
Types of ownership can be crucial 
determining factors in hotel firm 
performance. Indeed, domestic 
and international inst i tut ional 
shareholders have different effects 
on the performance of hotel firms 
in China, according to the SHTM’s 
Henry Tsai and his co-researchers. 
In a recent study, the researchers 
found that firms with high levels of 
state ownership performed poorly 
in terms of future growth potential, 
but the effects of domestic and 
international shareholders were 
rather more complex.

Institutional 
Shareholding in China

China’s hotel industry has grown 
tremendously in recent years, 
from 137 hotels with less than 
16,000 guest rooms in 1978 to 
11,180 hotels with 1.5 million 
rooms in 2014. The researchers 
note that this expansion began 
with the introduction of the Open 
Door policy, which allowed many 
international hotel chains to enter 
the market ,  accompanied by 
“surging demand” from domestic 
tourists. The Belt and Road initiative 
of investment and infrastructure 
development through 65 countries, 
implemented in 2015, has brought 
further noteworthy opportunities 
for the hotel sector, and indeed 
the entire hospitality and tourism 
industry.

With these developments, the hotel 
sector has become an important 
constituent of China’s economy, 
and its performance deserves 
“careful attention”, according to 
the researchers. In particular, 
how the ownership structure of 
Chinese hotel firms affects their 
performance should be monitored, 
because the state has “maintained 
a strong influence in many publicly 
listed hotel firms”.

 
The Complexities of 

State Ownership

Unfortunately, although state-
owned firms have become more 
profitable, they still underperform 
non-state-owned firms by about 
10%. One reason for their poor 
performance, the researchers 
s u g g e s t ,  i s  t h e i r  f a i l u r e  t o 
“prudently separate management 
from ownership”, which leads to 
poor monitoring and control. In 
developed economies, institutional 
investors tend to engage in active 
monitoring of management and 
to  vo ice  d isagreement  when 
dissatisfied, because it is “more 
beneficial and lucrative” for them 
to boost stock performance than to 
“exit and sell their stocks at a loss”.

This seems to suggest that allowing 
institutional investors to invest in 
state-owned hotel firms in China 
might improve their monitoring and 
corporate governance. Institutional 
investors have, in fact, become 
what the researchers describe as a 
“strong force” in China’s securities 
market since 2000, and have 
been influential in “shifting hotel 
ownership from the state to non-
government enterprises”. However, 
it is not unusual for the government 
to intervene in the tourism sector 
by helping firms to “obtain funding 
from the securities market and 
incentivise investment”, which 
may complicate firm governance 
and prevent effective monitoring, 
leading to underperformance. 
Hence,  i t  i s  unc lear  whether 
institutional investors have an 
overall positive effect in China.

The situation is further complicated 
by the difference between foreign 
and domestic institutional investors. 
Foreign investors in developing 
economies usually have positive 
effects on economic development 

and employment because they 
bring advantages such as greater 
t e chno log i ca l ,  f i nanc ia l  and 
human expertise and international 
experience. Domestic institutional 
investors, on the contrary, may 
have less positive effects on firm 
performance because they are 
more l ikely to be government 
affiliated, less profit driven and less 
vigilant in their monitoring role.

The researchers thus aimed to 
clarify the various influences of 
foreign and domestic institutional 
i n v e s t o r s  t o  e x a m i n e  “ h o w 
China’s share reform may have 
influenced the performance of 
hotel firms” and to offer insights 
into “how corporate governance 
in the transitional economy can be 
improved”.

Six Hotels Analysed

The researchers conducted a 
series of analyses to examine the 
effects of institutional holdings on 
firm performance. They selected 
six hotel firms – Century Plaza, 
Huat ian,  L ignan,  Dadonghai , 
Jinjiang and Jinling – and collected 
information on their performance 
over 18 years. They also collected 
information on the proportion 
of shares held by international 
s h a r e h o l d e r s ,  d o m e s t i c 
shareholders and the state.

To assess firm performance, the 
researchers used various measures, 
including return on assets and 
return on equity to measure past 
performance and stock returns and 
a variant of Tobin’s Q to measure 
future growth opportunities. Tobin’s 
Q, the researchers comment, is a 
“commonly used corporate finance 
measure”, which is high when the 
firm “has valuable intangible assets 
in addition to its physical capital” 
and indicates the firm’s growth 
potential.

The State Isn’t That GreatIn contrast, 27% of respondents 
scored high on all four dimensions 
and were classified as “highly 
involved wine tourists”. For many 
of these, who originated in “diverse 
locations across Mainland China” 
according to the researchers, wine 
tourism and tasting excellent wine 
was their main purpose of visit, 
and they were highly involved in 
the activities on offer.

The  t h i r d  c a t ego ry  was  t he 
smallest, representing 18% of the 
respondents, who again were more 
likely to come from the Chinese 
mainland. This group of “interest-
driven wine tourists” scored highly 
on the Interests and Importance 
dimension, with a lmost 80% 
saying that they were mainly 
interested in tasting excellent wine.

The fourth and biggest category, 
accounting for almost 34% of the 
respondents and largely comprising 
Hong Kong, Macau, Taiwan and 
Beijing residents, were “high wine-
risk perception wine tourists”. 
These respondents reported low 
levels of involvement but high 
levels of  r isk percept ion and 
avoidance. They were concerned, 
for  instance,  that  they might 
be disappointed if they bought 
wines that did not live up to their 
expectations. Hence, they were 
likely to choose familiar or famous 
wines to avoid making the wrong 
decision.

The researchers note that tourists 
i n  the  fou r th  ca tegory  were 
quite similar to those in the “low 
involvement” category. For them, 
wine tasting was only an incidental 
part of the trip and they were less 
involved in wine-related activities.

Marketing Wine 
Tourism

Even so, the four categories of 
Chinese wine tourist were quite 
distinct, which would not have been 

as obvious had the researchers 
adopted a more conventional 
route to understanding market 
segments. Comparison of the 
four tourist groups showed “more 
similarities than differences” in their 
demographic and socio-economic 
characteristics, which are far more 
commonly measured.

The findings, then, will provide 
marketers with a better basis for 
targeting wine tourists with different 
strategies and destinations. For 
instance, only a minority of the 
respondents considered wine to 
be the focus of their trips. This 
reflects the recent emergence of 
interest in wine among Chinese 
consumers, but also works against 
any presumption that wine is the 
primary motive for wine tourists. 
Indeed, marketing organisations 
promoting tours should be aware 
that Chinese tourists usually include 
visits to wineries only as part of 
what the researchers describe as “a 
wider mix of attractions”.

Moreover, the respondents noted 
that sharing their experiences with 
others was an important motivation 
for undertaking wine tourism. 
The researchers interpret this as 
suggesting that marketers could 
design activities “in an interesting 
way” to provide opportunities for 
tourists to “show off their lifestyle 
and taste within their social circle”.

The perception of risk amongst 
respondents could also provide 
a n  o p e n i n g  f o r  m a r k e t e r s . 
Although many of the respondents 
considered wine a “good quality 
gift”, an equally large number 
perceived it to be rather risky, as 
buying the wrong wine could mean 
losing face. To reduce their concern, 
marketers should emphasise the 
features and qualities of different 
wine regions and categories. Even 
more importantly, the researchers 
suggest, service employees could 
“develop an understanding of 
consumer demands and of Chinese 
gift-giving culture” so that they 

could provide more appropriate 
information and assistance.

An Evolving Market

C o n c e r n e d  w i t h  h e l p i n g  t o 
“ e s t ab l i sh  f u tu re  marke t i ng 
s t r a t e g i e s  a n d  d e s t i n a t i o n 
positioning”, the researchers ably 
demonstrate the heterogeneity of 
Chinese wine tourists. Yet they 
note the market’s dynamism, 
pushed by “the combined forces 
of globalisation and the Internet”, 
and conclude with a call for further 
investigations in the area. Wine 
consumption and culture are, after 
all, evolving rapidly among Chinese 
consumers.

Qiushi Gu, Hanqin Qiu Zhang, 
Brian King and Songshan (Sam) 
Huang. (2018). “Wine Tourism 
Involvement: A Segmentation 
of Chinese Tourists”. Journal of 
Travel & Tourism Marketing , 
Vol. 35, No. 5, pp. 633-648.

POINTS TO NOTE

• Wine tourism is an evolving and 
growing market among Chinese 
travellers.

• Chinese wine tourists can be broadly 
classified as “low involvement”, 
“ h i g h l y  i n v o l v e d ” ,  “ i n t e r e s t -
driven” and having “high wine-risk 
perception”.

• Most of the tourists include wine 
tas t ing as  one of  a  var ie ty  o f 
activities.

• Marke ters  cou ld  benef i t  f rom 
helping to increase Chinese tourists’ 
knowledge o f  wine to  reduce 
perceived risks when gift-giving.
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Loyalty programmes have long 
been a feature of the hotel sector, 
but little evidence has traditionally 
supported whether they represent 
an operationally and financially 
beneficial form of investment. Yet 
a recent study by the SHTM’s Dr 
Dan Wang and her co-researchers 
provides strong evidence that 
hotels are just i f ied in making 
such investments, and provides 
suggestions for how hotels can 
further capitalise on the benefits.

Why Reward Loyalty?

T h e  r e s e a r c h e r s  b e g i n  b y 
h igh l ight ing the longev i ty  o f 
loyalty programmes – they were 
introduced almost forty years ago 
with American Airlines’ “frequent 
guest” programme, and soon 
caught on in the hospitality sector. 
Mos t  ho te l s  now have  the i r 
own such programmes, which 
guests often expect, and they 
are considered a better means of 
building brand loyalty than other 
forms of marketing. Indeed, by 
2015 the loyalty programmes of 
major hotel groups had more than 
300 million members, although 
the researchers caution that the 
number of “real active members” 
was probably far lower.

It is not hard to see the potential 
benefits of loyalty programmes for 
hotels. For instance, by helping to 
build loyalty between the company 
and its most profitable customers, 
a programme can increase repeat 
bus iness,  and hence prof i ts , 
while also reducing the need to 
at tract  new customers. Loyal 
customers who have built what 
the researchers term an “emotional 
commitment” to the company 
are less likely to switch to another 
brand.

Loyal customers are also more 
likely to perceive the company’s 
p r o d u c t s  a n d  s e r v i c e s  a s 
providing good value and so 
they are less sensit ive to the 
company’s price premium. They 
are further likely to act as brand 
ambassadors by recommending 
t he  company  t h rough  word 
o f  m o u t h ,  e i t h e r  t h r o u g h 
personal recommendations or 
via onl ine review si tes.  Such 
recommendations, the researchers 
comment, are highly valued by 
hotel companies as they are known 
to be highly effective.

Challenges Abound

Nevertheless, loyalty programmes 
also bring challenges. They are, 
for instance, expensive to set up 
and maintain, and the profits they 
generate are hard to separate from 
those of other marketing efforts. 
The researchers note that it is also 
challenging for marketers to create 
and manage profitable loyalty 
programmes because there are 
high costs associated with adding 
value to customers’ experiences, 
espec ia l ly  g iven the i r  widely 
dif fering needs and interests. 
Overinvestment is thus an ongoing 
concern.

The researchers warn that loyalty 
programmes also open up the 
possibility of “service encounter 
fa i lures”,  which can sour the 
re lat ionship between a hote l 
company and its customers and 
thus damage its reputation. Another 
potentially negative effect is that 
“bystander customers” sometimes 
perceive “unfairness in comparison 
to target customers”, which could 
put them off the brand.

C o n s e q u e n t l y ,  u n c e r t a i n t y 
remains over whether loyalty 

programmes actually have an 
overall positive effect on hotels 
and whether investing in them is 
really worthwhile. The researchers 
were motivated to study this 
i s s u e  g i v e n  t h e  “ s u r p r i s i n g 
con t r ad i c t i on ”  be tween  t he 
popularity of loyalty programmes 
and “the lagging number of active 
members”. Hence, they set out 
to empirically test the impact of 
such programmes on the “key 
operational and financial indicators 
of hotel performance”.

Hotel Expenditure and 
Performance

T h e  r e s e a r c h e r s  g a t h e r e d 
information on the expenditures 
o f  2 , 1 2 0  h o t e l s  o n  l o y a l t y 
programmes and affiliation fees 
from the database of CBRE, a 
“leading hospitality consulting 
firm”. They determined the scale 
of each hotel chain and hotel’s 
opera t iona l  pe r fo rmance  by 
recording the average room rate, 
occupancy rate and revenue per 
room.

To take account of other “contextual 
factors” that could influence the 
impact of loyalty programmes 
and  ho te l  pe r fo rmance ,  the 
r e s e a r c h e r s  a l s o  c o l l e c t e d 
i n fo rma t ion  on  a  va r i e t y  o f 
o the r  f a c to r s .  Fo r  i ns tance , 
they recorded hotel franchise 
expenses because franchising is 
an important contributor to the 
“overall revenues” of a hotel. The 
experience and resources available 
f rom the f ranchisor  increase 
operational efficiencies and thus 
provide added value for the hotel.

Moreover, in today’s “world of 
technology”,  the researchers 
argue, e-commerce is essential, 
and investing in the “e-footprint” 

What Price Loyalty?
To rule out the influence of other 
factors, the analyses also included 
measures such as the size of the 
firm, the growth rate of China’s 
gross domestic product, the firm’s 
financial leverage and the growth 
rate of its sales revenue.

Overall Influence of 
Institutional Investors

When looking at international and 
domestic institutional holdings 
overall, the researchers found 
that as institutional shareholdings 
increase, performance initially 
improves up to a point ,  and 
then declines. The most likely 
explanation, they remark, is that 
up to a certain level, institutional 
shareholders improve performance 
by expressing their dissatisfaction 
to the management.

However, beyond an “optimal 
point”, it becomes too costly for 
institutions to sell off all their shares 
when a firm is performing poorly. 
This potentially causes a conflict 
of interest and the development 
of a “strategic alliance” between 
t h e  m a n a g e m e n t  a n d  t h e 
institution, thus further worsening 
performance.

Domestic Institutional 
Investors

A rather different picture emerged 
when  fo re i gn  and  domes t i c 
i n v e s t o r s  w e r e  c o n s i d e r e d 
separately. Rather surprisingly, 
most of the effect of institutional 
holdings on performance came 
f rom domest ic  inves tors .  As 
domestic holdings increased, firm 
performance measured by return 
on assets and return on equity at 
first decreased before increasing, 
which suggests that investors’ 
monitor ing ef forts eventual ly 
“seemed to start  paying off”. 
However, domestic holdings had 
the opposite effect.

The researchers surmised that 
there must be an “optimal point” 
between the level of domestic 
i n s t i t u t i o n a l  h o l d i n g s  a n d 

optimal firm performance. Their 
calculations indicated that Chinese 
hotel firms should “seek to increase 
and attract” domestic institutional 
shareholding to a level of at least 
17.3% but no greater than 25% 
to optimise return on assets and 
return on equity.

These values were calculated on 
the averaged values from the six 
hotels, and thus the researchers 
acknowledged that they “may not 
be precisely applicable to each 
individual firm”. The hotels could 
benchmark their levels of domestic 
holdings against the calculated 
optimal points to decide whether 
they should “continue to engage 
or disengage” such investors to 
enhance their performance.

State holdings were negatively 
related to hotel firm performance, 
which the researchers state “clearly 
reflects the fact that some Chinese 
hotel firms were still under the 
influence” of state ownership and 
have “less opportunity for growth”. 
It would be wise, they suggest, for 
the governing authorities to reduce 
the state’s ownership of hotel 
firms, while continuing to maintain 
support for the industry.

Foreign Institutional 
Shareholders

Contrary to expectations, foreign 
institutional shareholders did not 
seem to “exhibit any impact on the 
four hotel performance measures”. 
A possible explanation for their 
ineffectiveness, the researchers 
posit, is that there are too few of 
them to make a difference: only 
3.5% of shares were held by 
foreign institutions. The researchers 
explain that foreign investors tend 
to “operate on the principle of 
portfolio diversification”, and thus 
have limited power and incentive 
t o  “ exe r t  t he i r  p ro f e s s i ona l 
knowledge”  and  “con t r ibu te 
directly to corporate governance” 
to enhance firm performance.

This finding is important because 
i t  sugges ts  tha t  the  Ch inese 
government’s decision to open up 

the capital market has not had the 
intended positive effect, at least 
among hotel firms. However, it 
is still likely that foreign investors 
will exert a positive influence if 
their shareholdings increase in the 
future. Chinese hotel firms, the 
researchers urge, should “work on 
encouraging and attracting” foreign 
domestic investors so that they 
have greater incentives and power 
to exert their monitoring expertise 
and corporate governance.

Balancing Ownership 
Structure

The study provides hotel firms in 
China with clear insights into how 
best to balance their ownership 
structure. Yet given that share 
re form in  Ch ina  i s  what  the 
researchers describe as a “work 
in progress”, they conclude with 
the caution that the effects of 
institutional ownership may differ 
in other hospitality and tourism 
sectors and in other countries. 
Further research could show just 
how different the Chinese context 
is in this case.

POINTS TO NOTE

• Economic reform has gradually 
reduced state ownership in Chinese 
hotel firms.

• Further reduction of state ownership 
i s  n e e d e d  t o  i m p r o v e  f i r m 
performance.

• Ins t i tu t iona l  ownersh ip  has  a 
U-shaped relationship with firm 
performance.

• There is an optimal level of domestic 
and international shareholding that 
maximises performance.

Ming-Hsiang Chen, Henry Tsai 
and Wan Qing Lv. (2018). “The 
Effects of Institutional Holdings 
and State Ownership on Hotel 
Firm Performance in China”, 
Journa l  o f  Ch ina  Tour i sm 
Research, Vol. 14, No. 1, pp. 
20-41.
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