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Abstract 

            Pricing is the only element of the marketing mix that produces revenues for 

the firm, while all the others are related to expenses. Price is the most flexible element of 

marketing strategy in that pricing decisions can be implemented proportionately quickly in 

comparison with the other elements of marketing strategy. 

Pricing decisions are not only important, they are also complex. For example, hotel 

manager should achieve to these goals: maximise stakeholders investment objectives, satisfy 

unlike guests, minimise the effect of product perish ability and acquire minimal administrative 

costs. Also to stakeholders’ interests and the nature of the room product, there may be room-

pricing issues related to timing, manager responsibility and insufficient market and technical 

knowledge, administrative costs and a growing availability of pricing information all contribute 

to making room pricing decisions difficult.  

Based on literature review none one of the pricing approaches are a perfect pricing 

method that at the same time meets the criteria of cost structure, profit margin, competition, 

elasticity of demand, and supply and demand. Due to the difficulty and complexity of pricing in 

the real business world, setting and managing prices is one of the most important elements of a 

marketing manager’s duty. 

Another point is that pricing strategies in Iranian hotel is not certainly exist it means that 

most of the hotels try to sell their services with higher price that the governmental rules allowed 

them. They set their prices experimentally and it is not based on academic knowledge. So this 

thesis has an empirical contribution in the hotel and service market of Iran.   

As the suggestion of Kim in 2004 hotel operators may be better off using various pricing 

approaches to set hotel room prices instead of using one single pricing approach. So we can see 

the complexly and difficulty of adopting a pricing strategy for hotel so I use a model that it 

named Multi-Stage Synthetic Hotel Room Pricing Model that is used to incorporate the 

complicated factors affecting hotel room pricing such as cost structure, profit goal, market 
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competition, demand and supply, and differentiation premium. The term synthetic is used 

because a combination of multiple pricing approaches rather than only one pricing approach is 

adopted in this study (Tung et al., 1997). That is expanded and added new factors by Woo Gon 

Kim et al, (2003). 

This multi-stage synthetic pricing approach has seven stages that the final destination of 

this research is to calculating market premium price that is based on customers view, market and 

competitor.  

I had to survey, first is hotel Esteghlal customers and the second is hotel Homa 

customers. I collected 308 questionnaires and analyze them. Based on these data, I calculated 

differentiation premium of hotel Esteghlal and hotel Homa.  

I decide to work on the pricing Strategy of Hotel Esteghlal as my case. Also I need to 

study market situations to find main competitor of hotel Esteghlal. Hotel Esteghlal is the most 

famous five star hotels in Tehran that it has luxury customers. One of its competitors in this 

segmentation of market is hotel Azadi that it was in the reconstruction during my research, also 

both of Esteghlal and Azadi hotels are belong to a same chain that is Parsain hotels chain, so I 

didn’t choose hotel Azadi as a competitor. In other hand hotel Homa (ex Shrayeton) is another 

five Star hotel in Tehran that I choose it as a competitor of hotel Esteghlal for my study. I 

calculate the average price of hotel Homa to use it as ACP (average competitor price). 
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MPP: Market Premium Price 

Pdp = differentiation premium price after SL adjustment; 
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1- Chapter 1-Introduction 

1-1- Introduction 

A number of different authors have underlined the importance of pricing decisions for 

every company’s profitability and long-term survival. If effective product development, 

promotion and distribution sow the seeds of business success, effective pricing is the harvest. 

Although effective pricing can never compensate for poor execution of the first three elements, 

ineffective pricing can surely prevent those efforts form resulting in financial success (Nagle & 

Holden, 1995). 

Similarly, Finch et al., (1998), Potter (2000) and O’Connor (2003) , and Shipley and 

Jobber (2001) have mentioned that pricing is the only element of the marketing mix that 

produces income for the firm, while all the others are related to costs. Diamantopoulos (1991) 

has also argued that price is the most flexible element of marketing strategy in that pricing 

decisions can be implemented relatively quickly in comparison with the other elements of 

marketing strategy. In spite of this importance of pricing as an factor of the company’s marketing 

strategy, there seems to be a lack of interest among marketing academics on this issue, which has 

brought Nagle and Holden (1995) to suggest that pricing is the most neglected element of the 

marketing mix. Within this context, the empirical research that has been conducted on the field 
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of pricing is very limited, while this is even more evident in the case of services. However, the 

distinctive characteristics of services (intangibility, heterogeneity, perish ability and 

inseparability) necessitate a closer look at the way at which services are priced (Schlissel and 

Chasin, 1991; Zeithaml and Bitner, 1996; Kurtz and Clow, 1998; Langeard, 2000; Hoffman et 

al., 2002). 

1-2-  Pricing objectives 

According to Oxenfeldt (1983), pricing objectives provide directions for action. “To have 

them is to know what is expected and how the efficiency of the operations is to be measured” 

(Tzokas et al., 2000a). Table 1 summarizes the fundamental pricing objectives that have been 

derived from the services pricing literature (Channon, 1986; Cannon and Morgan, 1990; Bonnici, 

1991; Payne, 1993; Palmer, 1994; Bateson, 1995; Drake and Llewellyn, 1995; Woodruff, 1995; 

Ansari et al., 1996; Lovelock, 1996; Meidan, 1996; Zeithaml and Bitner, 1996; Hoffman and 

Bateson, 1997; Langeard, 2000). Diamantopoulos (1991) suggests that pricing objectives can 

“fall under three main headings relating to their content (i.e. nature), the desired level of 

attainment and the associated time horizon”.  

Table 1: pricing objectives of firms 

 

Source: (langeard, 2000) 
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The quantitative objectives can be measured easily and contain those that are related to 

the firm’s benefits, sales, market share and cost. On the other hand, the qualitative objectives are 

less quantifiable goals such as the relationship with customers, competitors, distributors, and the 

long-term survival of the firm and the achievement of social goals. 

1-3- Problem Area 

Pricing decisions are not only important, they are also complicate. These are objectives 

that a manager should try to achieve them. He should maximise investor objectives, contribute to 

brand integrity, satisfy heterogeneous guests, minimise the effect of product perish ability and 

incur minimal administrative costs? In addition to stakeholders’ interests and the nature of the 

room product, there may be room-pricing issues related to timing, manager accountability and 

insufficient market and technical knowledge, administrative costs and a growing availability of 

pricing information all contribute to making room pricing decisions difficult.  

From the hotel marketer’s point of view, the correct hotel price represents what the 

consumer is willing to pay for the value of the bundle of products and services offered. From the 

hotel guest’s perspective, hotel room price represents what the guest must sacrifice to obtain the 

value of the bundle of services offered. It is important to understand the fact that a hotel guest is 

the focal point for hotel pricing decisions. The effects of hotel room price changes more direct, 

and consumers use price as a key signal for overall service quality. The effectiveness of hotel 

room pricing depends on how well managers understand consumers’ responses to price changes. 

Faced with the consumers’ increased price sensitivity, hospitality businesses have been forced to 

respond. Service firms have made considerable progress in establishing price strategies that have 

improved the bottom line while maintaining consumers’ good will (Lewis & Shoemaker, 1997). 

None of the pricing approaches are an ideal pricing method that simultaneously meets the 

criteria of cost structure, profit margin, competition, elasticity of demand, and supply and 

demand. Due to the difficulty and complexity of pricing in the real business world, setting and 

managing prices is one of the most important elements of a marketing manager’s duty 

(Campbell, 1999).   



5 

 

Hotel operators may be better off using various pricing approaches to set hotel room 

prices instead of using one single pricing approach. So we can see the complexly and difficulty 

of adopting a pricing strategy for hotel so I use a model that it named Multi-Stage Synthetic 

Hotel Room Pricing Model that is used to incorporate the complicated factors affecting hotel 

room pricing such as cost structure, profit goal, market competition, demand and supply, and 

differentiation premium. The term synthetic is used because a combination of multiple pricing 

approaches rather than only one pricing approach is adopted in this study (Tung et al., 1997). 

That is expanded and added new factors by Woo Gon Kim et al, (2003). 

1-4- Research Questions 

Main questions of this research are: 

 Which pricing approach and strategy is suitable for the hotel services in the 

luxury segment of market in Tehran? 

 How we can implement that pricing in hotel? 

 How is the market position of the case hotel (Esteghlal)? 

 How different is perceived service quality of hotel Esteghla in comparison with its 

competitor? 

 How this difference offers differentiation premium? 

 What is the market premium price of hotel services based on competitors, 

customers and market? 

 



6 

 

 

 

 

Chapter 2 

	
	
	

Literature Review 
	
	
 

 

 



7 

 

 

 

 

 

 

 

 

 

2- Chapter 2 - Literature 

2-1- Introduction 

The previous chapter provided Research background, problem, questions, objectives, 

method, contribution and limitations. The aim of this chapter is to provide insight to the research 

area as well as review of relevant literature in the area related to the research scope and main 

questions. First, we discuss types of pricing strategy based on constructs that affect on price of 

the company. Second, we classify them into groups and review the literature about each 

classified group. Finally we come up with the research conceptual framework that explained the 

purpose model that I decide to work on. 

2-2- Pricing Approaches 

2-2-1- Cost Based Pricing Approaches 

The early pricing approaches were mostly cost based. In Cost accounting–based pricing, 

the service provider sets prices by computing all costs and then adding the desired profit margin. 



8 

 

There were two commonly used cost approaches to room pricing which were primarily 

used by hotel developers looking for a return on their investment. The first was the rule of thumb 

approach, or the $1 per $1,000 approach .In other words, this approach say that for every $1,000 

in per room capital investment, the price of a room should be increased by $1. Using this 

approach, a 300-room hotel costing $30m to construct, or $100,000 per room, should be priced at 

$100 per room per night. Another frequently used cost-based room pricing model is known as 

the Hubbart formula. The well-known cost approaches, namely the “$1 per $1,000”approach and 

the Hubbart Formula, determine hotel room rates based on costs. In the $1 per $1,000 approach, 

a hotel must achieve an average room rate of at least $1 to be financially feasible for every 

$1,000 of the hotel’s per-room construction costs. The Hubbart Formula, which is a bottom-up 

approach to pricing rooms, is a more sophisticated approach that determines room rates based on 

costs directly or indirectly related to a room’s operation and the desired profit for investors. 

     “The Hubbart Formula is perhaps the most common cost-plus approach to pricing 

used by the hotel industry. Such pricing strategies are sometimes referred to as "bottoms-up" 

methods because the first item they consider-- profit, or return on capital--is at the bottom of the 

hotel's income statement; the second item---taxes--is next to the bottom; and so it goes, on up the 

profit-and-loss statement. When using a bottoms-up approach like the Hubbart Formula, the goal 

is to find a room rate that will cover all costs, including that of providing a reasonable return on 

the company's investment capital. To establish room rates, the Hubbart Formula calls first for 

establishing desired return on capital, then adding income taxes, operating expenses, and so on. 

The formula involves the eight steps presented below? Figures should reflect a one-year 

reporting period. 

(1) Calculate desired profit by multiplying the desired rate of return by the owner's 

investment. 

(2) Calculate pre-tax profits by dividing desired profits by the hotel's tax rate. 

(3) Calculate all fixed charges and management fees. 

(4) Determine all operating expenses. 

(5) Credit income from sources other than rooms. 
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(6) Calculate rooms-division income required to cover all costs and to provide a 

reasonable return on capital (items 2-5, above). 

(7) Determine (a) the number of room nights available to be sold and (b) Estimated 

occupancy rate, and then calculate the number of rooms you expect to sell by 

multiplying (a) times (b). 

(8) Determine the appropriate room rate by dividing the revenue required to cover all 

costs (from step 6, above) by the number of rooms expected to be sold (from 

step 7)” (Arbel & Woods, 1991). 

  Weaknesses: 

 It is not the consumer’s responsibility to ensure that a producer or a hotel make a profit. 

Companies should first research what price consumers are willing to pay for a product, and then 

design a profitable product at that price. However, both approaches have serious weaknesses. 

First, the two approaches fail to include a market-based mechanism in hotel room pricing. 

Second, the desired profit is not necessarily the optimal or highest achievable profit. Setting 

room rates based on desired profit may conflict with the goals of a hospitality firm (Gu, 1997). In 

addition, a cost-based pricing approach is not effective in a complex and competitive hospitality 

business environment. 

2-2-2-  Market Based Pricing Approaches 

Hotel pricing approaches moved from cost-based approaches to approaches that followed 

economic principles of supply and demand. The equilibrium price exists when the supply of 

hotel rooms in a given market equals the demand for hotel rooms in the same market. 

In essence, prices rise as demand exceeds supply, and prices fall as supply exceeds 

demand. The pricing challenge of selling the most rooms at the highest price to guests with 

different needs, however, is the same. Many of the market-based pricing approaches draw upon 

an interdisciplinary approach. These pricing models can be further segmented into two sub-

categories: 
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(1) Economics and finance pricing models 

(2) Consumer behaviour pricing models  

2-1-2-1-  Economic Pricing 

Shaw, (1984) cited by Kim et al., (2004), addresses hotel pricing from the perspective of 

economic theory. She provided a sound pricing model (i.e., peak load pricing theory) that 

considers perishable characteristics of hotel room inventories, substantially fluctuating demand, 

and high fixed costs. Key variables for hotel room pricing from an economic perspective are 

demand, competition, and cost: Demand sets the ceiling, cost sets the floor, and competition 

determines where on this continuum the actual price will fall (Shaw, 1984; cited by Kim et al., 

2004). 

Ferguson, (1987) cited by Kim et al., (2004) uses the Prospect Theory to demonstrate 

how to price hospitality products to elude basic economic concepts. Ferguson recommends the 

following six approaches to obtain higher prices than otherwise possible under economic 

principles: 

 

(1) Spread out pleasure (beautiful lobby, free local phone calls, aromatic soap, etc.) 

and consolidate pain (pay one final bill at check-out). 

(2) Present the hotel stay as an upscale experience or an evening’s entertainment to 

displace the guests’ mental accounting from simple lodging and food. 

(3) Confuse or conceal the guests’ ability to use reference pricing. 

(4) Require cash deposits to increase consumer commitment. 

(5) Package hotel services as gifts, which exceed spending limits consumers generally 

set on hotel services. 

(6) Set high prices and provide significant discounts, as consumers consider both 

dollars and percentages when evaluating bargains within search cost parameters. 



11 

 

Whereas these six concepts have defied economic concepts in the past, as consumers’ 

knowledge of products and prices increases, and as consumers’ knowledge of economic 

principles increases, the less effective these six concepts may become. The main contributor to 

increasing consumer knowledge is information technology, which is discussed in detail in a 

subsequent section. 

After that Relihan, (1989) mentioned that Room rates are adjusted according to the room 

demand for future arrival dates. In other word, basic economic principles are applied to pricing 

and room inventory control. Prices are lowered when demand is weak, and prices are raised 

when demand is strong. Relihan stated that this generally means that discounts are more 

available further away from the arrival date, and that prices increase as the arrival date gets 

nearer. The yield management theory is based on being able to affect hotel room demand by 

rising and lowering the price of hotel rooms, according to Relihan (1989). 

 

The first step in evaluating hotel room demand for yield management is to segment the 

market into transient, group and contract categories (Orkin, 1990). Group and contract rates are 

set between hotel sales managers and meeting planners and airlines far in advance of arrival 

dates. Orkin, (1990) posits that yield management, then, focuses on the transient traveller, which 

can also be divided into price-insensitive and price- sensitive categories. The idea of yield 

management is to sell as many rooms as possible at high rates to the price-insensitive traveller. 

Then, Orkin recommends, sell as many incremental rooms as possible or available to the price-

sensitive traveller by offering discounted rooms. Orkin believe that there are a variety of 

strategies that should be considered by hotel companies as a means for improving revenues and 

profitability that I mentioned their title from Orkin article below: 

(1) Promote volume from rate-sensitive segments through the creative use of 

packaging. 

(2) Segment-specific discount rates should be used judiciously. 

(3) Avoid offering special transient rates for high-volume corporate accounts. 

(4) Train reservation agents to quote in a yield-oriented manner. 
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(5) Insist that all technology vendors become yield-conscious. 

(6) Explore automated yield-management systems. 

GU (1997) argues that intensely competitive lodging markets require a quadratic room 

pricing model that considers not only operating costs but also the market environment in which 

the hotel operates.  A scientific hotel room pricing model shows that optimal hotel room rate is a 

function of variable costs per room sold and two features of the demand for hotel rooms such as 

the potential demand for free rooms and the demand sensitivity to price changes (Gu, 1997).     

He assumed that r is the room rate, and D, the daily demand for rooms. The relationship between 

D and r is established as: 

D=α – βr        (2-1) 

The two parameters α and β, are positive numbers representing the two basic features of 

room demand. While α implies the potential demand for rooms when r is zero, or when rooms 

are free, He considers β as a measure of the price sensitivity of the demand. When r increases by 

$1, rooms demanded or sold will decline by β. The parameter α may be approximated by rooms 

available, but the real potential demand for free rooms can differ significantly from rooms 

available. (Gu.1999) 

After that he tries to consider the daily pre-tax profit of rooms operation, π. And costs 

related to rooms operation, C, as shown below: 

π = Dr – C        (2-2) 

Then, his Substitutes equation (2-1) for D in equation (2-2) leads to: 

π = (α – βr) r – C       (2-3) 

 

Further, let v is variable costs per room sold and Daily fixed costs associated with rooms 

operation. Equation (2-3) can be rewritten as: 
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π = (α – βr) r - (α – βr) v - F 

= α r – βr2 – α v + βrv – F   

= – α v– F + α r + βrv– βr2    

π = – α v - F + (α – βv) r – βr2     (2-4)   

And he considers Equation (2-4) as a quadratic function with pre-tax profits as the 

dependant variable and room rates as the only independent variable. And he said that the linear 

term r is positive and the squared term r2 is negative, the function is a parabola with a maximum 

value of π. By taking the first derivative of it with respect to r, the r that maximizes π can be 

identified: 

π´= (α – βv) – 2βr       (2-5) 

After that he setting π´ or equation (2-5) equal to zero will enable us to identify the 

optimal room rate that maximizes the profits, r, as shown below: 

(α – βv) – 2βr = 0 

2βr = (α – βv) (6) 

r = (α – βv)/ 2βr       (2-6)   

     

Equation (2-6) shows that when the room rate is set at (α – βv)/ 2βr, pre-tax profits from 

rooms operation can be maximized. (Gu, 1997). 

“As the variable costs per room are quite predictable based on some standards, the main 

task of using the model to set the optimal room rate is to identify the two demand parameters, α 

and β. Using regression based on equation (1) with observed daily rooms sold as D and room 

rates as r in the past, say the past month, the management of a hotel can easily estimate the two 

parameters” (Gu, 1997). 
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The weaknesses of this model are the demand for a hotel is not solely affected by room 

rates. Other factors, such as seasonality, disposable income, service quality and competition will 

certainly come into play. So as Gu maintained in his article in each situation for example for 

season's r should calculate separately and commonly. Also other factors such as competitors and 

price discrimination are not considered.   

Finch et al., (1998) studied pricing of perishable products such as hotel services and air 

lines. They were studied from the standpoint of a financial option. Probabilities and present value 

concepts were used to assign values to best and worst case scenarios. Their study showed how 

lowering a price may increase net revenues. They discussed that Perishable services are available 

for a finite life, after which the firm loses the opportunity to sell the service. Selling a service at a 

discounted price at least makes a positive contribution to fixed cost coverage, so the option to cut 

price in the event of less than expected demand should have positive value for the firm. 

 “In the pricing of perishable services, such as hotel rooms and airline seats, firms should 

be aware of the explicit value of having the option to cut price in the event of less than expected 

demand” (Finch et al., 1998).  The conditions for the option pricing method to work in hotels 

include an understanding of price elasticity, consumer price sensitivity and a sufficient margin to 

allow for a price cut still to yield a profit. The subjectivity of assigning probabilities and the 

required knowledge of finance and economic principles and not include all affected value makes 

finch et al.1998 model less useful to industry executives than other pricing models. 

2-1-2-2- Consumer Behavior Pricing 

One market-based and customer-oriented room pricing approach measures guest price 

sensitivity first and then produces a range of acceptable prices (Lewis and Shoemaker, 1997). 

Lewis and Shoemaker designed a process to discover the price– value level by asking customers 

at what rate a hotel is priced too expensively or too cheaply. The range between expensive and 

cheap is the ‘proper’ price for that hotel. Costs should then be adjusted to make a profit based on 

the customer-oriented price (Lewis and Shoemaker, 1997) 
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It is essential that this process be carried out in specific market segments, so that a 

customer of one market segment does not distort the results of another market segment. The 

advantages of this price sensitivity approach include gaining valuable feedback from actual 

customers. Another key advantage is that the process produces a range of prices that allow some 

flexibility. The process works especially well in the group segment. Meeting planners are 

knowledgeable of hotel market factors and are cooperative with hotel projects. In blow you can 

see e figure from Lewis and Shoemaker that show an example that for group answer were 

considered: Too cheap, not cheap, not expensive and too expensive. Figure 2 presents the range 

of price that must be acceptable. 

The biggest disadvantage is the difficulty in repeating the process. Hotels set prices at 

least once a year. Repeating the price sensitivity process too often may cause a response bias as 

customers begin anticipating a self-fulfilling role. Another difficulty with the price sensitivity 

approach is the administrative cost. A basic assumption in the approach is that respondents must 

all be from a particular market segment. Full-service hotels may track ten to 20 different market 

segments in the transient and group markets. Having to conduct focus groups to survey ten to 20 

market segments may be too much of a burden for any hotel. 
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Figure 1: Acceptable price range 

Source: Lewis and Shoemaker, 1997 

The next article that I want to discuss is from Matanovich et al., (1999). Matanovich 

claim that Firms are internally focused, rather than market focused, in their price related 

information gathering and performance measurement and Managers generally work hard to make 

good pricing decisions, but they are not employing the information, tools, and techniques to 

work smart. .Matanovich et al., (1999) propose the use of four sophisticated methods, depending 

on the pricing need as follows: 

(1) Value in use (VIU) analysis is a process for inferring the economic value of a 

product to a given customer relative to the next best competitive offering 

(Matanovich, 1999). VIU answers the customer's question: "What's in it for me?" It 
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is best used in business to business situations. Although the VIU analysis helps avoid 

excessive discounting, it does not consider customer perceptions. VIU is particularly 

useful in new product pricing (Matanovich, 1999). 

(2) Value Mapping examines customer perceptions and is easy to use and inexpensive. 

The research design, and the interpretation of results, however, requires some 

specialised knowledge.  

(3) Conjoint Analysis provides a measure of price sensitivity when a careful 

consideration of available alternatives is involved. The process allows for 

experimentation of trade-offs, but is difficult to explain to managers. 

(4) Discrete Choice Modelling (DCM) assists in structuring a marketplace with diverse 

competitors, especially when the consumer’s choice is clear. The DCM technique, 

however, is expensive and requires large sample sizes. 

The four models proposed by Matanovich et al., are tools that lead managers to market-

based pricing decisions and may be applicable to hotel room pricing, depending on 

circumstances. The disadvantage of the four approaches is that significant statistical knowledge 

is required to design the study, compute the statistics and interpret the results. The administrative 

burden of executing these processes for ten to 20 market segments is excessive.  

The internet is increasing the availability of pricing information to consumers. It also 

influences consumer price expectations. O’Connor (2003) gave three reasons why consumers 

searching for hotel rooms on the internet expect lower prices than those found on other 

distribution channels: 

(1) Some of the first companies that offered products on the internet, such as 

Amazon, competed on price;  

(2) Savvy consumers know that web-based distribution costs are over than those of 

other channels 

(3) Unsold hotel inventory has been sold at highly discounted prices as the arrival 

date approaches. 
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After studying the internet pricing practices of 44 major hotel brands, O’Connor, (2003) 

concluded that there were several implications for hospitality managers in pricing their rooms. 

First, rates are becoming consistent across all distribution channels, and consumers are expecting 

to spend less time researching several websites. Secondly, hotel operators must keep the rate 

offerings simple and understandable so as to avoid guest confusion and frustration.  

Thirdly, hotel operators may offer lower rates on websites with lower transaction costs. 

Finally, companies tend to establish prices for several months at a time on their websites, which 

is probably due to administrative costs. 

2-2-3- Synthetic Pricing Approach 

       At the first time this approach discussed by Tung et al., (1997) they claim that cost-

oriented pricing was the most popular approach used by service firms. Although this method 

offers some advantages but the simplistic nature of cost-oriented pricing is not effective in a 

complex and competitive business world. As consumers have become more sophisticated and 

demanding, it is imperative that service firms be adapted to this changing environment when 

setting prices. 

They develop a service pricing approach by which price setting can be related more 

closely to the realities of business complexity such as market competition, cost structure, 

price/demand sensitivity and unique service characteristics. 

“A multi-step synthetic service pricing approach is proposed to deal with the complexity 

of market competitiveness, cost structure, profit goals, price/demand sensitivity and service 

unique characteristics. To set a proper service price, the proposed pricing approach combines the 

pricing decision process and the other pricing approaches rather than using a singular approach; 

Thus, the term “synthetic” is used” (Tung et al., 1997). One of the most important approach that 

Tung et al. use in their article is Differentiation premium pricing approach ( Arnold et al.1989) 

that I will explain it briefly that cited by Tung et al. article to better understanding the multi-step 

synthetic approach. 
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2-1-3-1- Differentiation premium pricing approach 

Arnold et al. (1989) proposed a premium service pricing approach which incorporates 

into the firm’s pricing strategy recognition of the ability to differentiate the firm’s competitive 

advantages from those of competitors. The differentiation premium (DP) comes from four 

factors: 

(1) Availability premium (AP); 

(2) Reputation testability premium (Rtp); 

(3) Commitment incentive premium (CIp); and 

(4) Price sensitivity premium (Psp). 

He considered each of these factors ranges from +1 to –1.and he assumed that the service 

differentiation premium price (Pdp) is equal to this differentiation premium plus an average 

competitors’ price (ACP). The relationships can be shown as follows: 

DP = f (Ap, Rtp, CIp, Psp)      (2-7) 

Pdp (SL) = (1 + DP) * (ACP)     (2-8) 

Where: 

Pdp = differentiation premium price after SL adjustment; 

DP = differentiation premium; 

Ap = availability premium; 

Rtp = reputation testability premium; 

CIp = commitment incentive premium; 

Psp = price sensitivity premium; 

ACP = average competitor’s price; 

(SL) = governmental or industrial price standard limit. 
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 Availability refers to the number of services as well as the types of services available to 

the consumers. Reputation testability refers to the degree to which the service performance can 

be evaluated objectively prior to consummation. Reputation testability would be related to 

search, experience and credence qualities (Darby and Karni, 1973; Nelson, 1974) with reputation 

being of greater importance for credence quality services. Commitment incentive refers to the 

relationship between profitability and the duration of the commitment between the service 

provider and its customer(s). This relationship can have a major influence on a pricing strategy. 

Price sensitivity depends on the number of service alternatives of which consumers are aware. In 

general, the positive differentiation premium is associated with: 

• Higher service availability; 

• Better reputation and less perceived risk of services; 

• Stronger commitment incentive of customer loyalty and long-term 

relationship; and  

• Less price sensitivity resulting from service customerization and product 

differentiation” (Arnold et al., 1989) 

 Now I will discuss to the multi-step synthetic pricing approach. This model contains six 

steps as shown in Figure 3. 

Step 1: 

 The first step is to determine market positioning for the service and to identify 

competitors. (Tung et al. 1997) because of price setting cannot be formulated solely without 

considering marketing objectives, market competitiveness, and other marketing variables. 

Step 2: 

The second step is calculating market premium service price (MPC). MPC actually is a 

competitive-oriented price approach. This reflects the market competitiveness through market 

comparison. 

The market premium price (MPC) is formulated as: 
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MPC = (1 + SDP) * (target/or competitors’ average price)  (2-9) 

Where: 

MPC = market premium price; 

SDP = service differentiation premium. 

To form a differentiation premium service characteristics such as availability, reputation, 

commitment incentive, price sensitivity (Arnold et al., 1989) or, essentiality, durability, tangible 

value (Hoffman and Arnold, 1989; cited by Tung et al., 1997) or, access, communication, 

courtesy, reliability, security, responsiveness (Parasuraman et al., 1985), and industrial unique 

attributes (Bonnici, 1991; Parasuraman et al., 1985; Segal, 1991) can be considered. 

Step 3: 

The third step is to formulate a cost-plus price (CPP). They computed CPP by the 

traditional cost-oriented pricing approach along with the adjustment of percentage of production 

capacity used in a particular service delivery. The formula is: 

CPP = {VC + (PC * FC) + PG}     (2-10) 

Where: 

CPP = internal cost-plus price; 

VC = variable cost; 

FC = fixed cost; 

PC = production capacity needed for the delivering purpose; 

PG = profit goal. 

CPP serves the role of internal profit-cost control. CPP is only an internal planning result 

and needs to be balanced with external market feedback (price competition) (Tung et al, 1997). 
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Step 4: 

The fourth step is to compare MPC with CPP. In the condition that MPC is greater than 

or equal to CPP, then MPC is the chosen service price (SP) and then moves to the next step. But 

If MPC is smaller than CPP; manager is encountered with two choices: 

 One is to take MPC as a chosen service price, And considering CPP as only an internal 

goal and a self guidance item for managerial purposes. But MPC, rather than CPP, represents the 

reality of market competition. The other option is to improve the service differentiation premium 

(SDP) to achieve the desirable profit-pricing goal. The SDP premium can be increased through 

either marketing efforts or service improvement. 
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Figure 2: Tung et al., (1997) model 

Source: Tung et al., 1997 
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Step 5: 

The fifth step is checking SP whether or not the SP fits within the range of price standard 

limits (SL).If the chosen SP does not lay within standard pricing limits.  

Where: 

SP (SL) = service price after adjusted by price standard limits; 

SL = governmental or industrial price standard limits. 

If the SP is not lay within this limits we choose the SL-ceiling price or SL-floor price, as 

SP. 

 Step 6: 

In the sixth step, SP (SL) is modified by a client–driven consideration derived   from 

Ratza’s (1993) pricing concept that cited by Tung et al., (1997).  

“The objective is to pursue maximum profit from individual clients or a homogeneous 

group of clients. Instead of using the entire company’s demand, it is suggested that the clients be 

segmented into at least two categories: institutional or large-volume clients; and general clients. 

It is logical to believe that heterogeneous groups will have different price elasticises. The more 

homogeneous groups are segmented, the more precise price sensitivity can be estimated. Using a 

client-driven approach, a service provider has to be very cautious of not violating the assumption 

of market isolation. In the market isolation assumption, it is assumed that either market segments 

are isolated or the cross-elasticity among market segments is equal to zero. If the market 

isolation assumption were violated, then any client price change could cause a linkage effect 

resulting in wide price fluctuation among market segments. 

Essentially, the final client-driven service price (CDSP) can be written as: 

CDSP (SL) = f (SP (SL), Sales)     (2-11) 
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Where: 

CDSP (SL) = client-driven service price after being adjusted by price standard limits 

(SL); 

Sales= Clients demand. (Tung et al, 1997) 

2-2-4-  Improved Multi Step Synthetic Pricing 

After that, Kim et al. (2004) claim that a multi-stage synthetic approach proposed by 

Tung et al., (1997) used the hotel industry to illustrate the applications of their proposed pricing 

model.  

“The study was not empirical research but exploratory in its nature by adopting a case 

study approach. Tung et al. (1997) failed to show how to measure market premium price (MPP) 

based on a consumer survey. In addition, they did not include a discriminatory pricing approach 

as a pricing model.” (Kim et al., 2004) They discuss that in their article developed a pricing 

model that demonstrated significant improvements over Tung’s model in the following areas:  

A. The surveys were conducted to measure hotel guests’ market premium price of a 

hotel 

B. A hotel’s 17 differentiation premium attributes were derived to measure the four 

constructs: reputation testability, commitment incentive, availability, and price 

sensitivity. 

C. Statistical analyses notably, factor analysis and ANOVA were used to identify 

differences between the subject hotel and competitive hotels.  

D. Tung’s proposed model was revised and expanded to reflect current diverse 

pricing methods; cost-based pricing was revised and delineated, and 

discriminatory pricing approach was added. 

Their model has seven stages that I will explain this model in my conceptual frame 

work.  
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2-3- Conceptual Frame Work 

Stage 1: 

The first stage is to select a target market, choose a product positioning, and identify 

primary competitors in the market. Market positioning and analyzing competitors can provide 

the directions of price setting and verify the role of price in the marketing mix. The final task of 

this stage is to estimate the average competitor’s price (ACP). 

Stage 2: 

The second stage is to develop a cost-based price (CBP). To derive a hotel room rate, a 

hotel marketer needs to determine a proper cost basis by adding variable and fixed costs per 

room per day. CBP is formulated as follows: 

CBP = VC + FC + PG, where VC is equal to variable costs per room per day, as FC is 

equal to fixed costs per room per day. PG is the profit goal per room per day. 

Stage3: 

This stage is to develop a hotel’s market premium price (MPP) based on consumer 

surveys. MPP represents a competition-oriented price approach. The hotel differentiation 

premium (DP) comes from four factors: 

 Availability premium (Ap) 

 Reputation testability premium (RTp) 

 Commitment incentive premium (CIp) 

 Price sensitivity premium (PSp) 

Upon evaluation of each of the four factors, scores are summed and divided by four to 

calculate the differentiation premium of a hotel, which could be superior or inferior to the 

competitors. Once the differentia ion premium (DP) has been calculated, the market premium 

price (MPP) can be derived through the following formula: 
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MPP = (1 + DP) × ACP       (2-12) 

 

Figure 3: Kim et al., 2004 model 

Source: Kim et al., 2004 

Stage 4: 
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The fourth stage is to compare market premium pricing (MPP) and cost-based pricing 

(CBP). This stage is as the same as stage 4 of Tung et al., (1997) with that tow choices that I 

explained it before. 

Stage 5: 

This stage is also as the same as stage 4 of Tung et al., (1997). 

Stage 6: 

In the sixth stage, HPSL is modified by a discriminatory pricing based on yield 

management strategies. HPSL is modified by negotiations with hotel guests. A fenced rate 

system is applied in this stage. Fenced rates are logical rules or restrictions that allow hotel 

guests a series of options and their rates are determined by which options they select. Logical 

rules are designed to allow customers to segment themselves into appropriate room rate 

categories on the basis of their willingness to pay rather than a single rate. 

Stage 7: 

In the final stage, hurdle pricing, sells hotel rooms based on total property demand (Kim 

et al, 2004). They consider that minimum rate or hurdle point is set for each day. This pricing 

reflects seasonal and property demand based on historical purchase patterns. When demand is 

low during off-season or slow demand periods, the hurdle price is established at a lower rate. 

When demand is high during peak-season, the hurdle price may be set at full rack rate or with 

little discounts (Kim et al, 2004). 

Different tools of discriminatory pricing are introduced in stage 6 and 7.  Depending on 

the discretion of a hospitality organization, stage 6 rather than stage 7 could be implemented, or 

final stage 7 could be adopted instead of stage 6. So these steps are not purpose of this research. 

In the table 2 you can see the 17 elements that Kim et al, (2004) use to defining 

differentiation premium (DP) and after that calculating Market Premium Price (MPP) from DP. 
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Table 2: 17 questions of DP 

 

Source: Kim et al., 2004 
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3- Chapter 3- Methodology 

3-1- Introduction 

This chapter will describe the research methods used in this study. It will also describe 

the research process, the research purpose, research approach, research strategy, sample selection 

and data collection, qualitative data analysis and criteria for quality measurement (validity and 

reliability) of the research will be discussed. 

The research can be considered as a regular science because of the fact that responses for 

the proposed questions are found in the research subject perimeter. Similarly, research 

methodology has included as a well-ordered process for getting the response to a question or a 

solution to the problem (Cooper and Schindler, 2003).  

3-2- Research approach 

When conducting research there are two different approaches to consider:  Quantitative 

and Qualitative (Cooper and Schindler, 2003). Quantitative research methods usually involve 

large randomized samples, more application of statistical, and few applications of cases 

demonstrating findings. The objective of quantitative research is to determine the relationship 

between one thing (an independent variable) and another (a dependent variable) in a population. 

Further, quantitative methods are often used within natural science, and the aim is usually 
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explanatory to explain causal relationships, to facilitate generalization, and also to predict the 

future (Cooper and Schindler, 2003). Qualitative research methods focus on providing a 

complete picture of the situation with the aim of increasing the understanding of social processes 

and interrelations. It is defined as a research to explore and understand the opinions and strive for 

in-depth understanding of different kind of findings in library research (Cooper and Schindler, 

2003). 

In order to acquire a good insight about the research problem and questions we did a 

library research about Pricing literature as well as personal interviews with Iranian expert to 

identify different variables and shape a comprehensive theoretical framework, so the research 

approach in first stage is qualitative. Secondly, in order to examine the relationship between 

research variables in the model we used statistical analysis based on data collected in a survey.   

On the other hand, according to Saunders et al (2000), the approach to a research can 

either be deductive or inductive. They explain that deductive approach deals with the 

development of a theory and hypotheses by designing a research strategy to test it. However, the 

inductive approach will use data collected to develop theory based on the analysis of that data. 

As far as this study is concerned, the deductive approach was chosen since the research is based 

on existing literature review. Theories were compared with the empirical findings before finally 

conclusions are made. 

3-3- Research purpose  

According to Yin (1994) and Zikmund (2000), research can be used for three purposes. 

These are exploratory, descriptive and explanatory.  

Exploratory studies are a valuable means of finding out what is happening; to seek new 

insights; to ask questions and to assess phenomenon in a new light (Saunders et al., 2000). 

Robson (1993) explained that an exploratory study is a particularly useful approach if one wishes 

to clarify the understanding of a problem. The advantage of exploratory research is that it has 

great flexibility and is adaptable to change. The flexibility inherent in exploratory research does 

not mean absence of direction. 
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Descriptive research is described within problem areas where there already exists plenty 

of literature and the aim is to study events that have occurred or happening in present time. The 

aim of descriptive research is to describe characteristics of a population or phenomenon. It seeks 

to determine the answers to who, what, when, where and how questions (Zikmund, 2000). 

According to Robson (1993) the object of descriptive research is to portray an accurate profile of 

persons, events or situations. Usually it is taken as an extension of or a forerunner to a piece of 

exploratory research (Robson, 1993). Zikmund (2000) noted that accuracy is of immense 

importance in descriptive research. Though admitted errors cannot be eliminated completely, a 

good research strives for descriptive precision. It is usually taken based on some previous 

knowledge and understanding of the nature of the research problem. 

Explanatory research aims at establishing causal relationship variables. The emphasis 

here is on studying a situation or a problem in order to explain the relationships between 

variables (Saunders et al, 2000). Usually, exploratory and descriptive research precedes this kind 

of research and according to Zikmund (2000) the research must be knowledgeable about the 

research subject.  

The research purpose in this study has been assessed as both descriptive and exploratory. 

The study is descriptive because intentionally we relied on variables and patterns drawn from the 

theory and stated in the frame of reference. The study was not empirical research but exploratory 

in its nature by adopting a case study approach. 

3-4- Research strategy 

According to Yin (1994), there are five primary research strategies in social sciences: 

experiments, surveys, archival analysis, histories and case studies. He claims that each strategy 

has certain advantages and disadvantages, which are determined by three conditions. These 

conditions are: 

 The type of research question posed 

 The extend of control an investigator has over the actual behavioral events 

 The degree of focus on contemporary as opposed to historical events 
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There is no need to control behavioral events in this research which experiment strategy 

emphasizes, this rules out experiment as a research strategy. The proposed research will be 

focusing on contemporary issues so historical cannot be an appropriate option. Since the aim of 

this research is to investigate the relationship of some variables and to test some predefined 

hypothesizes among a great number of businesses, case study seems to be appropriate choice. 

Survey is advantageous when the research goal is to estimate about some outcomes, so we select 

survey as this research strategy.  

3-5- Research process 

The research process is shown in Error! Reference source not found.5.   

 

 

 

 

 

 

 

 

 

 

Literature review  

Design, distribution, and collection of the 

Designing a conceptual research model 

Study of reliability and validity of the 

Data collection 

Data analysis

Conclusion and suggestions 

Expert interviews to approve the model 

Expert interviews to interpret research 

Research proposal preparation

Figure 4: research process
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3-6- Research design 

“Research design is the plan and structure of investigation so conceived as to obtain 

answers to reach questions. The plan is the overall scheme or program of the research. It includes 

an outline of what the investigator will do from writing hypotheses and their operational 

implications to the final analysis of data. A research design expresses both the structure of the 

research problem and the plan of investigation used to obtain empirical evidence on relations of 

the problem”. (Cooper & Schindler, 2003) In fact, the choice of research design must be 

appropriate to the subject under investigation. “A good research design will ensure that the 

information collected will be consistent with the objectives of the study and that the procedures 

regarding data collection is accurate and efficient.” Cooper & Schindler, 2003) 

3-6-1-  Research variables   

Distinction of variables is necessary in a research to reach to the response to a research 

question or hypothetical tests. Two types of variables have been taken into account in the present 

research: 

 Independent Variable: is a specialty from physical and social environment that is 

accepted after the selection, interference or modification by a quantitative researcher 

so that its impact may be observed on other variables (dependent variable). 

 Dependent variable: is a variable in which changes occur under the impact of 

independent variable (Cooper & Schindler, 2003).  

In this research, Reputation Testability, Commitment Incentive, Availability and Price 

Sensitivity are independent variables and Differentiation Premium and Market Premium Price 

are dependents variables. 
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3-6-2- Methods and resources of data collection 

3-5-2-1- Selection Process of the Subject Hotel X 

The subject hotel Esteghlal, a property of a well-known Parsian hotel chain, was selected 

to illustrate the application of the multi-stage synthetic hotel room pricing model. The primary 

reasons for selecting the subject hotel Esteghlal were that the marketing manager showed a 

strong intention to cooperate with this pricing procedure. The hotel’s room demand is primarily 

generated from business travelers, followed by meeting and group travelers, and individual 

leisure travelers in its market share. The hotel Esteghlal is positioned in the international 

business travelers’ market as a competitive brand. To develop the average competitor’s price, 

marketing and room managers should identify the primary competitors of Hotel Esteghlal. 

With the view that the present research is application and exploratory in nature, the 

following methods have been applied during the data collections: 

Library method: To collect the information related to research literature and background 

(Secondary Data), the library method was applied. In this stage, more than 40 articles dealing 

with Pricing were collected, in which most of them were found through Internet especially, 

Emerald Insight, Business Source Elite (Ebsco), Science Direct, Global insight and Social 

Sciences Citation Index databases.  

 Expert interviews: personal interviews were used to examine two measurement 

models build in this research followed up by a questionnaire to approve the 

comprehensiveness and understandability of the model.  

 Questionnaire: a questionnaire containing 16 questions was developed and used to 

collect the required data during a survey of hotel Esteghlal and hotel Homa 

customers. 

To distribute my questionnaires I negotiated with Hotel Esteghlal and Hotel Homa executive 

managers so the check in desk distribute my questionnaires to gusts in arrival time and they get 

back them in leave time. 
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3-7- Measurement tool and research variables  

Here I will describe each stage in the application. I will say that how I will do each of the 

stage with which variables and with which variables. 

Stage 1: 

For this stage I decide to choose Tehran as my target market. Also I decide to work on 

luxury hotels of Tehran. I negotiated with the head of Parsian Hotel Chain (Esteghlal, Azadi, 

Evin, Kousar Esfahan, Kazar and...), Hotel Homa (Ex Sheraton) manager, Hotel Kosar (Ex 

Intercontinental) and Hotel Esteghlal (Ex Hilton) managers. So I decide to work on the pricing 

Strategy of Hotel Esteghlal as my case. Also I need to study market situations to find main 

competitor of hotel Esteghlal. Hotel Esteghlal is the most famous five star hotels I Tehran that it 

has luxury customers. One of its competitors in this segmentation of market is hotel Azadi that it 

was in the reconstruction during m research, also both of Esteghlal and Azadi hotels are belong 

to a same chain that is Parsain hotels chain, so I didn’t choose hotel Azadi as a competitor. In 

other hand hotel Homa (ex Shrayeton) is another five Star hotel in Tehran that I choose it as a 

competitor of hotel Esteghlal for my study. I calculate the average price of hotel Homa to use it 

as ACP (average competitor price) 

Stage 2: 

The second stage is to develop a cost-based price (CBP). To derive a hotel room rate, a 

hotel marketer needs to determine a proper cost basis by adding variable and fixed costs per 

room per day. CBP is formulated as follows: 

CBP = VC + FC + PG, where VC is equal to variable costs per room per day, as FC is 

equal to fixed costs per room per day. PG is the profit goal per room per day. 

I interviews with financial and administration managers of Esteghlal hotel, they 

mentioned that their details of costs are secrets and should not published, So we calculate their 

costs and we find that 50% of their current price per room per day will cover all the costs. So we 

can declare that their cost based price is equal to 50% of their price. 
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Stage3: 

This stage is to develop a hotel’s market premium price (MPP) based on consumer 

surveys. MPP represents a competition-oriented price approach. The hotel differentiation 

premium (DP) comes from four factors: 

Availability premium (AP) 

Reputation testability premium (RTp) 

Commitment incentive premium (CIp) 

Price sensitivity premium (PSp) 

Upon evaluation of each of the four factors, scores are summed and divided by four to 

calculate the differentiation premium of a hotel, which could be superior or inferior to the 

competitor. To calculate each of these four factors in the Kims indicates about four questions that 

I should choose my hotels to collect my data by this questionnaire. So I use this questionnaire 

that mentioned in my key article and I prepare it in two languages Persian and English. 

A total of 16 items were derived to measure the attributes affecting hotel DP. 

The 17 measurement items were developed partly from a previous study by Tung et al. 

(1997) and Kim et al. (2004) and mostly from a focus group interview. All items were rated on a 

5-point, Likert-type scale ranging from 1 (extremely poor) to 9 (extremely good). 

For the factor of Availability we can mentioned that The inability to inventory services 

causes consumers’ expected waiting times for a service to become a direct function of capacity 

(Pangburn et al, 2008) but how much this waiting to be shorter it will caused better 

differentiation premium and higher market premium price. 

I interviewed with 3 Hotel managers about my questionnaire to adjust it with the market 

of Iran and to translate my questionnaire more convenient in order to Persian costumers can 

easily understand and answer the questionnaire. 
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Each four factor of differentiation premium has about 4 questions in my questionnaire. I 

collected my data from Esteghlal hotel as my case and Homa hotel as the competitor of Esteghlal 

hotel customers.  

Out of 500 questionnaires, a total of 344 (68.8%) questionnaires were returned... Of those 

collected questionnaires, 36 questionnaires were excluded because they had not been fully 

completed. After elimination, 308 questionnaires were coded and analyzed for the empirical 

investigation with an effective response rate of 61.6%. 

To determine the differences between mean scores of Hotel Esteghlal and hotel Homa as 

its competitor, factor analysis, one-way analysis of variance (ANOVA), and the Scheffé post-hoc 

tests were utilized. When the results of the ANOVA test were statistically significant, the Scheffé 

post-hoc test was conducted to determine where the differences existed between means of the 

four groups. 

Once the differentiation premium (DP) has been calculated, the market premium price 

(MPP) can be derived through the following formula: 

MPP = (1 + DP) × ACP 

Where MPP is equal to market premium price, as DP is equal to differentiation premium. 

ACP is the average competitor’s price.   

Stage 4: 

The fourth stage is to compare market premium pricing (MPP) and cost-based pricing 

(CBP). If MPP is greater than or equal to CBP, MPP is selected as a hotel price (HP) and then 

moves to the next step for the adjustment of price standard limits (SL). However, if MPP is less 

than CBP, a hotel revenue manager has two options. One is to take MPP as a selected hotel price 

because MPP reflects the market competition and a hotel may sacrifice short-term profitability 

for long term guest loyalty. The other choice is to improve a hotel’s service differentiation 

premium (DP) to achieve the desired profit goal. Improvement efforts in MPP may have an 

impact on CBP. Improvement efforts of the differentiation premium may result in the increase of 



40 

 

CBP, which brings from stage 4 back to stage 2. If improvement efforts do not increase 

additional costs, then the pricing cycle will go back to stage 3 without returning to stage 2. 

Therefore, this model could be regarded as the dynamic pricing model. The differentiation 

premium may be increased by improving overall service quality, service customization, brand 

reputation, and establishing a guest loyalty program. Hotel marketers should make their best 

effort to ensure that the differentiation premium may be improved by maximizing the usage level 

of existing human and financial resources and minimizing additional costs.  

Stage 5: 

After a hotel room price is selected, hotel marketers should make sure if the price falls 

within a range of the standard limit (SL). In general, a price floor represents the lowest price that 

covers the cost of providing the service, which includes all variable costs. Conversely, the 

highest price within the range is price ceiling. It is the maximum price that reflects the highest 

level consumers are willing to pay for the service. If the selected hotel price does not fall within 

standard pricing limits, the hotel price will be replaced by either the floor price when the hotel 

price is lower than the floor price or the ceiling price when the hotel price is higher than the 

ceiling price. The hotel price after standard limit adjustment is formulated as follows: 

HPSL = f (HP, SL-floor price, SL-ceiling price), where HPSL is equal to the hotel price 

after adjusted by standard limits and SL is equal to governmental or industrial standard limits. 

Stage 6 and 7: 

Different tools of discriminatory pricing are introduced in stage 6 and 7. Depending on 

the discretion of a hospitality organization, stage 6 rather than stage 7 could be implemented, or 

final stage 7 could be adopted instead of stage 6. In the sixth stage, HPSL is modified by a 

discriminatory (tiered) pricing based on yield management strategies. HPSL is modified by 

negotiations with hotel guests. A fenced rate system is applied in this stage. Fenced rates are 

logical rules or restrictions that allow hotel guests a series of options and their rates are 

determined by which options they select. So as I mentioned these stages depend on management 

and it is not purpose of this research. 
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Measurement tools are means, which the researcher applies to collect and record the 

needed information during the course of research. Some of these tools are questionnaire, 

observation and interview. 

Questionnaire is a collection of written queries, which is arranged putting all the essential 

variables for the research and can be completed by respondents in presence, in absentia, directly 

or indirectly. 

Measurement scales are the units that are applied to test the qualities in the information 

collection tools. These are nominal, ordinal interval and ratio scales. 

This research has used the questionnaire tool to collect the information related to the 

measure four differentiation factors that is Reputation testability, Commitment Incentive, 

Availability and Price sensitivity for each hotel Esteghlal and hotel Homa. Table 3 shows the 

general characteristics of the questionnaires and Table 4 shows the research variables and related 

questions. 

  

Table 3: Sections of measurement tool (questionnaire) 

# Construct Scale form of answer 

specifications of 

respondents 

Sex Nominal Multi-answer 

Education Nominal Multi-answer 

 َ◌Average accommodation Ordin 1-4 
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Table 4: research variables and related questions 

Construct 
Related 

questions 

Scale 
Form of 

answer 

1 Reputation Testability 5 Ordinal Likert 

2 Commitment 3 Ordinal Likert 

3 Availability 5 Ordinal Likert 

4 Price sensitivity 3 Ordinal Likert 

 

3-7-1- Reliability of measurement tool 

Reliability or external validity means that if the test is repeated under similar condition, 

to what extent the findings are similar and reliable. To compute the reliability, different methods 

are applied such as retest method, parallel (equivalence) method, split-half method, Richardson 

method and, Cronbach alpha coefficient method. 

Cronbach alpha method is applied for calculating internal harmony of measurement tool 

e.g. questionnaire or tests which measure different characteristics. For the Cronbach alpha 

coefficient calculation, initially variance number of each sub-collection of question and total 

variance are computed and then by using the following formula the alpha coefficient is 

calculated. 

)1)(
1

(
2

2

S

S

j

j j


  

In this formula, α is test validity estimation; j is number of test questions;  2
js   is sub-

collection variance of j, and 2s  is total test variance (Sarmad, et al. 2001:166-170). A tool that 

has alpha Cronbach more than the minimum quantity level which suggested through Nunnally 

(0.7) is considered reasonable from reliability aspect (Jamal & Naser, 2002:154). 
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To assess the reliability of the questionnaire during this research, alpha Cronbach was 

used. Result from the analysis of questionnaire reliability by using SPSS software for the 

foremost 70 samples questionnaire is 86%, which is more than the minimum level (70%). The 

test result for the questions related to hotel Esteghlal customers is 84% and for the questions 

related to hotel Homa customers is 81%.  

3-7-1- Content Validity of measurement tool 

Concept of validity or internal validity response to how precisely the questions measure 

corresponding components. To determine the validity of questionnaires, various methods are 

available; one of them is content validity methods. 

Content validity method is used to study the formation ingredients of a measurement tool. 

This method usually is determined by experts in the proposed study subject. Content validity in 

the questionnaire of the current research was approved with the help of research advisor and 

supervisor and some professionals, thus enjoys necessary validity. 

3-7-2- Factor validity of questionnaire 

Factor validity is a kind of Construct validity that is acquired through factor analysis. 

Factor analysis is a statistical art that is applied extensively in humanities. In deed, use of this 

analysis is essential and necessary in the offshoots that are used in the tests and questionnaires 

(Cooper & Schindler, 2003).  

The use of factor analysis distinguishes whether or not the questionnaire tests the 

proposed characteristics. In this analysis, questions that are planned to assess a particular 

character; must possess the joint factorial load.  

3-6-2-1- Execution stages of factor analysis 

The following basic steps are needed to execute a factor analysis: 
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 Preparation of a correlation matrix from the total proposed variables in analysis and 

estimation of commonality 

 Factors extraction 

 Selection and rotation of factors for simple construction as well as comprehensive 

factor structure 

 Commentary of the results. 

3-6-2-2- Results of factor analysis 

Factor analysis of questions related to Esteghlal hotel data 

16 questions have been designed that factor analysis the following results were acquired: 

 

 

Table 5: KMO and Bartlett’s Test 

Kaiser-Meyer-Olkin Measure of Sampling 
Adequacy. .830 

Bartlett's Test of 
Sphericity 

Approx. Chi-Square 817.409 
Df 120 

Sig. .000 

Sufficiency and suitability test of data KMO for the execution of factor analysis for the 

Esteghlal hotel shows that data set were good enough for factor analysis because the measure of 

sample adequacy is bigger than 0.6 (0.830). Similarly, number of significant Bartlett test is equal 

to 0.00 and is smaller than significant level of 0.05 that indicates correlation matrix possesses 

significant information. 

Furthermore, Communality table, which shows the suitability of the ratio of questions 

communality, is bigger than 0.50 for all the questions is the indicator of suitability of the 

questions. As Table 6 shows, the proposed questions cover and explain 81.488 of variance, that 

in reality indicates the validity of questions. 
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Table 6: Questions communality of Esteghlal hotel data 

Component % of Variance Cumulative % 
1   22.464   22.464 
2 18.326 40.79 
3 22.210 63
4   18.488 81.488 

 

Factor analysis of questions related to Hotel Esteghlal data  

Table 7: KMO and Bartlett’s Test 

Kaiser-Meyer-Olkin Measure of Sampling 
Adequacy. .71 

Bartlett's Test of 
Sphericity 

Approx. Chi-Square 729.230 
Df 114 

Sig. .000 

Sufficiency and suitability test of data KMO for the execution of factor analysis for the 

hotel Homa shows that data set were suitable to execute factor analysis because the acquired 

number is bigger than 0.6 (0.71). Similarly, number of significant Bartlett test is equal to 0.00 

and is smaller than significant level of 0.05 that indicates correlation matrix possesses significant 

information. 

Furthermore, Communality table, which shows the suitability of the ratio of questions 

communality, is bigger than 0.50 that is indicator of suitability of the questions. The proposed 

questions cover and explain nearly 65% variance of 4 factors that in reality indicates the validity 

of questions. 

Table 8: Questions communality of Homa hotel data 

Component % of Variance Cumulative % 
1   17.324   17.324 
2 18.482 35.806 
3 19.214 55.020
4   19.469 74.489 



46 

 

3-8- Statistical method utilized in the research 

3-8-1-  Student t-test  

Distribution (t) was developed with the name “students” in the year 1908 by V.S.Gost. 

This test now is usually known as “student test”. This can also be used for the hypothetical test 

that considers the social mean as equal, bigger or smaller than a particular number, as well as, it 

also apply in the test related to average comparison of two society. Four-fold stages of statistical 

test for x  are below:  

1. Determining the Test Hypotheses 

Statistical hypotheses for the population mean, relinquishing the research hypothesis, 

would have one of the following definitions.  
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 2. Statistical Calculation of Test 

X   Based on the estimate condition would have one of the distributions of Z or t. Now 

on the basis of each of the estimate condition x , test statistic is defined as follows: 

When, the sample is selected from the normal population with the known standard 

deviation, distributions relinquish from the volume and as a result test statistic would be Z that is 

defined as: 

X

X
z


0

  

Whenever, sample is selected from the normal population with unknown standard 

deviation, sampling distribution X   will be determined on the basis of the following sample 

volume: 
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2.1. If the sample size is small (n<30), distribution X enjoys from t-student and test 

statistics is thus: 

X
S

X
t 0

 

2.2. In the case the sample size is big (n>30) then distribution X  on then basis of the 

central limit case will be thus: 

In these circumstances, on the basis of defined relations of Z and t, the following relation 

can be used, as well: 

X
S

X
z 0

   

3. Determining Critical value 

In this stage, after determining   quantity (significance level) and confidence level, 

researcher will distinguished own test from the point of view of one-tailed and two-tailed. 

Although, the kind of test is defined on the basis of the first stage situation but, to determine the 

critical value (H0 and H1 boundaries) it takes place on the basis of   and type of statistic test. 

 4. Decision Making 

In this stage, quantity of the calculated statistical test is compared with critical value of 

third stage. If the test statistics is placed in the H0 zone, hypothesis H0 will be accepted 100 

percent at the confidence level (1-  ). Other than this, sample data not presented firmness on 

acceptance H0 and will be rejected. In the decision making by data accumulated from the 

analysis through computer software, if the significance statistical level will be smaller than the 

error level (a), hypothesis H0 will be rejected at the mentioned confidence level. 
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3-8-2- Friedman variance analysis test 

Friedman test is a grading test for the k related sample. This data from compound 

collection has formed from k observation for a sample with N elements. These data come from 

various experiments. 

Parametric test with this variance analysis method is for the classifications of data that are 

acquired more than twice during those observations of each groups and individual. Everywhere, 

a reason exists for these beliefs that hypothesize bases of variance analysis are not evaluated 

through data, Friedman grading test method can be suitable. Stages of this test are as follows: 

1. Determining Test Hypotheses 

H0: Grade of different level of one variable is equal together.   

H1: At least grade of one pair from different level of a variable is diverse 

2. Calculation of Statistical Test 

First it is given a grade to every group and then the grades are added together. As long as 

these numbers are diverse from each other significantly, the hypothesis that they are from one 

population may be rejected. 

If N is assumed as row and k as column, distribution 0 including the attention of k is in 

the row. These numbers would be assumed as the same probable. With due attention to row n 

presented, numbers are also probably from the grade N (K!). Each of these presentations can be 

calculated by statistical indicator S: 

 
K

j RRS 2)(
 

In this formula Rj is total of grades for column I, R is mean of total grade and S is sum of 

squares of total grade to mean's sum of grades. If the samples are from one population, it is 

expected that Rjes are equal and value of S also is small. At theoretical level for every N and R, a 
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frequency distribution can be arranged on the basis of N (K!). This distribution can be utilized 

for the evaluation of special value of S. As much as the probability related to special value of S is 

small, null hypothesis (H0) will be rejected and for the less value of K and N, the exact 

distributions of S are distinguished. For the values that are out of the S table values, it is common 

to use from the statistical indicator (that is a function of S). This statistical indicator comes from 

the following formula: 

)1(

122




KNK

S
X r   

This statistical indicator possesses a definition from the Chi-square distribution along 

with K-1 degree of freedom, with attention to N. However, quantity of N must be equal to K 3, 

and will be in minimum 5.  

3. Decision making 

If the calculated significant level is bigger than α, then H0 will be accepted and if it is 

smaller then α, then H0 will be rejected (George Fergusson and Yushia Takaneh, 1999:540-543). 

3-8-3- One-way analysis of variance 

In order to test the differences between mean of various groups (more than two groups) 

variance analysis is used. This method is established on the analysis of the identified and 

unidentified factors that explain the rate of scattered data. In other words, since we may have few 

groups, we must know that whether the mean of these populations are similar or there exists any 

significant differences between them. 

Idea of one-way analysis of variance is based on the exhibition of total scattered ratio of a 

statistical collection. Total scattered or collection variance of data can be divided into two 

sources: 

Dispersion between groups or dispersion that is explained through independent variable 
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 Dispersion within a group or dispersion that cannot be explained and the changes is 

found resulting from measurement, which in a simple term is named as the remaining. The stages 

of this test are below: 

1. Determining Test Hypothesis 

This hypothesis can be defined in the following way: 

k  ...: 210  

H1: At least two of the means are unequal  

2. Calculation of Statistical Test 

To test the hypothesis of equality mean of groups against inequality mean of group, first  

Table 9 will be formed that is famous as the analysis of variance table. On the basis of 

this, dispersion between groups or sum of squares and dispersion within groups or error's sum of 

squares are compared with the help of test.  

 

Table 9: Analysis of variance table 

F 
Mean of 
Squares 

Degree of 
freedom 

Sum of Squares 
Dispersion 

Source 

MSE

MSR
 

1


K

SSR
MSR  

K-1 SSR Between Groups 

 

)1( 


nK

SSE
MSE  

K(n-1) SSE Within Groups 

  Kn-1 SST Total 

 

 In the above table: 
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Where jiX
 is: the jth observation in the ith group and X mean of the overall observation. 

It must be kept in mind that if we divide total sum of squares on K (n-1), the total variance will 

be acquired. If X  indicates mean of the ith group for ki ,..,2,1  then we can write the below 

formula that will form a fundamental for one factor variance analysis. 
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Thus, in the above formula it is observed that the first part is a scale of the dispersion 

between groups mean and the second part is the dispersion within the groups. So, it can be 

written thus: 

SST=SSR+SSE   

3. Decision Making 

After forming the variance analysis table, F calculated quantity with F table quantity must 

be compared with (K-1) and K (n-1) at the significant level of 0.05. If the F calculated quantity is 

bigger than F table quantity, Null hypothesis (H0) or equity of groups mean will be rejected. It 

means that groups mean have difference with each other. At the same time, if the F calculated 

quantity is smaller than F table quantity, Null hypothesis (H0) will be accepted; it means that 

groups mean do not have difference with each other. 

In the decision making by data acquired from the analysis via computer software, if the 

significant statistical level will be smaller than the error level (a), hypothesis H0 will be rejected 

at the mentioned confidence level. 
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3-8-4- Post Hoc Comparisons 

Post Hoc comparison is utilized at the time when in the variance analysis, Null 

hypothesis (Ho) is rejected and alternative hypothesis (H1) is accepted; it means at least mean of 

two groups (population) must have differences. LSD, HSD and Scheffe are statistical method 

which used to compare the means of population together. We used Schefffe method in this 

research.  

3-9- Conclusion 

In this chapter we discussed about the methodology of research we defined the statistical 

tools that we used in this research such as T Test, ANOVA and Post Hoc comparison, also we 

mentioned to reliability and validity of questionnaires.  
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4- Chapter 4- Data Analysis 

4-1- Introduction 

Data analysis enjoys especial importance for all kinds of researched to review the 

accuracy of hypotheses. Today, in most of researches that are based on the accumulation of 

information on the proposed subjects, information analysis is considered as the most important 

parts of the research. The crude data is analyzed through statistical technique and after 

incorporating with qualitative analysis are placed to the jurisdiction of any users. 

To analyze the collected data, first descriptive statistics is used to examine the 

demographical variables including specifications of respondents and their corresponding 

organization. Then inferential statistics is prepared, in which the researcher took into test the 

relationships and differences between variables and after that I will calculate the differentiation 

premium of hotel Esteghlal and market premium price. 

One Sample T-test, Friedman Analysis of Variance, Two Independent Sample T-test, 

one-way ANOVA and Post Hoc comparison are used respectively in order to shed light on 

different aspects of the research problem and to enrich our analysis.  
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4-2-  Descriptive statistics 

In this section of the statistical analysis we will describe the sample statistical description 

with regard to the specifications of the respondents.  

4-2-1- Respondents of Esteghlal hotel Based on Gender 

As the Figure 67 shows 54% of respondents are male and 46% of respondents are female. 

46%

54% Male

Female

 

Figure 6: respondents of Esteghlal based on gender 

4-2-2- Respondents of Esteghlal hotel Based on Nationality 

As figure 8 shows 57% of respondents of Esteghlal hotel are foreigner and 43% of them Iranian. 

43%

57% Persian

Foreigner

 

Figure 7: respondents of Esteghlal based on nationality 
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4-2-3- Respondents of Esteghlal Hotel Based on Education 

As figure 9 shows bachelor respondents have the highest frequency that is 39%. 

Diploma Bachelor Master PhD

Esteghlal 18% 39% 26% 17%

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

 

Figure 8: respondents of Esteghlal based on education 

4-2-4- Respondents of Esteghlal Hotel Based on Accommodation 

Duration 

In figure 10 you cans see the frequency of respondents based on their average 

accommodation duration in hotel Esteghal in a year. 

33%

33%

25%

9%

less tha 10 

10_20

20_30

more than 30

 

Figure 9: respondents of Esteghlal based on accommodation duration 
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4-2-5- Respondents of Homa hotel Based on Gender  

As figure shows most of the respondents are (52%) female. 

48%

52%
Male

Female

 

Figure 10: respondents of Homa based on gender 

4-2-6- Respondents of Homa hotel Based on Nationality 

Figure 11 shows that about 53% of respondents were foreigner and 47% of them were 

Iranian. 

47%

53% Persian

Foreigner

 

Figure 11: respondents of Homa based on nationality 
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4-2-7- Respondents of Homa hotel Based on Education 

Diploma Bachelor Master PhD

Homa 16% 40% 30% 14%
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Figure 12: respondents of Homa based on education 

4-2-8- Respondents of Homa hotel Based on Accommodation duration 

The figure 14 shows the frequency of respondents of hotel Homa based on their average 

of accommodation duration in Homa hotel in a year. 

34%

35%

23%
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10_20

20_30

more than 30

 

Figure 13: respondents of Homa based on accommodation duration 
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4-3- Inferential Analysis of Esteghlal hotel 

In this section of the research, we are going to evaluate the current status of each 

Esteghlal hotel data. 

Table 10: mean and frequency of Esteghlal hotel four factors 

Statistics

162 162 162 162

0 0 0 0

3.0713 2.9012 2.8938 2.5247

.06127 .06817 .05588 .07004

.77987 .86763 .71126 .89149

-.143 -.012 .092 -.142

.191 .191 .191 .191

-.021 -.624 -.210 -.752

.379 .379 .379 .379

Valid

Missing

N

Mean

Std. Error of Mean

Std. Deviation

Skewness

Std. Error of Skewness

Kurtosis

Std. Error of Kurtosis

Reputation
Commitment

Incentive Availability
Price

Sensivity

 

As you can see in table 10 and figure 15 Hotel Esteghlal has better Reputation Testability 

and its customers are not so Price Sensitive. 

1

1.5

2

2.5

3

3.5

4
Reputation Testability

Commitment 
Incentive

Availability

Price Sensitivity

 

Figure 14: DP four factors hotel Esteghlal 
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4-3-1- Friedman Analysis of Variance Test 

Now the fundamental question is whether these ranking will be fitness or not. To respond 

this question, a statistical test necessarily carried out. Friedman Test is used during the course of 

the research to test following hypothesis:  

H0: There isn't a significant difference between key elements. 

H1: There is a significant difference between key elements.    

Table 11 shows that significant level of related test is 0.00, which means Null hypothesis 

(H0) is rejected at 0.05 and even 0.01 level, and thus, it can be said that there is significant 

difference between Differentiation Premium key elements 

Table 11: Test Statistics 

Test Statisticsa

162

26.771

3

.000

N

Chi-Square

df

Asymp. Sig.

Friedman Testa. 

 

The respective importance of each element has been shown in table 12. Reputation has 

been taken the most importance and Price Sensitivity the least So it is interesting that the 

customer of Esteghlal Hotel are not so Sensitive and it is opportunity for hotel managers to 

increase other elements of differentiation premium. 
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Table 12: mean ranks 

Ranks

2.78

2.59

2.54

2.09

Reputation

Commitment Incentive

Availability

Price Sensivity

Mean Rank

 

Figure 12 show the radar chart of four factors of differentiation Premium by their mean 

ranks. 
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Figure 15: mean rank of four factors of DP 
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4-3-2- Differences based on Gender 

Table 13: group statistics base on gender 

Group Statistics

74 3.0453 .74163 .08621

86 3.0860 .81719 .08812

74 2.9077 .82997 .09648

86 2.8779 .90548 .09764

74 2.8399 .67980 .07902

86 2.9308 .73108 .07883

74 2.4189 .82772 .09622

86 2.6318 .93729 .10107

GenderP
Male

Female

Male

Female

Male

Female

Male

Female

Reputation

Commitment Incentive

Availability

Price Sensitivity

N Mean Std. Deviation
Std. Error

Mean

 

a) Design of null and alternative hypothesis 

Table 14: null and alternative hypothesis of difference based on gender 

210 :  H  No significant difference between Reputation of 

Esteghlal Hotel with different Gender 

No significant difference between Commitment 

Incentive of Esteghlal Hotel with different Gender 

No significant difference between Availability of 

Esteghlal Hotel with different Gender 

No significant difference between Price Sensitivity of 

Esteghlal Hotel with different Gender 

211 :  H  significant difference between Reputation of 

Esteghlal Hotel with different Gender 

significant difference between Commitment Incentive 

of Esteghlal Hotel with different Gender 

significant difference between Availability of 

Esteghlal Hotel with different Gender 

significant difference between Price Sensitivity of 

Esteghlal Hotel with different Gender 
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The question is whether the differences among four dimensions of differentiation 

premium and different Gender are significant or not. In order to reply to this question a T-Test is 

made and the result is shown below.  

b) T-Test Results 

Table 15: Independent sample test of difference based on gender 

Independent Samples Test

2.400 .123 -.328 158 .743 -.04078 .12418 -.28605 .20450

-.331 157.537 .741 -.04078 .12328 -.28427 .20272

1.528 .218 .215 158 .830 .02975 .13817 -.24315 .30265

.217 157.351 .829 .02975 .13727 -.24137 .30087

.128 .721 -.810 158 .419 -.09095 .11224 -.31263 .13073

-.815 157.030 .416 -.09095 .11162 -.31143 .12953

2.063 .153 -1.511 158 .133 -.21286 .14086 -.49107 .06534

-1.525 157.886 .129 -.21286 .13955 -.48848 .06276

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Reputation

Commitment Incen

Availability

Price Sensitivity

F Sig.

Levene's Test for
Equality of Variances

t df Sig. (2-tailed)
Mean

Difference
Std. Error
Difference Lower Upper

95% Confidence
Interval of the

Difference

t-test for Equality of Means

 

Table 15 shows the result of independent samples T-Test which test the 1H (the means of 

four populations are not equal) for Reputation, Commitment Incentive, Availability and Price 

Sensitivity, significant levels are more than 0.05, and 1H  hypothesis is rejected.  
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4-3-3- Differences based on Nationality 

Table 16: group statistic of Esteghlal based on nationality 

Group Statistics

69 2.9797 .63999 .07705

93 3.1392 .86640 .08984

69 2.7754 .84590 .10183

93 2.9946 .87623 .09086

69 2.9906 .70821 .08526

93 2.8220 .70878 .07350

69 2.6957 .87958 .10589

93 2.3978 .88364 .09163

natio
persian

forigner

persian

forigner

persian

forigner

persian

forigner

Reputation

Commitment Incentive

Availability

Price Sensivity

N Mean Std. Deviation
Std. Error

Mean

 

a) Design of null and alternative hypothesis 

Table 17: null and alternative hypothesis of Esteghlal based on nationality on nationality 

210 :  H  No significant difference between Reputation of 

Esteghlal Hotel with different Nationalities 

No significant difference between Commitment 

Incentive of Esteghlal Hotel with different Nationalities 

No significant difference between Availability of 

Esteghlal Hotel with different Nationalities 

No significant difference between Price Sensitivity of 

Esteghlal Hotel with different Nationalities 

211 :  H  significant difference between Reputation of 

Esteghlal Hotel with different Nationalities 

significant difference between Commitment Incentive 

of Esteghlal Hotel with different Nationalities 

significant difference between Availability of 

Esteghlal Hotel with different Nationalities 

significant difference between Price Sensitivity of 

Esteghlal Hotel with different Nationalities 



65 

 

The question is whether the differences among four dimensions of differentiation 

premium and different Nationality are significant or not. In order to reply to this question  T-Test 

is made and the result is shown below.  

b) T-Test Results 

Table 18: Independent test of Esteghlal based on difference of nationality 

Independent Samples Test

10.452 .001 -1.290 160 .199 -.15954 .12366 -.40375 .08467

-1.348 159.999 .180 -.15954 .11835 -.39327 .07420

.005 .943 -1.598 160 .112 -.21926 .13720 -.49021 .05169

-1.607 149.387 .110 -.21926 .13648 -.48894 .05041

.227 .634 1.497 160 .136 .16854 .11258 -.05379 .39087

1.497 146.726 .136 .16854 .11256 -.05392 .39099

.240 .625 2.125 160 .035 .29780 .14013 .02107 .57454

2.127 147.031 .035 .29780 .14003 .02107 .57453

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Reputation

Commitment Incent

Availability

Price Sensitivity

F Sig.

Levene's Test for
Equality of Variances

t df Sig. (2-tailed)
Mean

Difference
Std. Error
Difference Lower Upper

95% Confidence
Interval of the

Difference

t-test for Equality of Means

 

Table 18 shows the result of Independent samples test which test the 1H (the means of 

four populations are not equal) for Reputation, Commitment Incentive and Availability, 

significant levels are more than 0.05, and 1H  hypothesis is rejected.  

For Price Sensitivity significant level is less than 0.05 so 1H  hypothesizes are accepted. 

Consequently, the T-Test results depict that the means of Price Sensitivity with different 

nationalities are significantly different. It depict that Persian customers are significantly more 

price sensitive than foreigner customers.  
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4-3-4- Differences based on Education of Guests 

a) Design of null and alternative hypothesis 

Table 19: null and alternative hypothesis of difference based on education  

43210 :  H  No significant difference among means of Reputation 

with different education levels 

No significant difference among means of 

Commitment Incentive with different education levels 

No significant difference among means of Availability 

with different education levels 

No significant difference among means of Price 

Sensitivity and different education levels 

:1H All four means are 

not equal 

significant difference among means of Reputation 

with different education levels 

significant difference among means of Commitment 

Incentive with different education levels 

significant difference among Availability of Esteghlal 

Hotel different education levels 

significant difference among Price Sensitivity of 

Esteghlal Hotel different education levels 

The question is whether the differences among four dimensions of differentiation 

premium and different education level are significant or not. In order to reply to this question an 

ANOVA test is made and the result is shown below.  

b) One-way ANOVA results 

Table 20 shows the result of one-way ANOVA which test the 1H (the means of four 

populations are not equal) for Reputation, Commitment Incentive and Price Sensitivity, 

significant levels are more than 0.05, and 1H  hypothesis is rejected.  

For Availability significant level is less than 0.05 so 1H  hypothesizes are accepted. 
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Consequently, the ANOVA results depict that the means of Availability with level of 

educations are significantly different.  

Table 20: ANOVAs result of difference based on education (Esteghlal) 

ANOVA

2.684 3 .895 1.480 .222

94.296 156 .604

96.980 159

2.209 3 .736 .975 .406

117.802 156 .755

120.011 159

4.238 3 1.413 2.928 .036

75.257 156 .482

79.495 159

.093 3 .031 .038 .990

126.396 156 .810

126.489 159

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Reputation

Commitment Incentive

Availability

Price Sensitivity

Sum of
Squares df Mean Square F Sig.

 

c) Post Hoc Test 

Using Post Hoc test, we dipped in the issues in order to find out which group of 

customers have bigger means in Availability as a differentiation premium dimension. The results 

of Post Hoc test is shown in the table 21 

Table 21: Post Hoc test for difference o education (Esteghlal) 

Availability

Scheffe
a,b

63 2.7690

27 2.8519 2.8519

47 2.8851 2.8851

23 3.2674

EducationP
Bachelor

Phd

Master

Diploma

N 1 2

Subset for alpha = .05

Means for groups in homogeneous subsets are displayed.

Uses Harmonic Mean Sample Size = 33.995.a. 

The group sizes are unequal. The harmonic mean
of the group sizes is used. Type I error levels are
not guaranteed.

b. 
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As table 21 shows that customers with high school diploma have a higher mean in 

availability deminsion in comperison those who have bachelore degree. 

4-3-5- Differences based on Accommodation Duration 

a) Design of null and alternative hypothesis 

Table 22: null and alternative test of differences based on accommodation duration (Esteghlal) 

43210 :  H  No significant difference among means of Reputation 

of Esteghlal Hotel and different Accommodation Durations 

No significant difference among means of 

Commitment Incentive of Esteghlal Hotel and different 

Accommodation Durations 

No significant difference among means of Availability 

of Esteghlal Hotel different Accommodation Durations 

No significant difference among Price Sensitivity of 

Esteghlal Hotel different Accommodation Durations. 

:1H All four means are 

not equal 

significant difference among means of Reputation of 

Esteghlal Hotel different Accommodation Durations 

significant difference among means of Commitment 

Incentive of Esteghlal Hotel different Accommodation 

Durations 

significant difference among means of Availability of 

Esteghlal Hotel different Accommodation Durations 

significant difference among means of Price 

Sensitivity and different Accommodation Durations 

The question is whether the differences among four dimensions of differentiation 

premium with different accommodation duration are significant or not. In order to reply to this 

question an ANOVA test is made and the result is shown below.  
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b) One-way ANOVA results 

Table 23 shows the result of one-way ANOVA which test the 1H (the means of four 

populations are not equal). Significant levels of Reputation, Availability, and Price Sensitivity 

are more than 0.05, and 1H  hypothesis are rejected.   

Significant level of Commitment Incentive is less than 0.05 so the 1H  hypothesis is accepted. 

Consequently, the ANOVA results depict that the means of commitment incentive with level 

of educations are significantly different.  

Table 23: ANOVA results of differences based on accommodation duration (Esteghlal) 

ANOVA

1.808 3 .603 1.105 .350

73.624 135 .545

75.432 138

6.686 3 2.229 3.210 .025

93.735 135 .694

100.421 138

1.200 3 .400 .796 .498

67.827 135 .502

69.026 138

4.871 3 1.624 2.084 .105

105.184 135 .779

110.054 138

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Reputation

Commitment Incentive

Availability

Price Sensitivity

Sum of
Squares df Mean Square F Sig.

 

c) Post Hoc Test 

Using Post Hoc test, we dip in the issues in order to find out which group of customers 

have bigger means in Commitment Incentive as a differentiation premium dimension. The results 

of Post Hoc test is shown in the table24 
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Table 24: Post Hoc test result for differences based on accommodation duration (Esteghlal) 

Commitment Incentive

Scheffe
a,b

45 2.5741

13 2.7949 2.7949

46 3.0435 3.0435

35 3.0619

Acomm
less than 10

more than 30

10-20

20-30

N 1 2

Subset for alpha = .05

Means for groups in homogeneous subsets are displayed.

Uses Harmonic Mean Sample Size = 33.995.a. 

The group sizes are unequal. The harmonic mean
of the group sizes is used. Type I error levels are
not guaranteed.

b. 

 

As table 24 shows that customers with 20-30 nights accommodation duration have a 

higher mean in Commitment Incentive deminsion in comoperison those who have less than 10 

nights accommodation duration. 

4-4- Inferential Analysis of Homa 

In this section of the research, we are going to evaluate the current status of each Homa 

hotel data. 

4-4-1- Friedman Analysis of Variance Test 

Now the fundamental question is whether these ranking will be fitness or not. To respond 

this question, a statistical test necessarily carried out. Friedman Test is used during the course of 

the research to test following hypothesis:  

H0: There isn't a significant difference between key elements. 

H1: There is a significant difference between key elements.    
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Table 25 shows that significant level of related test is 0.00, which means Null hypothesis 

(H0) is rejected at 0.05, and thus, it can be said that there is significant difference between 

Differentiation Premium key elements. 

Table 25: Test statistics for homa hotel 

Test Statisticsa

146

19.310

3

.037

N

Chi-Square

df

Asymp. Sig.

Friedman Testa. 

 

Table 26: descriptive statistics of hotel Homa 

Statistics

162 162 162 162

0 0 0 0

3.0713 2.9012 2.8938 2.5247

.06127 .06817 .05588 .07004

.77987 .86763 .71126 .89149

-.143 -.012 .092 -.142

.191 .191 .191 .191

-.021 -.624 -.210 -.752

.379 .379 .379 .379

Valid

Missing

N

Mean

Std. Error of Mean

Std. Deviation

Skewness

Std. Error of Skewness

Kurtosis

Std. Error of Kurtosis

Reputation
Commitment

Incentive Availability
Price

Sensivity
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4-4-2- Differences based on Gender 

Table 27: group statistics of hotel Homa 

Group Statistics

70 2.8229 .81475 .09738

76 2.8158 .83379 .09564

70 2.8357 .86369 .10323

76 2.7500 .89959 .10319

70 2.5936 .80081 .09572

76 2.6816 .70894 .08132

70 2.7048 1.02079 .12201

76 2.8947 .89478 .10264

GenderP
Male

Female

Male

Female

Male

Female

Male

Female

Reputation

Commitment Incentive

Availability

Price Sensivity

N Mean Std. Deviation
Std. Error

Mean

 

a) Design of null and alternative hypothesis 

Table 28: null and alternative hypothesis of differences based on gender (Homa)  

210 :  H  No significant difference between Reputation of 

Homa Hotel with different Gender 

No significant difference between Commitment 

Incentive of Homa Hotel with different Gender 

No significant difference between Availability of 

Homa Hotel with different Gender 

No significant difference between Price Sensitivity 

of Homa Hotel with different Gender 

211 :  H  significant difference between Reputation of Homa 

Hotel with different Gender 

significant difference between Commitment 

Incentive of Homa Hotel with different Gender 

significant difference between Availability of 

Homa Hotel with different Gender 

significant difference between Price Sensitivity of 

Homa Hotel with different Gender 
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The question is whether the differences among four dimensions of differentiation 

premium and different Genders are significant or not. In order to reply to this question T-Test is 

made and the result is shown below.  

b) T-Test Results 

Table 29: independent sample test result of differences based on gender (Homa) 

Independent Samples Test

.379 .539 .052 144 .959 .00707 .13662 -.26298 .27712

.052 143.488 .959 .00707 .13649 -.26273 .27687

.131 .718 .586 144 .559 .08571 .14621 -.20328 .37470

.587 143.745 .558 .08571 .14596 -.20279 .37422

1.950 .165 -.704 144 .482 -.08801 .12497 -.33502 .15900

-.701 138.279 .485 -.08801 .12560 -.33635 .16033

2.082 .151 -1.198 144 .233 -.18997 .15858 -.50341 .12346

-1.192 137.749 .235 -.18997 .15944 -.50524 .12529

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Reputation

Commitment Incent

Availability

Price Sensivity

F Sig.

Levene's Test for
Equality of Variances

t df Sig. (2-tailed)
Mean

Difference
Std. Error
Difference Lower Upper

95% Confidence
Interval of the

Difference

t-test for Equality of Means

 

Table 29 shows the result of Independent samples Test which test the 1H (the means of 

four populations are not equal) for Reputation, Commitment Incentive, Price Sensitivity and 

Availability, significant levels are more than 0.05, and 1H  hypothesis is rejected.  
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4-4-3- Differences based on Nationality 

Table 30: group statistics of differences based on nationality 

Group Statistics

69 2.8493 .70411 .08476

77 2.7922 .91849 .10467

69 2.7222 .85971 .10350

77 2.8528 .89996 .10256

69 2.6935 .65349 .07867

77 2.5909 .83354 .09499

69 3.1594 .91753 .11046

77 2.4848 .88448 .10080

natio
persian

forigner

persian

forigner

persian

forigner

persian

forigner

Reputation

Commitment Incentive

Availability

Price Sensivity

N Mean Std. Deviation
Std. Error

Mean

 

a) Design of null and alternative hypothesis 

Table 31: null and alternative hypothesis of differences based on nationality (Homa) 

210 :  H  No significant difference between Reputation of Homa 

Hotel with different Nationalities 

No significant difference between Commitment 

Incentive of Homa Hotel with different Nationalities 

No significant difference between Availability of Homa 

Hotel with different Nationalities 

No significant difference between Price Sensitivity of 

Homa Hotel with different Nationalities 

211 :  H  significant difference between Reputation of Homa 

Hotel with different Nationalities 

significant difference between Commitment Incentive 

of Homa Hotel with different Nationalities 

significant difference between Availability of Homa 

Hotel with different Nationalities 

significant difference between Price Sensitivity of 

Homa Hotel with different Nationalities 
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The question is whether the differences among four dimensions of differentiation 

premium and different Nationality are significant or not. In order to reply to this question T-Test 

is made and the result is shown below.  

b) T-Test Results 

Table 32: independent samples test result of differences based on nationality (Homa) 

Independent Samples Test

5.482 .021 .418 144 .677 .05707 .13663 -.21300 .32713

.424 140.725 .672 .05707 .13469 -.20921 .32334

.001 .977 -.894 144 .373 -.13059 .14607 -.41932 .15813

-.896 143.399 .372 -.13059 .14571 -.41860 .15742

6.925 .009 .821 144 .413 .10257 .12497 -.14445 .34959

.832 141.573 .407 .10257 .12334 -.14125 .34639

.051 .822 4.520 144
.000

.67457 .14923 .37960 .96954

4.511 140.951
.000

.67457 .14953 .37895 .97019

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Equal variance
assumed

Equal variance
not assumed

Reputation

Commitment Incen

Availability

Price Sensivity

F Sig.

Levene's Test for
Equality of Variances

t df Sig. (2-tailed)
Mean

Difference
Std. Error
Difference Lower Upper

95% Confidence
Interval of the

Difference

t-test for Equality of Means

 

Table 32 shows the result of Independent samples test which test the 1H (the means of 

four populations are not equal) for Reputation, Commitment Incentive and Availability, 

significant levels are more than 0.05, and 1H  hypothesis is rejected.  

For Price Sensitivity significant level is less than 0.05 so 1H  hypothesizes are accepted. 

Consequently, the T-Test results depict that the means of Price Sensitivity with different 

nationalities are significantly different. It depict that Persian customers are significantly more 

price sensitive than foreigner customers. 
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4-4-4- Differences based on Education of guests 

a) Design of null and alternative hypothesis 

Table 33: null and alternative hypothesis of differences based on education (Homa) 

43210 :  H  No significant difference among means of 

Reputation with different education levels 

No significant difference among means of 

Commitment Incentive with different education levels 

No significant difference among means of 

Availability with different education levels 

No significant difference among means of Price 

Sensitivity and different education levels 

:1H All four means are 

not equal 

significant difference among means of Reputation 

with different education levels 

significant difference among means of Commitment 

Incentive with different education levels 

significant difference among means of Availability 

with different education levels 

significant difference among means of Price 

Sensitivity with different education levels 

The question is whether the differences among four dimensions of differentiation 

premium and different education level are significant or not. In order to reply to this question an 

ANOVA test is made and the result is shown below.  

b) One-way ANOVA results 

Table 34 shows the result of one-way ANOVA which test the 1H (the means of four 

populations are not equal) for Reputation, Commitment Incentive, Availability and Price 

Sensitivity, significant levels are more than 0.05, and 1H  hypothesis is rejected.  

Consequently, the ANOVA results depict that the means of none of four factors with 

level of educations are significantly different.  
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Table 34: ANOVA result of differences based on education (Homa) 

ANOVA

3.846 3 1.282 1.935 .127

94.100 142 .663

97.946 145

3.756 3 1.252 1.636 .184

108.677 142 .765

112.434 145

3.227 3 1.076 1.933 .127

78.999 142 .556

82.226 145

3.006 3 1.002 1.092 .354

130.254 142 .917

133.260 145

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Reputation

Commitment Incentive

Availability

Price Sensivity

Sum of
Squares df Mean Square F Sig.

 

4-4-5- Differences based on Accommodation Duration 

a) Design of null and alternative hypothesis 

Table 35: null and hypothesis of differences based on accommodation duration (Esteghlal) 

43210 :  H  No significant difference among means of Reputation of 

Homa Hotel and different Accommodation Durations 

No significant difference among means of Commitment 

Incentive of Homa Hotel and different Accommodation Durations 

No significant difference among means of Availability of 

Homa Hotel different Accommodation Durations 

No significant difference among Price Sensitivity of Homa 

Hotel different Accommodation Durations. 

:1H All four means are not 

equal 

significant difference among means of Reputation of 

Homa Hotel different Accommodation Durations 

significant difference among means of Commitment 

Incentive of Homa Hotel different Accommodation Durations 

significant difference among means of Availability of 

Homa Hotel different Accommodation Durations 

significant difference among means of Price Sensitivity 

and different Accommodation Durations 
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The question is whether the differences among four dimensions of differentiation 

premium with different accommodation duration are significant or not. In order to reply to this 

question an ANOVA test is made and the result is shown below.  

b) One-way ANOVA results 

Table36 shows the result of one-way ANOVA which test the 1H (the means of four 

populations are not equal). Significant levels of Reputation, Availability, Commitment Incentive 

and Price Sensitivity are more than 0.05, and 1H  hypothesis are rejected.   

Consequently, the ANOVA results depict that the means of none of these four factors with 

level of educations are significantly different.  

Table 36: ANOVA results of differences based on accommodation duration (Homa) 

ANOVA

1.189 3 .396 .582 .628

96.757 142 .681

97.946 145

5.554 3 1.851 2.460 .065

106.880 142 .753

112.434 145

3.211 3 1.070 1.924 .128

79.015 142 .556

82.226 145

1.661 3 .554 .597 .618

131.599 142 .927

133.260 145

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Between Groups

Within Groups

Total

Reputation

Commitment Incentive

Availability

Price Sensivity

Sum of
Squares df Mean Square F Sig.
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4-5- Analysis of Comparing Esteghlal and Homa Hotel 

4-5-1- Descriptive Analysis 

Table 37: group statistics of comparing Esteghlal and Homa hotel 

Group Statistics

162 3.0713 .77987 .06127

146 2.8192 .82188 .06802

162 2.9012 .86763 .06817

146 2.7911 .88057 .07288

162 2.8938 .71126 .05588

146 2.6394 .75304 .06232

162 2.5247 .89149 .07004

146 2.8037 .95866 .07934

VAR00001
1.00

2.00

1.00

2.00

1.00

2.00

1.00

2.00

Reputation

Commitment Incentive

Availability

Price Sensivity

N Mean Std. Deviation
Std. Error

Mean

 

 As you can see in figure 17 that is a radar chart. It compares four differentiation 

factors of Esteghlal with Homa hotel. It shows that hotel Esteghlal has a better Reputation 

Testability and better Availability that it come from its access to highways and 24 hours services. 

Also it shows that customers of hotel Homa are more Price Sensitive than hotel Esteghlal 

customers. 

1

1.5

2

2.5

3

3.5

4
Reputation Testability

Commitment  Incentive

Availability

Price Sensitivity

Esteghlal Hotel

Homa Hotel

 

Figure 16: comparing four DP factors of Esteghlal hotel with Homa hotel 
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4-5-2- Inferential Analysis 

a) Design of null and alternative hypothesis 

Table 38: null and alternative hypothesis of difference of Homa and Esteghlal hotel 

210 :  H  No significant difference between Reputation of 

Homa Hotel and Esteghlal hotel 

No significant difference between Commitment 

Incentive of Homa Hotel and Esteghlal hotel 

No significant difference between Availability of 

Homa Hotel and Esteghlal hotel 

No significant difference between Price Sensitivity of 

Homa Hotel and Esteghlal hotel 

211 :  H  significant difference between Reputation of Homa 

Hotel and Esteghlal hotel 

significant difference between Commitment Incentive 

of Homa Hotel and Esteghlal hotel 

significant difference between Availability of Homa 

Hotel and Esteghlal hotel 

significant difference between Price Sensitivity of 

Homa Hotel and Esteghlal hotel 

The question is whether the differences among four dimensions of differentiation 

premium of hotel Homa with hotel Esteghlal are significant or not. In order to reply to this 

question T-Test is made and the result is shown below.  
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b) T-Test result 

Table 39: independent sample tests result of differences between Homa and Esteghlal hotel 

Independent Samples Test

.467 .495 2.761 306 .006 .25212 .09130 .07247 .43177

2.754 298.676 .006 .25212 .09155 .07196 .43228

.009 .923 1.105 306
.270

.11014 .09971 -.08607 .30635

1.104 301.716
.271

.11014 .09979 -.08623 .30651

1.087 .298 3.049 306 .002 .25444 .08346 .09022 .41867

3.040 298.254 .003 .25444 .08371 .08971 .41917

.611 .435 -2.646 306 .009 -.27896 .10543 -.48643 -.07149

-2.636 296.753 .009 -.27896 .10583 -.48724 -.07068

Equal varian
assumed

Equal varian
not assumed

Equal varian
assumed

Equal varian
not assumed

Equal varian
assumed

Equal varian
not assumed

Equal varian
assumed

Equal varian
not assumed

Reputation

Commitment Inc

Availability

Price Sensitivity

F Sig.

Levene's Test for
quality of Variance

t df Sig. (2-tailed
Mean

Difference
Std. Error
Difference Lower Upper

95% Confidence
Interval of the

Difference

t-test for Equality of Means

 

Table 39 shows the result of Independent samples test which test the 1H (the means of 

four populations are not equal) for Commitment Incentive, significant levels are more than 0.05, 

and 1H  hypothesis is rejected.  

For Reputation, Availability and Price Sensitivity significant level is less than 0.05 so 1H  

hypothesizes are accepted. 

Consequently, the T-Test results depict that the means of Commitment incentive of hotel 

Homa with the mean of Commitment Incentive in Esteghlal hotel are NOT significantly 

different.  
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4-6- Differentiation Premium of Esteghlal Hotel 

This study employed 16 items to measure the differentiation premium’s effects on room 

rates for hotel Esteghlal relative to its competitor hotel Homa. A 5-point Likert-type scale 

anchored from 1 (extremely poor) to 5 (extremely good) was used to record these differences. 

The hotel Esteghlal’s score minus the average score of the competitive hotel should range from 

maximum 4 to minimum –4. The difference is divided by 4. The score assigned to each factor 

was derived by calculating the average score of variables that consisted of each factor. Each 

score of the four factors in the differentiation premium model is designed to range between –1 

and +1. 

The score assigned to a factor provides two indicators regarding the potential pricing 

differential relative to the competitors’ prices. A positive sign would indicate an upward 

influence on the hotel Esteghlal’s price relative to the average competitors’ price and a negative 

sign would show downward pressure on the hotel Esteghlal’s price (see Table 40) 

The hotel Esteghlal’s differentiation premiums are summarized in Table 40. The hotel 

Esteghlal’s reputation testability premium showed a superior value of 0.25 compared to the 

competitor (hotel Homa). The availability premium and price sensitivity premium showed 

positive values of 0.26 and 0.28 respectively. Although the above three factors showed a 

statistically significant differentiation premium between the hotel Esteghlal and its competitor 

hotel Homa based on T test, the differential premium of commitment incentives was not 

statistically significant. Because the hotel Esteghlal’s differential premium score of the 

commitment incentives resulted is not being different from that of the hotel Homa, the 

differential premium score of this factor was assigned the value of zero in the calculation of the 

average differentiation premium. Overall, the hotel Esteghlal showed a superior differentiation 

premium score of 0.2 compared to the competitive hotel Homa. We will divide it to 4 to design it 

in a range of -1 to +1 and we will use this result (0.05) as differentiation premium, to calculate 

market premium price (MPP). 
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Table 40: calculation result of hotel Esteghlal differentiation premium 

Factors 
Each factor 

differentiation premium 

Average 

differentiation premium 

in range of (-1,+1) 

Reputation Testability 0.2  

Commitment Incentive 0.1 0.05 

Availability 0.26  

Price Sensitivity 0.28  

4-7- Market Premium Price 

To develop a hotel’s market premium price (MPP) based on consumer surveys. MPP 

represents a competition-oriented price approach. The hotel differentiation premium (DP) comes 

from four factors: availability premium (Ap), reputation testability premium (RTp), commitment 

incentive premium (CIp), and price sensitivity premium (PSp). Upon evaluation of each of the 

four factors, scores are summed and divided by four to calculate the differentiation premium of a 

hotel, as you saw the calculated differentiation premium for hotel Esteghlal is equal to 0.05. 

The market premium price (MPP) can be derived through the following formula: 

MPP = (1 + DP) × ACP 

Where MPP is equal to market premium price, as DP is equal to differentiation premium. 

ACP is the average competitor’s price. 

So we can say that market premium price of Esteghlal hotel is 1.05*(hotel Homa price) 

that is dependent on hotel Homa verity of prices during the year( low season and high season) 

MPP of Esteghlal hotel will change too. 
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Now hotel Esteghlal know his situation in its market based on point of customers and 

with considering its competitor so Esteghlal hotel has a other opportunity now, it can investigate 

its differentiation premium situation and try to increase it for example there is not significant 

different between Esteghlal and homa base on their Commitment incentive, so esteghlal hotel 

can adopt a loyalty program to increase its commitment incentive and also its differentiation 

premium and market premium price. 
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5- Chapter 5- Conclusion 

5-1- Introduction 

The conclusions and managerial implications presented in this chapter are based mainly 

upon the quantitative data presented in the previous chapter and in attempt to answer the research 

questions stated in the chapter one. Furthermore I depict the managerial implications.  Finally, I 

state these research limitations and propose some recommendations for future researches.  

5-2- Overall conclusions  

None of the pricing approaches are an ideal pricing method that simultaneously meets the 

criteria of cost structure, profit margin, competition, elasticity of demand, and supply and 

demand. Due to the difficulty and complexity of pricing in the real business world, setting and 

managing prices is one of the most important elements of a marketing manager’s duty 

(Campbell, 1999).  
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Hotels may be better off using different pricing approaches to arrange hotel room prices 

instead of using one single pricing approach. 

So we can see the complexly of adopting a pricing strategy for hotel so I use a model that 

it named Multi-Stage Synthetic Hotel Room Pricing Model that is used to combine the 

complicated factors affecting hotel room pricing such as cost structure, profit goal, market 

competition, demand and supply, and differentiation premium. The word synthetic is used 

because a combination of multiple pricing approaches rather than only one pricing approach is 

adopted in this study (Tung et al., 1997). That is expanded and added new factors by Woo Gon 

Kim et al, (2003). 

This model has seven stages that I will describe what did for each stage.  

5-2-1- Stage 1: 

Based on the model the first stage is to select a target market, choose a product 

positioning, and identify primary competitors in the market. Market positioning and analyzing 

competitors can provide the directions of price setting and verify the role of price in the 

marketing mix. The final task of this stage is to estimate the average competitor’s price (ACP). 

For this stage I decide to choose Tehran as my target market. Also I decide to work on 

luxury hotels of Tehran. I negotiated with the head of Parsian Hotel Chain (Esteghlal Tehran, 

Azadi Tehran, Evin Tehran, Kousar Esfahan, and Kazar in north of Iran and...), Hotel Homa (Ex 

Sheraton) manager, Hotel Kosar (Ex Intercontinental) and Hotel Esteghlal (Ex Hilton) managers. 

So I decide to work on the pricing Strategy of Hotel Esteghlal as my case. Also I need to study 

market situations to find main competitor of hotel Esteghlal. Hotel Esteghlal is the most famous 

five star hotels in Tehran that it has luxury customers. One of its competitors in this 

segmentation of market is hotel Azadi that it was in the reconstruction during my research, also 

both of Esteghlal and Azadi hotels are belong to a same chain that is Parsain hotels chain, so I 

didn’t choose hotel Azadi as a competitor. In other hand hotel Homa (ex Shrayeton) is another 

five Star hotel in Tehran that I choose it as a competitor of hotel Esteghlal for my study. I 

calculate the average price of hotel Homa to use it as ACP (average competitor price). 
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5-2-2- Stage 2: 

Based on the model the second stage is to build a cost-based price (CBP). To obtain a 

hotel room rate, a hotel marketer needs to determine a suitable cost basis by adding variable and 

fixed costs per room per day. CBP is formulated as follows: 

CBP = VC + FC + PG, where VC is equal to variable costs per room per day, as FC is 

equal to fixed costs per room per day. PG is the profit goal per room per day. 

I interviews with financial and administration managers of Esteghlal hotel, they 

mentioned that their details of costs are secrets and should not published, So we calculate their 

costs and we find that 50% of their current price per room per day will cover all the costs. So we 

can declare that their cost based price is equal to 50% of their price. 

5-2-3- Stage 3:  

This stage is to build a hotel’s market premium price (MPP) based on consumer surveys. 

MPP represents a competition-oriented price approach. The hotel differentiation premium (DP) 

comes from four factors: 

Availability premium (Ap) 

Reputation testability premium (RTp) 

Commitment incentive premium (CIp) 

Price sensitivity premium (PSp) 

Upon evaluation of each of the four factors, scores are summed and divided by four to 

calculate the differentiation premium of a hotel, which could be superior or inferior to the 

competitor. To calculate each of these four factors Kims (2004) indicates about four questions 

for each factor. So I use this questionnaire that mentioned in my key article and I prepare it in 

two languages Persian and English. 
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A total of 16 items were derived to measure the attributes affecting hotel DP. 

I interviewed with 3 Hotel managers about my questionnaire to adjust it with the market 

of Iran and to translate my questionnaire more convenient in order to Persian costumers can 

easily understand and answer the questionnaire. 

Each four factor of differentiation premium has about 4 questions in my questionnaire. I 

collected my data from Esteghlal hotel as my case and Homa hotel as the competitor of Esteghlal 

hotel customers. 

After data collection I analyze 308 questionnaires that returned. I calculated each factor 

mean for each hotel and then I calculated differentiation premium of hotel esteghlal based on its 

competitor hotel homa that you can see the result in table 5-1. 

Table 41: calculation result of hotel Esteghlal differentiation premium 

Factors 
Each factor 

differentiation premium 

Average 

differentiation premium 

in range of (-1,+1) 

Reputation Testability 0.25  

Commitment Incentive 0.1 0.05 

Availability 0.26  

Price Sensitivity 0.28  

 As I mentioned in chapter 4 I had independent sample test to find if there is a significant 

difference between each factor of hotel Esteghlal by each factor of hotel homa or not. As result I 

found that there is not significant difference between commitment incentives of hotel homa with 

commitment incentive of hotel Esteghlal, so in calculation of differentiation premium we 

consider commitment incentive value equal to zero. 
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Differentiation premium of hotel Esteghlal is equal to 0.05 now we should calculate 

market premium price. The market premium price (MPP) can be derived through the following 

formula: 

MPP = (1 + DP) × ACP 

Where MPP is equal to market premium price, as DP is equal to differentiation premium. 

ACP is the average competitor’s price. 

So we can say that market premium price of Esteghlal hotel is 1.05*(hotel Homa price) 

that is dependent on hotel Homa verity of prices during the year( low season and high season) 

MPP of Esteghlal hotel will change too. 

5-2-4- Stage 4:  

The fourth stage is to compare market premium pricing (MPP) and cost-based pricing 

(CBP). As we mentioned before cost based price of hotel Esteghlal is equal to 50% percent of 

current average price that is significantly lower than market premium price of hotel Esteghlal 

that we calculated so we can go next step. 

5-2-5- Stage 5: 

HPSL = f (HP, SL-floor price, SL-ceiling price), where HPSL is equal to the hotel price 

after adjusted by standard limits and SL is equal to governmental or industrial standard limits. 

The fifth step is checking market premium price whether or not the fits within the range 

of price standard limits (SL). That the market premium price is in this range and there is not any 

problem. 

5-2-6- Stage 6, 7 

Based on Kim’s Model different tools of discriminatory pricing are introduced in stage 6 

and 7. Depending on the caution of a organization, stage 6 rather than stage 7 could be 

implemented, or final stage 7 could be adopted instead of stage 6. In the sixth stage, HPSL is 
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modified by a discriminatory (tiered) pricing based on yield management strategies. HPSL is 

modified by negotiations with hotel guests. A fenced rate system is applied in this stage. Fenced 

rates are logical rules or restrictions that allow hotel guests a series of options and their rates are 

determined by which options they select. So as I mentioned these stages depend on management 

and it is not purpose of this research (Kim et al. 2004). 

 

5-3- Managerial implications  

 A multi-stage synthetic hotel room pricing model is advantageous to other pricing 

approaches, because it simultaneously reflects the important aspects of cost structure, profit 

goals, market competition, differentiation premium, demand and supply, price standard limits, 

and discriminatory pricing for different segments of customers based on a yield management 

system (Kim et al. 2004).  

The differentiation premium is the additional price the consumer is willing to pay for 

hotel service compared to its competitors. Evaluating a hotel’s differentiation premium is an 

important task for a hotel marketer and a critical stage of the multi-stage pricing model proposed 

in this study.  The rating of various factors by hotel guests can help hotel operators identify its 

strengths and weaknesses of service and product offering. Augmenting the hotel’s strengths and 

addressing the weaknesses of a hotel service will help hotel managers achieve the superior 

service differentiation premium. In addition, analyzing the consume survey would enable hotel 

managers to frame a more appropriate marketing strategy in general and appropriate pricing 

strategies in particular. 

Hotels that have successfully differentiated themselves from the competitors can charge 

higher than the average competitor’s price. On the other hand, hotels that are unable to 

differentiate themselves from competitors should set room prices comparable to their average 

competitor’s prices. 
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 Finally, hotels that have differentiated themselves from competitors, but in a negative 

manner, are able to command lower than average competitor’s prices and need to take steps 

necessary to improve the differentiation premium factors (Arnold et al., 1989). 

5-4- Limitations  

One of the limitations of this research was collecting data from hotel about its cost. 

Because they consider details of costs as secrets data I could not published the details. 

The second limitation of this research is that the prices of hotel rooms in Iran is not 

exactly competitive and there are some adjustment from government about their prices so I did 

not mentioned the current price and competitor price because of two reasons first is the nature of 

dynamically the multi-step pricing approach and the second is because lack of competition in 

price and governmental adjustments that will change the price. 

The third limitation of the research is that hotel azadi, the other competitor of hotel 

Esteghlal was in reconstruction during this research.  

5-5- Suggestions for further research 

 Performing the same study with a larger sample size 

 Adding new factors to differentiation premium price 

 Working on Stage 6 and 7 of model for price discrimination and yield management 
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Appendixes 

Appendix 1: The Research Questionnaire  

 
This questionnaire is designed in order to measured in improve to quality of services of the hotel. 
Your cooperation will be highly appreciated.  
  
          
Please state your level of agreement-disagreement with each of these statements blow ranging 
from 1(highly disagree) to 5(highly agree) in comparison to other hotels in Tehran. 
 
 

 
 

#  Phrase 1 2 3 4 5 
1  This Hotel has a strong reputation among the Iranian hotels. 

2  This hotel is successful in creating a good image. 

3  I think that this hotel has an excellent facilities and service quality. 

4  It seems that this hotel recruit and train its staffs carefully. 

5  Hotel is offering great width or depth of service assortment. 

6  The hotel uses information from your prior stays to customize services for 
you. 

7  The staff recognizes when you arrive. 

8  This hotel is providing a good frequent traveler award program. 

9  This hotel has a convenient location. 

Sex: 

Male                          Female  

Education: 

High school           Bachelor          Master        PhD  

 َ◌Average accommodation Duration: 

Less than 10 nights per year     10-20 nights per year    20-30 nights per year       more than 1 month per year   

If you are accommodated in this hotel by a tour, seminar or airlines please write it here? 

...................................................................................................................................................................................................

Have you ever accommodated in another hotel in Tehran please mention it? 

...................................................................................................................................................................................................
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10  I thin that the hotel has extended operating hours. 

11  Room reservation is well and guaranteed. 

12  Offering good online reservation feature and website. 

13  This hotel is adopting up-to-date information technology. 

14  I am willing to pay more for the extra services or upgrade. 

15  I like to pay less for this hotel by giving up (sacrificing) the additional 
service and customization. 

16  
I am willing to pay higher differentiation premium for this hotel due to high 
degree of customization. 
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