanson, Manager Electronic Business, DigiohuTourism Tasmania
Daniel Leesong, General Manager, Tourism indusbyr@il Tasmania
Daniel Hanna, Australian Hotels Association, Tasia&ranch

Gina Scott, Chair, Bed and Breakfast and Boutiqoeofmodation of Tasmania

© N o g~ w

Three tourist accommodation business operatorsoahnot be indentified for

privacy reasons

Stage 2 —Pilot survey organisations providing busass contacts

1. Bed and Breakfast and Boutigue Accommodation
2. Tourism Industry Council Tasmania

3. Australian Hotels Association, Tasmania Branch

Stage 2 Post-pilot survey discussions

1. Daniel Hanna, General Manager, Tourism Industryri@dd asmania

Pam von Steiglitz, Head of Distribution, Tourismsiraania

Associate Professor Malcolm Wells, School of Mamaget, UTAS

David Reid (through Malcolm Wells), author of th@98 Yield Management Study
Professor Trevor Sofield, School of Management, STA

a kb 0N
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Appendix 4 Survey guestionnaire

Survey of Tourist Accommodation Operators 2008
Welcome to the online questionnaire for this surekiourist accommodation operators.

An electronic copy of the questionnaire has alsnlemailed to you so that you can browse
the questionnaire before starting to completehisTopy can also be used to record your
answers as you complete the online questionnaire.

You can use the Save Page and Continue Later ojotiseve a partially completed
guestionnaire. You will need to complete the page gre viewing before saving. You will
then be asked to confirm your email and a link Wélsent to you so that you can re-start the
guestionnaire. When you click on the link it wdke you to the next page in the
guestionnaire.

There are forty three questions in total in thestjoenaire. Fourteen of these are skip
guestions which you may not need to answer.

Please read the notes where a question mark apgtehesend of a questiofthese have
been attached to the back of this electronic copy).

Leave answer boxes blank where you have no respordaga to enter.
If exact figures are not available, please prodaeful estimates.

Where a question refers to a typical summer wekskstiould fall in the quarter ending 31
March 2008.Where a question refers to a typicateviweek this should fall in the quarter
ending 30 September 2007.
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Consent form
The University of Tasmania requires your formalsemt before you start this questionnaire.

Please read through the following points and tieknthe box at the bottom of the page if
you agree to participate.

(i) I have read and understood the letter of inticithn dated the 2 June 2008 for this study.
(i) The nature and possible effects of the stuayehbeen explained to me.

(i) I understand that the study involves compigtan online questionnaire which will take
approximately 25 to 30 minutes.

(iv) I understand that there are no foreseeabls irsvolved in answering the questions.

(v) Iunderstand that all research data will beusgly stored in the School of Economics and
Finance password protected computer of Ann Marsalefive years from the date of
publication of the findings of the research, arehtideleted from the computer.

(vi) Any questions that | have asked have been arexito my satisfaction.

(vii) I agree that research data gathered fromanéhie study may be published provided that
| or my organization cannot be identified as aipguant.

(viii) 1 understand that my identity will be kepbrfidential and that any information | supply
to the researcher will be used only for the purpagdehe research.

(ix) 1 agree to participate in this investigatiamdaunderstand that | may withdraw at any time
without any effect.

| have read the consent points (i) to (ix) andibkimg the following the box consent to
participate in this survey. Please press contiawgdrt the questionnaire.

[Yes

Please provide the name of the person completmgulestionnaire and the name of the
business.

153



General questions about this business

1. What position do you currently occupy in thisimess?

LI Chief executive officer

[IBusiness manager

[JMarketing manager

Ll Financial controller

LIFront desk manager

L1Owner operator

2. How many years has this business been openatithgr the present owner?

[JLess than 1 year

(11 year and up to 3 years

(13 years and up to 5 years

[JMore than 5 years

3. How important are the following in measuring shuecess of this business?

Very
important

Important

Neutral

Not very
important

Not
important

Financial performance

Customer satisfaction

Market share

4. Are there any other ways that the success sfisiness is measured?

LlYes

CINo

154



5. Could you provide brief details of the other wélyat the success of this business is
measured.

6. Are you the owner operator of this business?
[JYes

LINo

7. How important were the following in motivatingyr decision to operate this business?

Very |Important Neutral | Not very Not
important important important

To make a living

To make a lifestyle change

8. Were there any other motivators that were ingutrin your decision to operate this
business?

LlYes

CINo

9. Could you provide brief details of the other mators that were important in your
decision to operate this business.
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General questions about pricing in this business

10. Who makes the pricing decisions in this busiles

LIChief executive officer
[1Business manager
[JMarketing manager
LIFinancial controller
LIFront desk manager

LIOwner operator

11. How important are the following factors in fhrécing decisions made in this business?

Very
important

Important

Neutral

Not very
important

Not
important

Fairness to the customer

Market share growth

Reputation of the business

Profitability of the business

12. Are there any other factors which are importarthis business when making pricing

decisions?

LlYes

LINo
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13. Could you provide brief details of the othestéas that are important in the pricing

decisions of this business.

Sales and percentage discount from the rack rate fdhis business

14. Please estimate the number of guest nightsosatiistribution channel at the rack rate

and below the rack rate in a typical summer weédade also estimate the average
percentage discount from the rack rate receiveguegts in a typical summer week.

Number of
sales at rack
rate per
summer wee

Number of
sales below
rack rate pe
summer wee

Average
percentage
discount on
sales below

rack rate

Wholesalers and online aggregators

Retailers and online intermediaries

Direct via own website, telephone or fax

Direct via walk-ins
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15. Please estimate the number of guest nightsosatiistribution channel at the rack rate
and below the rack rate in a typical winter wedkaBe also estimate the average percentage
discount from the rack rate received by gueststype&al winter week.

Number of
sales at racl
rate per
winter week

Number of

sales below
rack rate pe
winter week

Average
percentage
discount on
sales below

rack rate

Wholesalers and online aggregators

Retailers and online intermediaries

Direct via own website, telephone or fax

Direct via walk-ins

16. Please estimate the number of corporate asgréeguest nights sold at the rack rate and
the number sold below the rack rate in a typicatsier week. Please also estimate the
average percentage discount from the rack ratéveztby guests in a typical summer week.

Number of
sales at rack
rate per
summer wee

Number of

sales below
rack rate pe
summer wee

Average
percentage
discount on
sales below

rack rate

Corporate nights

Leisure nights
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17. Please estimate the number of corporate asgréeguest nights sold at the rack rate and
the number sold below the rack rate in a typicalten week. Please also estimate the average
percentage discount from the rack rate receiveguegts in a typical winter week.

Number of
sales at racl
rate per
winter week

Number of

sales below
rack rate pe
winter week

Average
percentage
discount on
sales below

rack rate

Corporate nights

Leisure nights

18. Please estimate the number of return visitfiasidvisit guest nights sold at the rack rate
and the number sold below the rack rate in a tygiganmer week. Please also estimate the
average percentage discount from the rack ratévegtby guests in a typical summer week.

Number of
sales at rach
rate per
summer wee

Number of

sales below
rack rate pe
summer wee

Average
percentage
discount on
sales below

rack rate

Return visit nights

First-visit nights
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19. Please estimate the number of return visitfiasidvisit guest nights sold at the rack rate
and the number sold below the rack rate in a typwater week. Please also estimate the
average percentage discount from the rack ratéveztby guests in a typical winter week.

Number of
sales at racl
rate per
winter week

Number of
sales below
rack rate pe
winter week

Average
percentage
discount on
sales below

rack rate

Return visit nights

First visit nights

Effect of increase in rack rates on accommodatiorakings for this business

20. How would you expect your accommodation takitmgshange if you increased your rack
rates by 10% for those customers purchasing ubeggtdistribution channels in a typical

summer week?

Increase in No
takings

appreciabl¢ fall in
change in| takings
takings

1% to 10% More than

10% fall in
takings

Wholesalers and online aggregators

Retailers and online intermediaries

Direct via own website, telephone or fax

Direct via walk-ins
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21. How would you expect your accommodation takitmgshange if you increased your rack
rates by 10% for those customers purchasing ubeggtdistribution channels in a typical

winter week?

Increase in
takings

No
appreciabl¢
change in
takings

1% to 10%
fall in
takings

More than
10% fall in
takings

Wholesalers and online aggregators

Retailers and online intermediaries

Direct via own website, telephone or fax

Direct via walk-ins

22. How would you expect your accommodation takitagshange if you increased your rack
rates by 10% for corporate and leisure customeastypical summer week?

Increase in
takings

No
appreciablg
change in
takings

1% to 10%
fall in
takings

More than
10% fall in
takings

Corporate customer

Leisure customer

23. How would you expect your accommodation takitagshange if you increased your rack

rates by 10% for corporate and leisure customeastypical winter week?

Increase in
takings

No
appreciablg
change in
takings

1% to 10%
fall in
takings

More than
10% fall in
takings

Corporate customer

Leisure customer
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24. How would you expect your accommodation takitmgshange if you increased your rack
rates by 10% for return visit and first-visit custers in a typical summer week?

Increase in
takings

No
appreciabl¢
change in
takings

1% to 10%
fall in
takings

More than
10% fall in
takings

Return visit customer

First-visit customer

25. How would you expect your accommodation takilagshange if you increased your rack
rates by 10% for return visit and first-visit cuskers in a typical winter week?

Increase in
takings

No
appreciabl¢
change in
takings

1% to 10%
fall in
takings

More than
10% fall in
takings

Return visit customer

First-visit customer

Costs of guest nights sold for this business

26. Apart from commission, does the cost of selarguest night vary according to which
distribution channel is used to sell the night?

LlYes

LINo
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27. Could you assess the cost of selling a gught for each of these distribution channels
relative to the cost of selling a guest night diseto walk-in customers in a typical summer

week?

More thar
10%
higher
than walk
ins

1% to 109
higher
than walk
ins

Same as
cost of
walk-ins

1% to 109
lower thar
walk-ins

More thar

10% lowe

than walk
ins

Wholesalers and online aggregators

Retailers and online intermediaries

Direct via own website, telephone or fa

28. Could you also assess the cost of selling atgught for each of these distribution
channels relative to the cost of selling a guegiindirectly to walk-in customers in a typical

winter week?

More tharn
10%
higher
than walk
ins

1% to 109
higher
than walk
ins

Same as
cost of
walk-ins

1% to 109
lower thar
walk-ins

More thar

10% lowe

than walk
ins

Wholesalers and online aggregators

Retailers and online intermediaries

Direct via own website, telephone or fa

29. Apart from commission, does the cost of selarguest night vary according to whether
the customer is a business or leisure customer?

LlYes

LINo
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30. Could you assess the cost of selling a corpaagst night relative to the cost of selling a

leisure guest night in a typical summer week?

More than
10% highe
than leisure

night

1% to 10%
higher thar
leisure nigh

1% to 10%
lower than
leisure nigh

More than

10% lower

than leisurg
night

Corporate night

31. Could you assess the cost of selling a corp@agst night relative to the cost of selling a
leisure guest night in a typical winter week?

More than
10% highe
than leisure

night

1% to 10%
higher thar
leisure nigh

1% to 10%
lower than
leisure nigh

More than

10% lower

than leisur¢
night

Corporate night

32. Apart from commission, does the cost of selarguest night vary according to whether
the customer is a return visit customer or firsitdustomer?

LlYes

LINo

33. Could you assess the cost of selling a retisihguest night relative to the cost of selling
a first-visit guest night in a typical summer week?

More than
10% highe
than first
visit night

1% to 10%
higher thar
first visit
night

1% to 10%
lower than
first visit
night

More than
10% lower
than first
visit night

Return visit night
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34. Could you assess the cost of selling a retisihguest night relative to the cost of selling
a first-visit guest night in a typical winter week?

More than
10% highe
than first
visit night

1% to 10%
higher thar
first visit
night

1% to 10%
lower than
first visit
night

More than
10% lower
than first
visit night

Return visit night

Return on assets and equity for this business

35. What was your return on assets before intarastaxes for the following quarters?

Less thar

3%

3% to 5%

6% to 7%48% to 109

More thar
10%

Return on assets before interest and taxé
guarter ending 31 March 2008 (Summe

Return omassets before interest and taxe
quarter ending 30 September 2007 (Win

36. Were there any significant factors that affégteur return on assets before interest and
taxes during the quarter ending 31 March 2008 eqtarter ending 30 September 20077

LlYes

LINo

37. Could you provide brief details of any sigrdint factors that affected your return on
assets before interest and taxes for the quartiéng@B®1 March 2008 or the quarter ending 30

September 2007.
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38. What was your return on equity before inteaest taxes for the following quarters?

Less thar
4%

5% to 7%

8% to 9%

10% to
12%

More thar
12%

Return on equity before interest and tax
for quarter ending 31 March 2008 (Sumn

Return on equity before interest and tax
for quarter ending 30 September 2007
(Winter)

39. Were there any significant factors that affégteur return on equity before interest and
taxes during the quarter ending 31 March 2008 eqtarter ending 30 September 20077

LlYes

LINo

40. Could you provide brief details of any sigrafint factors that affected your return on
equity before interest and taxes for the quartdimen31 March 2008 or the quarter ending

30 September 2007.
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Competitive position of this business

41. In terms of just your close competitors, hownpetitive was your industry in the quarter
ending 31 March 2008 and the quarter ending 30eBdmtr 2007.

Very
competitive,

Competitive

Neutral

Not very
competitive

Not
competitive
at all

Degree of competition during quarter ending 3
March 2008 (Summer)

Degree of competition during quarter ending 3
September 2007 (Winter)

42. Were there any significant factors that affécempetitiveness in your industry during

the quarter ending 31 March 2008 or the quartemgn8D September 20077

LlYes

CINo
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43. Could you provide brief details of any sigrdgint factors that affected competitiveness in
your industry for the quarter ending 31 March 200&e quarter ending 30 September 2007.

You have now reached the end of the questions.K'au for completing the questionnaire.
The results of the survey will be made availablpddicipants as soon as the analysis is
complete.
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Help text for answering questions

Question 14Wholesalers and online aggregators are thosebdisirs who take 18% and
more commission. Examples include Tasmania's Tamptand Expedia.

Retailers and online intermediaries are thoseidigtrrs who take less than 18%
commission. Examples include Jetset Travel and \@oin.

You should allocate every guest night to one ofdis&ribution channels.

For instance if you sold 60 guest nights in a wiseugh wholesalers and online aggregators
your data might look like this;

Wholesalers and online aggregators - 50 guestiggit at rack rate and 10 below rack rate
with an average percentage discount on those gigds sold below the rack rate of 10%.

Sales at the rack rate and below the rack ratesré&dehe price the customer pays and not the
rate the business receives after commission hasdesiicted.

Guest nights should include children occupying kaas$all paying guests. They should
exclude babies in cots and non-paying guests/staff.

The summer week should fall in the quarter endih@/arch 2008.

Question 15Wholesalers and online aggregators are thosetdigirs who take 18% and
more commission. Examples include Tasmania's Temptand Expedia.

Retailers and online intermediaries are thoseidigtirs who take less than 18%
commission. Examples include Jetset Travel and Miotn.

You should allocate every guest night to one ofdis&ibution channels.

For instance if you sold 40 guest nights in a wibe&iugh wholesalers and online aggregators
your data might look like this;

Wholesalers and online aggregators - 30 guestsggit at rack rate and 10 below rack rate
with an average percentage discount on those gigigs sold below the rack rate of 15%.

Sales at the rack rate and below the rack ratesr&dethe price the customer pays and not the
rate the business receives after commission hasdeziicted.

Guest nights should include children occupying kaas$all paying guests. They should
exclude babies in cots and non-paying guests/staft.

The winter week should fall in the quarter endifgSeptember 2007.

Question 16Corporate nights should be guest nights whereeediel of corporate eligibility
has been provided. Corporate nights should aldadeaqyuest nights arising from conference
bookings. Leisure nights should be all other guegtts.

You should allocate every guest night to one o$é¢h®vo customer groups.

For instance if you sold 100 guest nights in a wieetorporate customers your data might
look like this;

Corporate - 80 guest nights sold at rack rate @ndefow rack rate with an average
percentage discount on those
guest nights sold below the rack rate of 2%.
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Sales at the rack rate and below the rack ratesr&dehe price the customer pays and not the
rate the business receives after commission hasdesiicted.

Guest nights should include children occupying kaas$all paying guests. They should
exclude babies in cots and non-paying guests/staff.

The summer week should fall in the quarter endih@/arch 2008.

Question 17Corporate nights should be guest nights whermdegne of corporate eligibility
has been provided. Corporate nights should aldadeayuest nights arising from conference
bookings. Leisure nights should be all other guegtts.

You should allocate every guest night to one o$é¢ht®vo customer groups.

For instance if you sold 60 guest nights in a weekorporate customers your data might
look like this;

Corporate - 50 guest nights sold at rack rate @nldelow rack rate with an average
percentage discount on those
guest nights sold below the rack rate of 5%.

Sales at the rack rate and below the rack ratesr&dehe price the customer pays and not the
rate the business receives after commission hasdeziicted.

Guest nights should include children occupying aas$all paying guests. They should
exclude babies in cots and non-paying guests/staft.

The winter week should fall in the quarter endifgSeptember 2007.

Question 18Return visit nights should be those guest nighitsre the visitor has made a
previous visit to your accommodation. First visghits should be all other guest nights.

You should allocate every guest night to one o$é¢ht®vo customer groups.

For instance if you sold 40 guest nights in a wieleturn visit guests your data might look
like this;

Return visit nights - 30 guest nights sold at reatke and 10 below rack rate with an average
percentage discount on those guest nights solavidble rack rate of 8%.

Sales at the rack rate and below the rack ratesr&dehe price the customer pays and not the
rate the business receives after commission hasdesiicted.

Guest nights should include children occupying kaas$all paying guests. They should
exclude babies in cots and non-paying guests/staff.

The summer week should fall in the quarter endih@/arch 2008.

Question 19Return visit nights should be those guest nighitere the visitor has made a
previous visit to your accommodation. First visghts should be all other guest nights.

You should allocate every guest night to one o$é¢h®vo customer groups.

For instance if you sold 30 guest nights in a wieeleturn visit guests your data might look
like this;
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Return visit nights - 25 guest nights sold at reatk and 5 below rack rate with an average
percentage discount on those guest nights solavidéle rack rate of 4%.

Sales at the rack rate and below the rack ratesré&dehe price the customer pays and not the
rate the business receives after commission hasdesiicted.

Guest nights should include children occupying kaas$all paying guests. They should
exclude babies in cots and non-paying guests/staff.

The winter week should fall in the quarter endi®gS2ptember 2007.

Question 20Wholesalers and online aggregators are thosetdigirs who take 18% and
more commission. Examples include Tasmania's Temptand Expedia.

Retailers and online intermediaries are thoseidigtirs who take less than 18%
commission. Examples include Jetset Travel and Miotn.

Accommodation takings should include gross takimyduding GST) derived from the
provision of accommaodation only.

Accommodation takings should exclude takings frowops, kiosks, restaurants, bars,
laundries.

Where accommodation, meals or other revenue anenaioed total, only the proportion
allocated to accommodation should be considereshahswering this question.

The summer week should fall in the quarter endih@/arch 2008.

Question 21Wholesalers and online aggregators are thosetdigirs who take 18% and
more commission. Examples include Tasmania's Temptand Expedia.

Retailers and online intermediaries are thoseidigtirs who take less than 18%
commission. Examples include Jetset Travel and Miotn.

Accommodation takings should include gross takimyduding GST) derived from the
provision of accommaodation only.

Accommodation takings should exclude takings frowops, kiosks, restaurants, bars,
laundries.

Where accommodation, meals or other revenue anenaioed total, only the proportion
allocated to accommodation should be considereshahswering this question.

The winter week should fall in the quarter endi®gS2ptember 2007.

Question 22Corporate nights should be guest nights wherdegwe of corporate eligibility
has been provided. Corporate nights should aldaodeayuest nights arising from conference
bookings. Leisure nights should be all other guegtts.

Accommodation takings should include gross takimyduding GST) derived from the
provision of accommodation only.

Accommodation takings should exclude takings frowops, kiosks, restaurants, bars,
laundries.

Where accommodation, meals or other revenue anenbioed total, only the proportion
allocated to accommodation should be considereshahswering this question.
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The summer week should fall in the quarter endih@/arch 2008.

Question 23Corporate nights should be guest nights whereeeaiel of corporate eligibility
has been provided. Corporate nights should aldaodeayuest nights arising from conference
bookings. Leisure nights should be all other guegtts.

Accommodation takings should include gross takimyduding GST) derived from the
provision of accommodation only.

Accommodation takings should exclude takings frévops, kiosks, restaurants, bars,
laundries.

Where accommodation, meals or other revenue anenbined total, only the proportion
allocated to accommodation should be considereshahswering this question.

The winter week should fall in the quarter endifgSeptember 2007.

Question 24Return visit customers should be those custombshave made a previous
visit to your accommodation. First visit customsh®uld be all other customers.

Accommodation takings should include gross takimyduding GST) derived from the
provision of accommodation only.

Accommodation takings should exclude takings frévops, kiosks, restaurants, bars,
laundries.

Where accommodation, meals or other revenue apenlined total, only the proportion
allocated to accommodation should be consideredhvahswering this question.

The summer week should fall in the quarter endih@/arch 2008.

Question 25Return visit customers should be those custombshave made a previous
visit to your accommodation. First visit customeh®uld be all other customers.

Accommodation takings should include gross takimyduding GST) derived from the
provision of accommodation only.

Accommodation takings should exclude takings frowops, kiosks, restaurants, bars,
laundries.

Where accommodation, meals or other revenue anenbioed total, only the proportion
allocated to accommodation should be considereshvahswering this question.

The winter week should fall in the quarter endifgSeptember 2007.

Question 26You should consider only those costs that wouldbeoincurred if the room was
empty for the night e.g. room cleaning, linen, dredrd charges.

Question 27For instance if the cost of selling a night vialeolesaler was $55 and the cost
of selling a walk-in night was $50 then the costulddoe 10% higher via the wholesaler.

You should consider only those costs that wouldbeoincurred if the room was empty for
the night e.g. room cleaning, linen, credit cardrges.
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All cost estimates should exclude commission.

Wholesalers and online aggregators are thoselisbrs who take 18% and more
commission. Examples include Tasmania's TemptatadsExpedia.

Retailers and online intermediaries are thoseiligtrrs who take less than 18%
commission. Examples include Jetset Travel and \W@oin.

The summer week should fall in the quarter endih@/arch 2008.

Question 28For instance if the cost of selling a night vialeolesaler was $55 and the cost
of selling a walk-in night was $50 then the cosuldde 10% higher via the wholesaler.

You should consider only those costs that wouldb®oincurred if the room was empty for
the night e.g. room cleaning, linen, credit cardrges.

All cost estimates should exclude commission.

Wholesalers and online aggregators are thosehistis who take 18% and more
commission. Examples include Tasmania's TemptatadsExpedia.

Retailers and online intermediaries are thoseidigtirs who take less than 18%
commission. Examples include Jetset Travel and Miotn.

The winter week should fall in the quarter endi®gS2ptember 2007.

Question 29You should consider only those costs that wouldoeancurred if the room was
empty for the night e.g. room cleaning, linen, dredrd charges.

Question 30For instance if the cost of selling a corporaghhwas $60 and the cost of
selling a leisure night was $50 then the cost wanal@0% higher for the corporate night.

You should consider only those costs that wouldb®oincurred if the room was empty for
the night e.g. room cleaning, linen, credit cardrges.

All cost estimates should exclude commission.

Corporate nights should be guest nights where ae&lef corporate eligibility has been
provided. Corporate nights should also include goigghts arising from conference
bookings. Leisure nights should be all other guegtts.

The summer week should fall in the quarter endih@/arch 2008.

Question 31For instance if the cost of selling a corporaghthwas $60 and the cost of
selling a leisure night was $50 then the cost wanal@0% higher for the corporate night.

You should consider only those costs that wouldb®oincurred if the room was empty for
the night e.g. room cleaning, linen, credit cardrges.

All cost estimates should exclude commission.

Corporate nights should be guest nights where ae&lef corporate eligibility has been
provided. Corporate nights should also include goigghts arising from conference
bookings. Leisure nights should be all other guegtts.

The winter week should fall in the quarter endifgSeptember 2007.
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Question 32You should consider only those costs that wouldbeoincurred if the room was
empty for the night e.g. room cleaning, linen, dredrd charges.

Question 33For instance if the cost of selling a returntvisght was $42 and the cost of
selling a first visit night was $50 then the costuld be 16% lower for the return visit night.

You should consider only those costs that wouldbeoincurred if the room was empty for
the night e.g. room cleaning, linen, credit cardrges.

All cost estimates should exclude commission.

Return visit nights should be those guest nightsrevtthe visitor has made a previous visit to
your accommodation. First visit nights should deo#ier guest nights.

The summer week should fall in the quarter endih@/arch 2008.

Question 34For instance if the cost of selling a returntvisght was $42 and the cost of
selling a first visit night was $50 then the costd be 16% lower for the return visit night.

You should consider only those costs that wouldb®oincurred if the room was empty for
the night e.g. room cleaning, linen, credit cardrges.

All cost estimates should exclude commission.

Return visit nights should be those guest nighterevtthe visitor has made a previous visit to
your accommodation. First-visit nights should deottier guest nights.

The winter week should fall in the quarter endi®gS2ptember 2007.

Question 35For instance if net profit before interest andeawas $50,000 and total assets
were $800,000 then the return on assets would be;

(50,000/800,000)*100 = 6.25%
Please round your return on assets to the neahedé wumber.

Question 38For instance if net profit before interest andwas $50,000 and net equity
were $400,000 then the return on equity would be;

(50,000/400,000)*100 = 12.5%
Net equity is total assets minus total liabilities.
Please round your return on equity to the nearbastewsnumber.

Question 41You should consider only those firms that you rdges close competitors i.e.
those firms that are similar in quality and prieege.
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Appendix 5 Pilot survey letter of introduction

Dear operator,

| would like to invite your participation in a ptilsurvey, which is being carried out as part of
my PhD studies with the School of Economics anékae at the University of Tasmania,
under the supervision of Dr Hugh Sibly. | am invgating the way that firms providing
accommodation in the Tasmanian tourism industrgyaaut their pricing. Recent work in
economics suggests that where firms can succegsliuitle up their market then they can
offer prices around the indicative price (rack yasad increase their profitability. The
amount of information that firms have about theistomers and the information that
customers have about tourist accommodation appeé&es critical to the success of firms in
pricing around the indicative price.

You are one of 50 firms in the tourism industrytthas been selected from publicly available
information to participate in this pilot survey.i$tpilot survey will be followed up with a

full survey at a later stage. In the interestsaifigg the best information from the full survey,
| am asking you to participate in this pilot surv@ycontribution from you now offers the
prospect of enhanced understanding of the indastdybetter individual performance in the
future. Once the pilot survey is completed andddi& analysed then the findings will be
communicated to firms in the industry.

The pilot survey involves a questionnaire, whicll ask about how you divide up your
market (if you do), the price sensitivity of youffdrent market segments and how the use of
this information affects your profitability and ageancy rates. The questionnaire will be
administered by myself and will take about an touromplete. If you decide to participate
then your responses to the questionnaire will meptetely anonymous and will be treated
confidentially. The analysis of the data will ndbev for identification of a particular
business. To ensure this anonymity | will reduceidlen the information to make it difficult
for firms to be identified. | will also minimize ¢hlikelihood of spontaneous recognition by
removing unusual characteristics of firms which Wdoenable recognition of that business. |
will also avoid matching datasets which could leadlentification of firms.

The data from the study will be stored in my SchafdEconomics password protected
computer for five years from the date of publicatas the findings of the research and then
deleted from the computer.

Your participation in this survey is entirely votany, and evidenced by signing a consent
form at the time of participation. In any eventuyaan withdraw from the survey at any point
without effect or explanation.

The study has received ethical approval from themblu Research Ethics Committee
(Tasmania) Network. If you have any concerns ormamts of an ethical nature concerning
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how the study is conducted, you may contact thecttkee Officer of the Network, Amanda
McAully (Ph 62 26 2763; email: Amanda.McAully@ utedu.au).

If you would like more information about the stuglgfore you make a commitment to
participate please do not hesitate to contact méefollowing number 6324 2921 or by
email atann.marsden@utas.edu.awill be contacting you in about a week to segou
would like to participate in the pilot survey.

Thank you in advance for considering this invitatio

Ann Marsden
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Appendix 6 Survey letter of introduction

Dear operator,

Survey of Short-Stay Accommodation Operators in Tawania 2008

| am writing to let you know about a study of pnigiin the tourist accommodation industry
in Tasmania. The study is being carried out asgfarty PhD studies with the School of
Economics and Finance at the University of Tasmameéder the supervision of Dr Hugh
Sibly. The study is supported by the Tourism Indu§touncil Tasmania, the Australian
Hotels Association (Tasmanian branch), the BedBmedkfast and Boutique
Accommodation of Tasmania and Tourism Tasmania.

| would like to invite your participation in theugty. This will involve the completion of an
online questionnaire, which should take you ab&uta?30 minutes. You can complete it in
one session, or a number of sessions to minimseamtion to your business. | will send you
a link to the questionnaire during the next week.

The questionnaire covers questions about pricinigsafes in your market. Recent work in
economics suggests that where firms can successkdiment their market they can offer a
mix of prices (at the rack rate and below the nmatk) and increase their profitability. | want
the study to add to this work and to contributa tmetter understanding of the tourist
accommodation industry. | plan to communicate thdifgs of the study to the industry so
you will be able to take advantage of these foryawn business.

Your responses to the questionnaire will be coneptetnonymous and will be treated
confidentially. The analysis of the data will ndbev for identification of a particular
business. To ensure this anonymity | will reduceidlen the information to make it difficult
for firms to be identified. | will also minimise ¢hikelihood of spontaneous recognition by
removing unusual characteristics of firms which Wdoenable recognition of that business. |
will also avoid matching datasets which could leadlentification of firms.

The data from the survey will be stored in my Sdlodd=conomics and Finance password
protected computer for five years from the datpuddlication of the findings of the research
and then deleted from the computer.

Your participation in this survey is entirely votany, and evidenced by agreeing to the
consent form at the front of the questionnaire keefrarticipation. In any event, you can
withdraw from the survey at any point without etfec explanation.

The study has received ethical approval from themblu Research Ethics Committee
(Tasmania) Network. If you have any concerns ormamts of an ethical nature concerning
how the study is conducted, you may contact thectixee Officer of the Network on 6226
7479 or ahuman.ethics@utas.edu.au
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If you would like more information about the stuglgfore you make a commitment to
participate, please do not hesitate to contact mie following number 6324 3272 or by

email atann.marsden@utas.edu.au

Thank you in advance for considering this invitatio

Yours sincerely,

Ann Marsden
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Appendix 7 Region groupings for Table 5.1

SABD Region Simplified region
Derwent Valley and Central Highlands Northern
Freycinet and the East Coast Southern
Heritage Highway Central

Devonport, Cradle Mountain, Gt Western Tiers Namnthe

Flinders Island Northern
Hobart and Surrounds Southern
King Island Northern
Launceston and Tamar Valley Central

St Helens and the Northeast Northern
Stanley and the North West Northern
Strahan and the West Coast Central
Huon Dentrecasteauux Bruny Southern
Tasman Peninsula and the South East Southern
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Appendix 8 Region groupings for Table 5.14

SABD Region Simplified region
Derwent Valley and Central Highlands Derwent
Freycinet and the East Coast Derwent
Heritage Highway Derwent

Devonport, Cradle Mountain, Gt Western Tiers Dewwhp

Flinders Island Flinders
Hobart and Surrounds Hobart
King Island King
Launceston and Tamar Valley Launceston
St Helens and the Northeast Sthelens
Stanley and the North West Stanley
Strahan and the West Coast Stanley
Huon Dentrecasteauux Bruny Tasman
Tasman Peninsula and the South East Tasman
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Appendix 9 Difference in post-commission prices, asticity, marginal cost variables and
re-ordered elasticity variable

The estimation of equation 6.10 requires the canstm of a number of variables namely;
difference in post-commission price, elasticitiagl aarginal cost variables. Since the price
and elasticity data from the survey is in the Isydifference variables need to be constructed
from this data. The marginal cost data from theeyis expressed in differences but requires
transformation to an ordered variable for the ecostoic analysis.

A9.1 Construction of pre-commission and post-commsson prices

The data on rack rate prices extracted from thedsr Tasmania website and the responses
to questions 14 to 19 is first used to calculagepfe-commission price and post-commission
price for each of the eight customer groups. Tlyesaps are the distribution channel the
customer uses and whether the customer is a coeptesure, return visit or first-visit
customer. The rack rate can be considered to be#xénum a firm could charge for a guest
night. Many business operators have a range adréifit rooms and a range of rack rates. The
responses that business operators provided toigugd#4 to 19 reflect the mix of rooms and
rack rates in the business. A weighted rack ratieeisefore calculated using the data from the
Discover Tasmania site for each business to retiteeimix. The weighted rack rate is called
thefull price guest night. An example is shown in table A9.1. Revenue fahdgpe of room

is first calculated assuming full occupancy. Teo&lenue for all rooms is then divided by the
number of guests that the business operator caglohamodate in the rooms. This

calculation generates tifdl price guest night.

Table A9.1 Full price guest night calculation

Type of roon] Number of rooms Price of room Revenue
Ensuite 22 145 3190
Studio 4 160 640

Total revenue 3830
Guest nights 71
full price guest night 53.94

Thefull price guest night and the data generated from questions 14 to th@isused to
calculate the price of a guest night before comimisis deducted. This price is called the
pre-commission price. The data from questions 14 to 19 provides thebmirof guest night

sales at and below the rack rate, and the percediagount from the rack rate for those sales
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below the rack rate for each businé@se calculation of thpre-commission price is shown in
Table A9.2 wherehtefull price guest night is carried forward from Table A9.In the example

in Table A9.2 there are 2 sales at a price of $6ar8il 5 discounted sales at $45.86 which gives an
averagepre-commission price of $48.16.Since the revenue that the business receives fiem t
sale of a guest night reflects post-commissionegriather than pre-commission prices the
pre-commission priceis then adjusted downwards for the commission higdi$ calledoost

commission price. Post-commission prices are generated for the eiggtomer groups.

Table A9.2
Percentage
full price Sales below rackdiscount on sale pre-commission post-commission
guest night  Sales at rack rate rate below rack rate price price
$53.94 2 5 15% $48.16 $36.12

A9.2 Construction of the difference in post-commisen price variable

The percentage difference betweenpbg-commission prices of the a selected groups and
base groups are then calculated by takingptise commission price for a particular group
relative to the post-commission price for a baseigr The selected groups are the
wholesaler, retailer, web, corporate and returit-gimups. The base groups are the door,
leisure and first-visit groups. These are conststgth the selected groups and base groups
used to generate the marginal cost data in ques#éro 34. The example in Table A9.3
illustrates this calculation for the distributiohannel groups. In this example the wholesaler
post-commission price is 18.5% lowerthe retailempost-commission price 3% higher and the
web post-commission price 10.4% lower than dogost-commission price. The percentage
differences are then transformed to logarithmgHerpurposes of the estimation of equation
6.10.

Table A9.3
Post-commission price Percentage difference
wholesalers retailers relative |web relative to
wholesalers retailers web door(relative to door |to door door
$36.12 $45.64 $39.70 $44.31 -18.5% 3.0% -10.4%
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A9.3 Construction of the difference in elasticitievariable

The data on elasticities comes from questions Zbtdrespondents have a choice of four
possible responses in answering these questioeddifference in elasticities variable
calculated for the estimation of equation 6.10ni®adered response variable but with five
possible pointsTable A9.4 seteut the first step in the calculation of the diffece in

elasticity variable. A value of 3 from the questiaire indicates a 1% to 10% fall in takings
and a value of 2 indicates no appreciable changgkings when the rack rate increases by
10%. In the example in Table A9.4 this means thatamers purchasing via wholesalers or
retailers are more responsive than those purchasne firms website or direct at the door
of the business. Taking the difference betweemndhponse for the door, a value of 2, and the
response for the wholesalers, a value of 2 gerseeatifference of -1. Taking the difference

between the web, a value of 2, and the door, sewvall2, generates a difference of zero.

Table A9.4
Question response from questionnaire Differencarirking from door
wholesalers retailers web door diffelastwholesalers ethifftretailers diffelastweb
3 3 2 2 -1 -1 0

The second step in is to re-code the differenedasticities values to create a set of positive
points for estimation. An example of the full sépossible re-coded responses for the
wholesalers relative to the door is shown in Ta##e5. A value of 4 means that the selected
group has a larger elasticity than that of the lgmeap, a value of 2 means that the selected
group has a smaller elasticity than that of theelzasup and a value of 3 means no
differences in the elasticity of demand betweenstiiected group and the base group.

Table A9.5
dldiffelast d2diffelast d3diffelast d4diffelast dfselast
Difference in
ranking from door 2 1 0 -1 -2
Recoding of
difference in
ranking from door 1 2 3 4 5
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A9.4 Construction of the difference in marginal cosvariable

The data on marginal costs comes from questiorie 38. In comparison to the questions
about prices and elasticities these questions m@agitference in marginal cost rather than
absolute marginal cost. The selected groups faethd@ference responses are the wholesaler,
retailer, web, corporate and leisure groups. Thse lggoups are the door, leisure and first-
visit groups*° In the questionnaire a response of 5 means than#rginal cost of a guest
night for the selected group is more than 10% |avan that for the base group. The
guestionnaire responses for the marginal cost qumssare re-coded for ease of interpretation
of the estimation results. A response of 5 for eplans re-coded so that it takes a value of 1.
By re-coding the responses the lower values ofdl2aim the scaling reflect lower marginal
costs of the selected group relative to the basepgand the higher values of 4 and 5 in the
scaling reflect higher marginal costs of the selégroup relative to the base group. Where
marginal costs are the same for the selected aswldraups the response is 3 in the
guestionnaire and the re-ordered response. An drashfhe re-coding is shown in Table
A9.6.

Table A9.6

Re-ordered
Questionnair guestion
response response dldiffmargcost d2diffmargcost d3diffmargddstiffmargcost dsdiffmargcost

5 | 1 ! 0 0 0 0

146 Respondents are asked about the difference iménginal cost of a guest night for a selected gamgbbase
group.The responses are; more than 10% highergbetd and 10% higher, the same, between 1 and 10%
lower and more than 10% lower.
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A9.5 Construction of theelasticityorder variable

The elasticityorder variable is generated fromelassticity values from the survey. The
elasticity value for the summer door channel idlus®the base for re-ordering the elasticity
values from the three other channels, wholesad¢ailer and web. Table A9.7 shows
examples of this re-ordering. For Firm A the daemsner value is 2 which now takes a value
of 4. The value of 4 is selected for the re-basingrder to ensure all new values are positive.
The wholesaler summer value of 3 relative to therdommer value of 2 generates a re-

ordered wholesaler summer value of 5.

Table A9.7
Re-ordered
wholesaler wholesaler Re-ordered

summer door summe  summe dool
Firm A 3 2 5 4
Firm B 4 4 4 4
Firm C 1 2 3 4
Firm D 3 1 6 4
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Appendix 10 Cut points for the estimates in Table @, Table 7.1 and Table 8.2.

Chapter 6 - Table 6.4 cut points

Chapter 7 - Table 7.1 cut points

Chapter 8 - Tablé.2 cut points

A B C D B A B
Dependent variable diffelast diffelast diffelast diffelast Dependent variablgelasticityorder | [ Dependent variable assets  assets
cutl cutl cutl
_cons -1.856%**  -1.826%*  -1.641%*  -2,259%** _cons -2.48%* _cons -0.302  -1.511*4
(-9.66) (-10.06) (-7.89) (-5.64) (-3.56) (-0.71) (3.2
cut2 cut2 cut2
_cons -1.089%*  -1.057%*  -1.112%*  -0.987** _cons -1.79% _cons 0.738 -0.604
(-8.06) (-8.90) (-7.149) (-5.30) (-2.61) (1.74) (-1.34
cut3 cut3 cut3
_cons 0.853**  0.881**  0.982**  (.781** _cons 0.0162 _aB 1.247+  0.204
(6.70) (7.80) (6.56) (4.37) (0.02) (2.84) (0.47
cut4 cut4 cut4
_cons 1.832%  1.850%*  1.979%*  1.764** _cons 0.762 _can 1.318**
(10.08) (10.80) (8.66) (6.50) (1.15) (2.97)
cutS
_cons 1.289
(1.91)

t statistics in parentheses
* p<0.05 ** p<0.01 *** p<0.001
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Appendix 11 Derivation of equation 7-6

Inp,(1-y,)=Inc,(X,) +ad, 7-4

d;(p;, . X,) =m.(np,) +17,(P,) + 1 X , 7-5

Substituting equation 7-5 into 7-4 gives
Inp,@-y,)=Inc, (X,)+a{n,(np,)+7,@P)+nX }
Inp, +InL-y,) =Inc, (X,)+ag,Inp, +an,@P)+an X,
Inp;, —ay7,Inp;, =Inc;(X,) +a{72(¢5].) +an X ,—Inl-y;)

(1-ay1,)Inp, =Inc, (X,)+az,@P)+ap X ,—In-y,)

In p, :{1-; jln c (x2)+[%j(¢31)
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Appendix 12 Estimation results for return on equityequation

A B
Dependent variable  equity Dependent variable equity
noofrooms -0.0112
(-1.55)
star35less 0.409 star35less 0.0772
(0.96) (0.20)
conpetition 0.370
(0.94)
propdoor 0.0146
(1.47)
wotif 0.432 wotif 0.910*
(1.00) (2.25)
lifestyle -1.280***
(-3.41)
winter -1.005**  |winter -1.310***
(-3.05) (-3.68)
cutl cutl
__cons -0.080 _cons -1.534**
(-0.16) (-3.21)
cut2 cut2
__cons 0.731 _cons -0.638
(1.40) (-1.47)
cut3 cut3
__cons 1.095* __cons -0.181
(2.08) (-0.43)
cut4 cut4
__cons 1.689** | cons 0.391
(3.11) (0.90)
N =53 N N =46

z statistics in parentheses
* p<0.05 ** p<0.01 ***p<0.001
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