
As China and its hotel industry gain 
prominence on the global stage, 
more and more foreign investors 
are turning their attention to this 
huge and extremely promising 
market. Chinese hotels are in 
desperate need of strategies to 
compete with the high-quality 
service and facilities offered by 
Western hotel chains. Thanks to a 
pioneering study by the SHTM’s Dr 
Markus Schuckert, Professor Rob 
Law and their co-authors, they now 
have the perfect solution. Based on 
painstaking analysis of a huge new 
dataset of TripAdvisor reviews, the 
researchers show Chinese hotel 
managers exactly how their hotels 
are falling short of international 
standards, and what they can do to 
close the gap.

Fierce Competition

Ch ina ’ s  t ou r i sm i ndus t r y  i s 
flourishing. The researchers note 
that the last few decades have 
seen not only rocketing demand, 
with inbound tourism increasing 
by 75 times since 1978, but also 
rapid growth in supply. In 2013, 
there were over 13,000 star-rated 
hotels in China, compared with 
fewer than 3,000 in 1994, and 
this figure continues to rise. Yet, 
domestic hotel companies are 
not the only beneficiaries. As the 
tourism industry becomes an ever 
more important driver of economic 
growth, its success spells good 
news for China as a whole.

However, the researchers are 
careful  to point  out  that  th is 
phenomenal progress inevitably 
brings challenges. Chinese hotels 
still lag behind those in developed 
countries in the West. “Since the 
1980s”, they write, “the Chinese 
hospital i ty industry has been 
suf fe r ing  f rom overcapac i ty , 

quality issues, low efficiency and 
decreasing operational scale”.

Foreign hotel companies have 
been quick to fill this gap, bringing 
their flagship brands to China to 
deliver the high-quality amenities 
and excellent service demanded by 
foreign tourists and, increasingly, 
by Chinese consumers themselves. 
Competition is particularly fierce 
i n  t h e  l u x u r y  s e g m e n t ,  t h e 
researchers comment,  where 
Chinese hotel companies are being 
edged out by international brands 
such as Marriott, Hyatt and the 
InterContinental Hotels Group.

Differences in Quality

To make matters worse, the gap 
in quality between domestic and 
international hotels is increasingly 
visible with the rise of social media 
and e-commerce. According to 
the researchers, dissatisfied guests 
can now post reviews, photos and 
even videos showing exactly how 
and why Chinese hotels are failing 
to live up to expectations. Service, 
property maintenance, reservations 
and sanitation are all in need of 
attention.

“It is vital”, stress the researchers, 
“ for domest ic Chinese hotels 
to detect and eliminate gaps in 
hardware and/or service quality 
between themselves and foreign 
competitors”. Only then will they 
be equipped to meet the rising 
expectations of local consumers as 
well as foreign tourists.

A Way Forward

In today’s era of e-commerce, the 
researchers tell us, the best – and 
cheapest – way for hotels to identify 

and address their shortcomings 
i s  through on l ine  reputa t ion 
management. By responding in 
a timely and conciliatory way to 
guest complaints on TripAdvisor, 
f o r  examp le ,  manage r s  can 
improve “consumer satisfaction, 
hotel ratings, the volume of positive 
reviews, and hotel performance”.

Yet here, too, Chinese firms are at 
a disadvantage. Due to “a lack of 
budget, training, and technology 
as wel l  as prevai l ing cul tural 
factors”, explain the researchers, 
“local Chinese hotel managers are 
less likely to use such strategies 
than managers of global hotel 
chains”. For example, they may 
be  inexper ienced  in  dea l ing 
with complaints due to China’s 
collectivist culture, which makes 
guests “more likely to control their 
emotions and save face for others”.

Still, most studies of the service-
quality gap in China’s hotel sector 
have paid little attention to such 
d i f f e r ences  i n  managemen t 
response s t ra teg ies  between 
hotel types. And neither have 
they attempted to analyse online 
ratings, despite the overwhelming 
popularity of online booking in 
today’s ultra-connected age. The 
researchers knew that to help 
Chinese hotel firms meet guests’ 
expectations and compete with 
foreign brands in the future, they 
would need to break new ground.

Cutting-edge Dataset

As “one of the world’s largest travel 
sites”, TripAdvisor (and its official 
Chinese website DaoDao) offered 
the researchers the ideal setting to 
gather a comprehensive and novel 
set of online reviews on domestic 
and international hotels in China. 
They collected 84,997 reviews on 

Making China’s Hotels Greatfor firms with financial difficulties”. 
They thus proposed that “as a 
restaurant firm’s sale of fixed assets 
increases, it is more likely to be 
financially constrained”.

Real Restaurants

Having identified these potential 
ind ica tors  of  f i rms’  f inanc ia l 
constraints, the researchers needed 
to test their hypotheses with real 
data from the restaurant industry. 
In the US,  job growth in the 
restaurant industry has outpaced 
the average, and restaurant firms 
continue to be among the key 
economic drivers through job 
creation. The US was thus the 
ideal setting to investigate real 
res taurants .  The researchers 
selected more than 4,000 US 
restaurants for analysis and tracked 
their performance over half a 
century, from 1963 to 2014.

To find out which characteristics of 
restaurants make them particularly 
vulnerable to financial pressure, 
the researchers first divided the 
restaurants into two groups – more 
and less financially constrained 
than  the  indus t ry  average  – 
to examine the s ix proposed 
indicators. To ensure that their 
model was as strong as possible, 
they also included several criteria 
used in past studies to measure 
financial constraints.

The next step was perhaps the 
most important of all. “When a 
new index is developed”, the 
researchers observe, “it also needs 
to be validated”. Not only was 
the index found to be suitable for 
restaurant firms, but compared 
with previous indexes, it also 
“bet ter  re f lec ts  convent iona l 
business characteristics in the 
restaurant industry”.

Pioneering Index

A series of rigorous statistical 
analyses yielded critical insights 
into the factors predicting financial 
const ra ints  in  the res taurant 
industry.

An important early finding was that 
the money a restaurant owes to 
its suppliers does not significantly 
affect the restaurant’s likelihood 
of being financially constrained. 
Therefore, this variable could be 
excluded from the analysis. The 
other five indicators, however, 
were just as important as predicted.  
In sum, the researchers reveal, “a 
restaurant firm’s operating profit, 
financial leverage, asset tangibility, 
sale of fixed assets and percentage 
change in number of employees 
are critical indicators for identifying 
financial constraints”.

Th is  nove l  index prov ides  a 
practical and readily adjustable 
method of assessing the financial 
constraints faced by any restaurant, 
as it is tai lored to the unique 
characteristics of the restaurant 
industry. That is not only a ground-
breaking departure from past 
research, but is also practically 
meaningfu l .  “An appropr ia te 
understanding of a firm’s level of 
financial constraint”, explain the 
researchers, will help restaurant 
managers both avoid short-term 
budgetary risks and capitalise on 
opportunities for long-term growth.

Using this important new tool, 
explain the researchers, “restaurant 
firms’ financial constraints can be 
estimated with more accuracy, 
and thus, actions taken to address 
financial constraints can be more 
effective”. Imagine a restaurant 
under severe financial constraints 
– that is, scoring high in the new 
index. To overcome this weakness, 
the index tells us, the restaurant’s 
manager need merely focus on 
securing and retaining liquid assets 
(such as cash) rather than fixed 
assets (such as property) to avoid 
unexpected cash shortfalls.

Future Potential

As i f  these f indings were not 
promising enough, the index can 
be readily extended to hotels and 
other tourism businesses. Although 
external financing is critical to the 
operation of most hotels, note the 
researchers, studies to date have 
neglected the effects of financial 
constraints on hotel performance. 
Their newly developed index offers 
the perfect solution, benefiting not 
only restaurants and hotels but 
also their myriad stakeholders. 
T h o s e  w a n t i n g  t o  i n v e s t  i n 
restaurant and hotel firms will 
now have a highly accurate way of 
establishing credit policies. Given 
the major contribution made by 
the hospitality sector to economies 
across the world, the implications 
are far-reaching.

POINTS TO NOTE

•	Restaurants make vital contributions 
to job creation and economic growth 
worldwide.

•	Restaurant firms are subject to 
financial constraints that threaten 
their survival and success.

•	The researchers developed a highly 
accurate  index measur ing the 
financial constraints of restaurant 
firms.

•	The index will help restaurants avoid 
financial risks and secure sustainable 
growth.
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POINTS TO NOTE
•	Hotels make vital contributions to 

tourism and economic growth in 
China.

•	However, Chinese hotels offer 
poorer service and facilities than 
their international counterparts.

•	Chinese hotel managers must fill 
specific gaps to meet international 
standards.

•	Responding swiftly and appropriately 
to guests’ feedback is a highly 
effective way of improving their 
satisfaction.

Hote ls  that  use scent  a im to 
capitalise on its ability to “cue 
m e m o r i e s  a n d  c o n j u r e  u p 
emotions”, according to the SHTM’s 
Dr Basak Denizci Guillet, Dr Deniz 
Kucukusta and a co-researcher, 
yet l i t t le is known about how 
guests respond to the diffusion of 
various scents throughout hotels. 
The researchers thus explored 
customers’ responses to scent and 
how hotels can best make use of it 
to create positive experiences and 
build brand loyalty. They found 
that scent was indeed conducive 
to guest enjoyment, but only when 
not overused.

Power of Scent

Of all of our senses, the researchers 
argue, the sense of smell evokes 
the most powerful  emotional 
react ions and can often be a 
“powerful memory trigger”. Smell 
is, they write, closely connected to 
the brain’s limbic system, where 
emotional processing takes place. 
It should be no surprise then that 
many hotels around the world 
have in recent years sought to 
harness the power of smell by 
creating their own signature scents 
that “represent their identity”.

Ma jo r  ho t e l  cha i n s  such  a s 
Mandarin Oriental, Le Meridien, 
Langham and Shangri-La have 
created s ignature scents,  the 
researchers note, that are used as 
ambient aromas throughout their 
hotels, delivered through “heating 
and cooling systems, via discreet 
atomizers or by way of ingenious 
diffusers in the lighting”. Taking the 
idea further, some hotels even offer 
products featuring their signature 
scent, such as home fragrances 
and candles, which guests can 
purchase for their own use.

The researchers suggest  that 
by creat ing their  own unique 
fragrances, hotels aim to produce 
an  emot iona l  r eac t i on  f rom 
consumers. Because scent is so 
strongly linked to memory, using 
the same scent across different 
locat ions can a lso evoke the 
same pleasant memories among 
guests. Nevertheless, despite the 
strong rationale for using scent 
branding, there has been little or 
no research on how hotel guests 
actually respond to it. Without such 
knowledge, it is difficult for hotel 
companies to make the best use of 
scent, prompting the researchers’ 
claim that it is an “overlooked 
subject in hospitality and tourism 
research”.

Sense of Place

T o  a d d r e s s  t h i s  l a c k  o f 
understanding, the researchers 
surveyed customers of a luxury 
international hotel chain in Hong 
Kong. The chain has developed 
its own scent, a “combination of 
ginger flower, peace lily, tuberose, 
lemongrass, and vanilla”, which is 
piped into lobbies and reception 
areas through the air-conditioning 
systems. The same scent is used in 
all of the company’s hotels around 
the world, and guests can take it 
home with them by purchasing a 
room spray, essential oil or candle 
from the hotel gift shop.

A c c o r d i n g  t o  t h e  h o t e l 
m a n a g e m e n t ,  t h e  c o m p a n y 
wanted to create a signature scent 
that would increase brand loyalty 
by giving customers a “sense of 
place”. Customers should be able 
to instantly recognise that they are 
in the hotel, regardless of where in 
the world they happen to be.

The researchers set out to “identify 
the feelings elicited by odors” 
among the guests at one of the 
chain’s hotels, who were asked 
to complete a questionnaire that 
measured emotions described 
as happiness/delight, sensuality/
d e s i r e ,  e n e r g y ,  s o o t h i n g /
peace fu lness ,  hunger / th i r s t , 
interest, nostalgia, unpleasant 
feelings, and spirituality. Further 
questions asked guests how they 
felt  about the use of scent in 
various locations in the hotel – such 
as the lobby and reception area, 
restaurant and bar, restrooms, 
guest rooms and the spa and 
fitness centre – and about their 
satisfaction, loyalty and likelihood 
of revisiting the hotel.

Of 326 guests surveyed in the 
hotel lobby, the majority were 
middle aged, of Asian origin and 
with high levels of education. The 
main reason they travelled was for 
pleasure followed by business, and 
the average length of stay was 3.26 
days. Although 40% had never 
stayed at the hotel before, 15% 
had stayed two or three times and 
15% had stayed at least four times.

Happiness and Delight

More than 90% of the guests 
confirmed they had noticed the 
scent  in the hote l .  When the 
researchers  rev iewed wh ich 
individual emotions were evoked 
by the scent, “refreshed” received 
the highest score of 5.85 out of 
10, while “happy”, “relaxed” and 
“comfort” all scored over 5.5. The 
lowest scores were for negative 
emotions such as “sadness”, which 
scored less than 2. Further analysis 
of these emotions showed that 
they could be grouped into four 
categories, which the researchers 
named Happiness and Delight, 

Fragrant Memories in the Making443 hotel chains in China’s three 
biggest (and most international) 
c i t ies :  Bei j ing,  Shanghai  and 
Guangzhou.

All of the hotels were in the luxury 
segment, where domestic hotels 
face the greatest threat from their 
international rivals. About half were 
operated by mainland Chinese 
brands, and the other half were run 
by American, European or other 
Asian companies. This allowed the 
researchers to rigorously compare 
d o m e s t i c  a n d  i n t e r n a t i o n a l 
standards from the perspective 
of real guests, taking into account 
cultural differences between China 
and the West.

The next step was to analyse 
the  ho te l s  i n  l i gh t  o f  a  f ew 
careful ly chosen hypotheses. 
For example, the researchers 
expected management response 
strategies (such as empathy, an 
apology or even compensation) 
to be more effective for domestic 
than international hotels. Guests 
at Chinese hotels generally expect 
poorer service than those staying 
at international hotels, so when 
Chinese managers do respond 
swiftly to complaints, they have a 
good chance of surpassing guests’ 
expectations.

Closing the Gap

A series of rigorous statistical 
analyses yielded some important 
findings. First, the researchers 
discovered that tourists in Beijing, 
Guangzhou and Shanghai “have 
more confidence in and prefer to 
stay at luxury hotels belonging 
to internat ional hotel  chains” 
than domestic firms. The next 
step was to figure out how and 
why international luxury hotels 
are outclassing their  Chinese 
counterparts, and what can be 
done to close the gap.

In their online evaluations, guests 
expressed particular satisfaction 

with the quiet and clean conditions 
offered by international hotel 
brands. They found it harder to 
sleep in Chinese hotels, and were 
dissatisfied with their level of 
hygiene. Service was also poorer in 
domestic hotels. The implications 
for the local hotel sector are clear. 
As the researchers note,  the 
managers of Chinese luxury hotels 
should now focus on “improving 
their service quality, cleanliness, 
and sleep environment” to satisfy 
more guests.

International luxury hotel chains 
were also found to take consumer 
feedback more seriously than their 
Chinese counterparts did. More 
than half of the Chinese hotels 
never responded to guests’ online 
reviews, whereas most of the 
international chains implemented 
management response strategies. 
This, explain the researchers, 
“indicates that international hotel 
chains have a better understanding 
of guest requirements and are 
also more likely to budget for 
service recovery and online review-
management strategies”.

To meet the standards offered by 
their foreign competitors, domestic 
hotel managers should take action 
to identify and meet the needs of 
their guests by carefully considering 
and responding to online feedback. 
The more detailed their responses, 
the better. But making guests 
happy is not the only reason for 
domestic hotels to adopt more 
positive management response 
strategies, suggest the researchers. 
“Managers can also learn a lot 
about how to further improve their 
services from the complaints and 
suggestions they receive.”

China and Beyond

This ground-breaking study shows 
Chinese hotel brands precisely 
where they fall short of international 
standards, and offers the perfect 
solution. As the researchers note, 

“management response is a fact-
based, cost-saving, and more 
effective method than allocating 
resources to improve product and 
quality standards without listening 
to consumers’ needs”. Given the 
rapid growth of China’s tourism 
industry as a major contributor to 
the economy, closing the service-
quality gap between domestic 
and international hotel chains will 
ultimately enhance China’s overall 
economic development. However, 
the value of the findings is not 
limited to China. The researchers 
also offer some sage advice for 
internat ional  hote l  managers 
with mature response strategies: 
w r i t e  m o r e !  R e s p o n d i n g  t o 
guests’ online reviews with more 
detailed feedback is an excellent 
way to improve their satisfaction 
– an insight of value to hotels 
worldwide.
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