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Abstract

The purpose of the paper is to find out how chain affiliation, an important strate-
gic choice and a key determinant for hotel performance, influences the strategy-per-
formance nexus in the emerging economy context. It combines the resource- and
institution-based views to investigate how chain affiliation moderates the relation-
ship between competitive strategy and performance. This is done by distinguishing
between market-based strategies based on differentiation or cost leadership, and
non-market strategies that manifest in institutional advantage. The empirical analy-
sis draws from original survey data on 162 hotels located in the Russian cities Mos-
cow and St. Petersburg. The paper finds that first, in emerging economies the com-
petitive edge of chain-affiliated hotels largely arises from market-based advantage,
but only in terms of cost advantage. The finding that differentiation advantage is
not an important factor of performance for chain-affiliated hotels suggests that firm-
level resources derived from chain affiliation would not transform into competitive
advantage in the emerging economy context. Second, it is found that institutional
advantage is more important determinant of performance for independent hotels,
demonstrating the importance of local knowledge and relationships for firms in
emerging economies. This finding also suggests that chain affiliation might be rather
a strategic constraint than asset for creating superior performance via institutional
advantages in the emerging economy context.
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1 Introduction

“What determines firm strategy and performance” is a fundamental question in
strategic management and international business alike (Peng 2004). To answer this
question, existing literature has often focused on the characteristics of the firm, in
particular its resources and capabilities (Barney 1991; Barney et al. 2011). This
resource-based view (RBV) initially maintains that the firm competes in the market
either by offering differentiated products, or by attaining low cost position relative to
its rivals (Conner 1991), and that the competitive advantage it gets is dependent on
firm resources and its ability to deploy them efficiently.

The RBV was introduced as a firm-centered approach, implicitly assuming that
the firm operates in an environment where market-supporting institutions are in
place. This is understandable, taken that where institutions are strong in developed
economies, their role maybe almost invisible (Meyer et al. 2009). In contrast, when
markets malfunction, as in some emerging economies, the importance of institutions
for firm strategies becomes evident (Ingram and Silverman 2002). Consequently,
the RBV has been extended since its introduction to take into account the contex-
tuality of resources. Researchers have argued that firm resources developed to fit
certain institutional environment, would not be as applicable in a different institu-
tional framework (Brouthers et al. 2008). Hence, resources and capabilities of firms
from developed economies, where institutions are capable of supporting market-
based business activities, would not be effectively applicable in emerging economies
with institutional voids (Khanna and Palepu 2000). Consequently, a direct transfer
of strategies and business models from developed to emerging markets is often not
possible. This is due not only to institutional voids, but also due to market character-
istics such as consumer preferences and market behavior (Khanna and Palepu 2010;
London and Hart 2004).

The notion of contextuality of resources has inspired an alternative approach to
firm strategy: The institution-based view that suggests that competitive advantage
can arise also from non-market resources (Peng et al. 2005), referred to as institu-
tional advantage. Li and Zhou (2010) conceptualize such advantage as consisting of
both tangible benefits such as access to government-controlled resources, and intan-
gible benefits such as political support and goodwill. Such resources can be accessed
through pursuing a non-market strategy by, for example, establishing close ties with
political decision-makers (Guo et al. 2014; Li and Zhang 2007; Peng and Luo 2000).

The importance of institutions as determinant of firm strategy and performance is
particularly great in emerging economies (Wright et al. 2005), and there is a mount-
ing body of empirical research on non-market strategies and firm performance in
these economies, predominantly China (Fan et al. 2013). Most studies explicitly
focus on non-market strategies, whereas others link non-market and market-based
components of firm strategy (Li and Zhou 2010). Existing research has mainly
focused on firm characteristics such as size, ownership or age, or industry influence
in terms of service versus manufacturing firms as moderators of the strategy-per-
formance nexus (Fan et al. 2013). Studies that would investigate the implications of
institutions and resources on firm performance in emerging economies at industry
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level have started to emerge only recently (Jiang et al. 2018; Tang et al. 2019). Yet,
strategy and performance are very much industry-specific constructs, as the RBV
inherently looks at the firm resources and their effect on strategies and performance
relative to other firms in the same industry (Acquaah and Chi 2007; Mauri and
Michaels 1998). This paper contributes to the debate on firm strategy as determinant
of firm performance in emerging economies by providing an industry-level analysis.

In this paper we empirically analyze how chain affiliation, an important strate-
gic choice and one of the key industry-specific determinants for hotel performance
(Menicucci 2018), influences the strategy-performance nexus in the Russian emerg-
ing hospitality industry. We build on Ingram and Baum’s (1997) argument that chain
affiliation may be a strategic asset for hotels as it provides operating knowledge and
economies of scale, but also a strategic constraint as fitting into the global strat-
egy designed for the chain reduces the degrees of freedom that managers of indi-
vidual hotels have to respond to their local environments. We combine resource- and
institution-based views on firm strategy to make a distinction between market-based
strategies, eventually leading to differentiation advantage or cost leadership as sug-
gested by the RBV (Barney 1991), and non-market strategies that manifest in insti-
tutional advantage (Li and Zhou 2010). We suggest that chain affiliation would be an
asset for hotels pursuing market-based strategies, but constrain the implementation
of non-market strategies.

Our empirical analysis draws from the survey data on 162 Russian hotels located
in the cities of Moscow and St. Petersburg and their suburbs. Our results suggest
that first, in Russia, the competitive edge of chain-affiliated hotels largely arises
from market-based advantage, but only in terms of cost advantage. Our finding that
differentiation advantage is not an important factor of performance for chain-affili-
ated hotels indicates that firm-level resources derived from chain affiliation are not
necessarily transferable into competitive advantage in the emerging economy con-
text. Finally, we found that institutional advantage is more important determinant
of performance for independent hotels, which demonstrates the importance of local
knowledge and relationships for firms in emerging economies.

The article is structured as follows. We first present the theoretical framing of our
study and construct our hypotheses. Then we describe our empirical methodology,
including the data and methods of analysis, after which we present the results of the
empirical analysis. We finish the paper with discussion of the results, including the
limitations of our study and suggestions for future research.

2 Theory and Hypotheses

The theoretical framing of our study builds on two core concepts of strategic man-
agement: competitive advantage and performance. Strategic management theories
have traditionally treated competitive advantage and superior performance as inter-
changeable constructs (Ma 2000), but there have been repeated attempts to detangle
them conceptually (e.g., Ma 2000; Newbert 2008). In this paper, we treat competi-
tive advantage and performance as two different constructs, and investigate their
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mutual relationship moderated by firm strategic choice, i.e., the hotel’s decision to
affiliate to a chain.

We investigate competitive advantage and its relationship to performance by inte-
grating the RBV that builds on market-based sources of competitive advantage, and
the institutional approach on business strategy that view non-market resources as
sources for competitive advantage.

The RBV (Barney 1991) looks to the internal resources of the firm for the expla-
nation of its performance relative to other firms in the same industry (Acquaah and
Chi 2007). Hence, to gain an advantage over its competitors, the firm needs to pos-
sess firm-specific resources superior to its competitors, and be able deploy them
efficiently. According to Barney (1991, p. 101), firm resources include “all assets,
capabilities, organizational processes, information and knowledge, etc. controlled by
a firm that enable the firm to implement strategies.” These resources may be either
tangible or intangible, or a combination of both. The understanding of the RBV on
firm competitive advantage as based on a unique value creating strategy (Barney
1991, p. 102) echoes Michael Porter’s (1980) classic definition of competitive advan-
tage as resulting from the firm’s ability to create for its buyers value that exceeds the
firm’ cost of creating it (Porter 1985). The two generic strategies to create superior
value are to offer lower prices than competitors for equivalent benefits, or to provide
unique benefits that more than offset a higher price, leading to competitive advan-
tage in terms of cost leadership or differentiation, respectively (Porter 1985). In this
paper we conceptualize these two forms of competitive advantage through the lens
of the RBYV, viewing them as resulting from the ownership and deployment of firm
resources to implement either low-cost or differentiation strategy.

The RBV—or theory (Barney et al. 2011)—has been extended since its introduc-
tion to take into account the contextuality of resources. Researchers have argued that
firm resources developed to fit certain institutional environment, would not be as
applicable in a different institutional environment (Brouthers et al. 2008). Hence,
resources and capabilities of firms from developed economies, where institutions
are capable of supporting market-based business activities, would not be effectively
applicable in emerging economies with institutional voids (Khanna and Palepu
2000).

The notion of contextuality of resources links to the institution-based view on
business strategy that suggests that competitive advantage can also arise from non-
market resources (Peng et al. 2005), referred to as institutional advantage. Li and
Zhou (2010) conceptualize such advantage as consisting of both tangible benefits
such as access to government-controlled resources, and intangible benefits such as
political support and goodwill. Such resources can be accessed through managerial
political ties (Guo et al. 2014; Li and Zhang 2007; Peng and Luo 2000).

In this paper, we address the sources of competitive advantage and firm per-
formance in the Russian hotel industry through the lens of chain affiliation as a
strategic choice of the hotel firm. Hotel chain is an organizational form charac-
teristic to the hospitality industry. Ingram and Baum (1997, p. 68) define hotel
chains as “collections of service organizations, doing substantially the same thing
that are linked together into a larger organization”. The chain typically consists
of component hotels, and centralized units responsible for functions such as
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distribution or marketing (Ingram and Baum 1997). Hence, the potential benefits
that chain affiliation offers to its members include access to superior industry-
specific resources and capabilities, embodied in the centralized functions and in
managerial practices.

Correspondingly, hospitality research considers chain affiliation as one of the
key determinants that explain hotel performance (Sainaghi 2010). Most of existing
research has identified a positive relationship between chain affiliation and hotel per-
formance, as chain affiliation may contribute to survival of hotels (Ingram and Baum
1997) or lead to superior financial performance (e.g., Chung and Kalnins 2001;
Menicucci 2018; Mitsuhashi and Yamaga 2006). Nevertheless, this research has
paid little explicit attention to the mechanisms through which chain affiliation may
improve performance. In this paper, we investigate the chain affiliation—performance
relationship through the lens of competitive advantage. In particular, we maintain
that from the RBYV, chain affiliation provides the hotel firm with resources and capa-
bilities to build market-based forms of competitive advantage through differentiation
and cost leadership.

The basis advantage of hotel chains over independent hotels is their ability to
form identifiable image, standardized hospitality product and guaranteed service
quality through transfer of knowledge and best practices (Ingram and Baum 1997).
Moreover, the possibility to use the brand of the chain in marketing is an incentive
for independent hotels to join the chain (Dahlstrom et al. 2009). Well-established
brands are intangible assets that serve as a source of strategic advantage and con-
tribute to financial performance through higher margins (O’Neill and Mattila 2006).
In the context of emerging economies such as Russia, where the industry standards
in terms of, for example service quality or branding are underdeveloped (Karhunen
2008; Sheresheva et al. 2016), we hypothesize that the knowledge and resources
accessible through chain affiliation would help hotels to develop a superior service
product, and thus serve as a source for differentiation advantage.

Hypothesis 1: Differentiation advantage is a more important factor of perfor-
mance for chain affiliated hotels than for independent ones.

Moreover, we maintain that chain affiliation would serve as a source for cost
advantage for the hotel firm. This is because the member hotels benefit from the
chain’s knowledge on the effective organization of business processes such as human
resource management, and can save costs through economies of scale (Ingram and
Baum 1997) through the use of centralized supply, marketing and information sys-
tems of the chain (Mitsuhashi and Yamaga 2006). Furthermore, the chain member-
ship offers the hotel the possibility to use an existing, well established brand in mar-
keting, which is a more cost-effective way than launching and promoting one’s own
brand on the market (Dahlstrom et al. 2009; O’Neill and Mattila 2006; Sheresheva
et al. 2016). In sum, we maintain that chain affiliation provides the hotel firm with
resources and capabilities to build competitive advantage via cost leadership, and
make the following hypothesis:
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Hypothesis 2: Cost advantage is a more important factor of performance for
chain-affiliated hotels than for independent ones.

Our first two hypotheses focused on industry-specific knowledge and resources as
source of market-based advantage. At the same time, we maintain that local knowl-
edge and non-market resources are important sources for competitive advantage in
emerging economies, and apply the institution-based view on business strategy to
formulate our final hypotheses.

In emerging economies, relations to institutional constituents are an important
part of business strategy (Peng and Luo 2000). Such relations help coping with
excessive red tape and bureaucracy that are characteristic to operating environments
in emerging economies (Karhunen et al. 2018). The ability to effectively comply
with regulatory requirements is particularly important for the hotel sector, where the
nature of operations involving accommodation of individuals and selling of alco-
holic beverages require numerous licenses and permits (Sharma and Christie 2010).
Therefore, we argue that in addition to market-based differentiation and cost advan-
tages, institutional advantage (Li and Zhou 2010) would be an important determi-
nant of performance in the Russian hotel industry.

We support this argument by the research evidence on the positive performance
implications of non-market strategies (Guo et al. 2014; Li and Zhang 2007; Peng
and Luo 2000). Researchers have identified institutional support (Guo et al. 2014)
or resource acquisition (Wang et al. 2013) as mediators of political ties-performance
relationship. Further, Tang et al. (2019) showed that privately owned firms may use
managerial ties (including political ones) to improve their competitive position vis-
a-vis governmental and foreign-owned firms that are considered to have superior
resources. In this study, we maintain that institutional advantage is a particularly
important determinant of performance for independent hotels, which do not have
the market-based advantages of chain affiliation. In addition, affiliation to a foreign
chain with strict governance policies may constrain the hotel management’s ability
to establish and maintain ties with institutional constituents in an environment such
as Russia, where the line between relationship management and corruption is eas-
ily crossed (see, e.g., Karhunen et al. 2018). Moreover, scholarship on political ties
and firm performance has reached a consensus that political ties constitute a double-
edged sword with respect to firm performance, i.e., political ties have the potential
to improve performance, but also run the risk of eroding performance (Wang et al.
2019). Hence, the firm needs to be able to evaluate the value of political ties, and
know how to deploy them a as resource. Our third hypothesis thus reads as follows:

Hypothesis 3: Institutional advantage is a more important factor of perfor-
mance for independent hotels than for chain affiliated ones.
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3 Methodology
3.1 Sample

To test our hypotheses, we conducted a survey to hotel enterprises located in the
two largest cities of Russian Federation, the capital Moscow and St. Petersburg.
Russia is a rather typical emerging economy and identified as such by all major
investment classification sources (Marquis and Raynard 2015). When considering
economic, legal, social and governance aspects, Russia represents a rather clas-
sical case of an emerging economy (see Shleifer and Treisman 2005). Although
business regulation in Russia has become less complex in recent years (World
Bank 2021), problems characteristic to emerging economies such as corruption
associated with the enforcement of regulation still persist (Transparency Interna-
tional 2021). The cities of Moscow and St. Petersburg are business, scientific and
cultural centers of Russia, which makes them attractive both for leisure and busi-
ness tourism. At the same time, they are among the most challenging institutional
environments within Russia for doing business (World Bank 2012).

We started our empirical study by designing an English-language version
of the survey questionnaire and then asking an independent translator to trans-
late it into Russian and then back into English. To ensure the content and face
validity of the survey measures, we mainly relied on existing scales in formulat-
ing the questions. Next, we finalized the questionnaire with a Russian research
agency that performed the data collection and piloted the questionnaire with 20
hotel managers. The piloting revealed that the respondents had understood very
well the survey items and that range of responses for most items was reasonably
diverse.

We identified the hotel population for the survey by using two major hotel book-
ing sites, Trivago and Hotels.com. We selected these two sites as they provide the
most comprehensive selection of hotels in Russia, and also give such information on
the properties that we needed to construct our sample.

At the first step, we searched for all properties in the category of “hotels”, result-
ing in total 701 entries (398 in Moscow and 303 in St. Petersburg). At the second
step, we excluded properties that (1) classify as mini-hotels (having 15 or less
rooms) as they are subject to their own legislation, (2) provide only bed and break-
fast, (3) have no functioning website, or (4) are apartments although booking sites
classify them as hotels. This resulted in excluding 298 properties (129 In Moscow
and 169 in St. Petersburg). Hence, the number of hotels meeting the criteria of our
study was 403 properties, which formed our target population and thus the sample.

In each hotel, a senior manager served as the key informant, as these manag-
ers were expected to be familiar with their hotel’s competitive strategy and perfor-
mance. We subcontracted the Russian research agency with its trained interviewers
to conduct the survey via personal contact, which is the research strategy that will
most likely generate valid information in emerging economies (Li and Zhou 2010).
The survey was implemented in November 2014-January 2015. Potential respond-
ents were first contacted via telephone to invite them to participate in the research,
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resulting in 162 senior managers agreeing to participate. They were then interviewed
onsite, which means a response rate of 40%.

The majority of the respondent hotels represent the mid-range segment, i.e.,
3-star (49%) and 4-star (36%) properties. The size of the hotels varies from 16
to 930 rooms, the average number of rooms being 133. Majority are independent
hotels, as only a third belongs to a hotel chain. About 80% of the hotels are managed
by the property owner. The hotel properties are in most cases in private Russian
ownership, but a third of them have at least some municipal or state ownership and
17% at least some foreign ownership. 54 hotels (33%) are located in St. Petersburg
and Leningrad region while 108 hotels (67%)-in Moscow and Moscow region.

3.2 Variables
3.2.1 Dependent Variable

Our dependent variable is Revenues per Available Room (RevPAR), which is the
most commonly used productivity measure in the hotel industry (Brown and Dev
1999) and frequently applied in academic research on hotel performance (Sainaghi
2010). In this study, we apply it as a subjective variable measuring the respondent’s
perception on its Revenues per Available Room compared to its competitors on an
ordinal scale of 1-7 (from “much below” to “much above”). Managers’ perceptions
of performance is an appropriate measure of actual performance, as several studies
have affirmed a high and statistically significant relationship between perceived and
actual measures of performance (recently e.g., Day et al. 2015). Similar measure of
performance has been also used in a recent study of Wilke et al. (2019).

The decision to use a perceptual financial measure instead of objective measures
is further justified by our research context. The lack of transparency and financial
misreporting are common features of firms in emerging economies, particularly
Russia and China (Li et al. 2014). Therefore, the quality of accounting-based finan-
cial indicators is often questionable. This problem also relates to the complex gov-
ernance structures of the Russian industries, where independent businesses are often
organized into business groups or holdings for taxation purposes (see, e.g., Ledy-
aeva et al. 2015). This makes it challenging to attain hotel-level accounting data.

3.2.2 Explanatory Variables

We consider three dimensions of competitive advantage-differentiation advantage,
cost advantage and institutional advantage, adapted from Li and Zhou (2010). We
measured them by first components of factor analysis of respective seven-point
items' as reported in Table 1.

! Each respondent was expected to comment on the statements on competitive position of her hotel in
the past three years using 7-point scales from 1=completely disagree to 7=completely agree.
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As can be seen from the table, the measures of normality, skewness and kur-
tosis suggest that the items’ distributions do not depart substantially from normal
distribution.

In Table 2 we report eigenvalues, factor loadings, Kaiser—Meyer—Olkin (KMO)
measure, Bartlett’s test of sphericity, Cronbach’s alpha and Average Variance

Table 2 Factor analysis: Construct validity

Differentiation advantage

FE1* 1.895
FE2 —-0.08
FE3 —-0.159

FLI11: We take great efforts in building a strong brand name—nobody can eas-  0.849
ily copy that

FL12: We successfully differentiate ourselves from others through effective 0.767
advertising and promotion campaigns

FL13: Compared to competitors, our service products offer superior benefits to  0.765
customers

KMO” 0.715

BTS“ X2 225.188; sig. 0.000
CAP/AVE! 0.858/0.632

Cost advantage

FE 1 247

FE 2 —0.005

FE 3 —-0.11

FE 4 —-0.141

FLI11: Our operation costs are lower than our competitors 0.755

FLI12: Our efficient internal operation system has decreased our costs 0.799

FL13: Our economies of scale enables us to achieve a cost advantage 0.852

FL14: We have achieved a cost leadership position in the industry 0.731

KMO” 0.816

BTS“ X? 325.927; sig. 0.000
CAP/AVE! 0.873/0.618
Institutional advantage

FE 1 1.852

FE 2 —-0.025

FE 3 -0.111

FL11: Securing local resources, such as land, electricity and human resources 0.469

FLI12: Gaining government support and approval 0.905

FL13: Gaining approvals and permits from relevant authorities 0.901

KMO” 0.604

BTS* X2 259.136; sig. 0.000
CAP/AVE! 0.807/0.617

*FEI denotes Eigenvalue of factor 1, etc.; **FLI11 denotes Factor 1 loading of st item, etc.; '/KMO
denotes Kaiser—-Meyer—Olkin measure of sampling adequacy; “BTS denotes Bartlett’s test of sphericity;
PCA denotes Cronbach’s alpha; "TAVE denotes Average variance extracted
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Extracted (AVE) for the three constructs. The results for KMO and Bartlett’s test
confirm that the sampling is adequate. Cronbach’s alpha coefficients, all above
0.8, suggest that the items within constructs have rather high internal consistency.
Finally, AVEs, all above 0.6, confirm convergent validity of the constructs.

3.2.3 Control Variables

To account for extraneous variables that might influence a firm’s performance, we
included standard hotel performance factors used in hospitality research (Sainaghi
2010). Our controls include Natural logarithm of number of rooms, Natural loga-
rithm of number of employees, The year when the hotel started its operation, Star
rating and The share of outsourced employees in the total number of staff.

In addition to the continuous variables, we have included several blocks of
dummy variables. First block controls for hotels’ location. St. Petersburg dummy
controls for the hotel’s location in the city of St. Petersburg or Leningrad region (ref-
erence group is Moscow city and Moscow region). Province dummy equals to one if
a hotel is located in a suburb/region of St. Petersburg or Moscow. City center dummy
equals to one if a hotel is situated in the down town, i.e., within 1.5 km radius from
the city center.

Second block of dummies control for management related issues. Management
contract dummy controls the difference between contract-managed and owner-man-
aged hotels (the latter being the reference group). Private ownership dummy equals
to one if state ownership is less than 50% (reference being state owned hotels with
state ownership higher than 50%). Finally, Foreign general manager dummy equals
to one if the hotel’s general manager does not have Russian citizenship.

At last, Dummy for hotel’s chain affiliation (equals to one if a hotel is part of a
chain and zero otherwise) is introduced to test hypotheses 1-3.

All our data is retrieved from the original survey data collected for the study. A
general concern in survey based empirical research is the so called common method
bias (CMB) which arises from “variance that is attributable to the measurement
method rather than to the constructs the measures represent” (Podsakoff et al. 2003),
which can lead to either Type I and Type II errors in statistical deductions. While
there is a debate on the seriousness of the problem, concerning, for example, the
superiority of other-reports to self-reports (Conway and Lance 2010), it should be
acknowledged. CMB is a potential problem in our case because all of our variables
are self-reported by same respondents and there is no lag between the performance
and explanatory variables. However, we also think that there are some attenuating
factors at play. First, our key variable of interest: Competitive advantage, is very
difficult to measure objectively (especially institutional advantage) which argues
for self-reporting. Attempt to capture institutional advantage through other sources
might induce measurement error more severe than the potential CMB. Secondly,
even though our control variables are also self-reported, they are arguably objec-
tive in nature (such as amount of employees and rooms, start year, classification)
and thus should not be affected by the methodology or respondent. Thirdly, all our
explanatory variables are quite static firm characteristics. Hence, there is no clear
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intuition why a lag would be needed to pick up the performance effect of the explan-
atory variables.

3.2.4 Descriptive Analysis of the Variables

In Table 3 we present basic descriptive statistics of all variables included in our
empirical model. Table 4 presents additional descriptive statistics of categorical
variables.

The mean value of our dependent variable, Revenues per Available Room is
4.74 with a standard deviation of 0.98. Hence, on average, respondents tended to
evaluate their hotels’ performance being above of the performance level of their
main competitors. Indeed, from Table 4 we can see that 61% of respondents have
chosen numbers above four when they were asked to assess the performance of
their hotels relative to competitors from one (much below) to seven (much above).
The values of skewness and kurtosis of the dependent variable (—0.35 and 2.95,
respectively) allow us to assume that it has normal distribution.

The mean number of rooms is 133.5 with a range between 16 and 930. The
mean number of employees is 70.6 with a range between 6 and 500. In general,
these numbers suggest that most hotels tend to be relatively small. Indeed, from

Table 3 Descriptive statistics of variables

Variable N. obs. Mean Std. dev. Min. Max. Skewness Kurtosis
Revenue per room 159 4.74 0.98 2 7 -0.35 2.95
Number of rooms 162 133.51 140.27 16 930 2.39 10.95
Number of rooms, natural logarithm 162 4.45 0.95 277 6.84 0.19 2.11
Number of employees 157 70.62  77.15 6 500 2.49 10.74
Number of employees, natural 157 3.81 0.93 1.79 6.21 0.3 2.31
logarithm
Year when the hotel started its 161 1999.24 1857 1875 2014 -3.11 16.35
operation
Star rating 159 3.49 0.75 2 5 0.31 2.7
Share of outsourced employees in 155 9.74 1293 0 60 1.38 4.7
total number of staff
St. Petersburg dummy 162 0.33 0.47 0 1 0.71 1.5
Province dummy 161 0.17 0.38 0 1 1.72 3.96
City center dummy 162 0.10 0.30 0 1 2.69 8.24
Management contract dummy 159 0.17 0.38 0 1 1.76 4.09
Private ownership dummy 162 0.90 0.31 0 1 —2.58 7.65
Foreign general manager dummy 158 0.06 0.23 0 1 3.82 15.62
Dummy for hotel’s chain affiliation 162 0.31 0.47 0 1 0.8 1.64
Differentiation advantage 162 0.00 090 -3.08 1.18 -0.62 3.14
Cost advantage 161 0.00 092 —-296 1.88 -0.07 3.24
Institutional advantage 162 0.00 094 —141 1.88 0.09 1.95
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Table 4 Descriptive statistics of
categorical variables

Variable Frequency Percent Cumulative percent
Revenue per room

Much below (1) 0 0% 0%

) 3 2% 2%

3) 12 8% 9%

4 46 29% 38%
®) 62 39% 77%
6) 34 21% 99%
Much above (7) 2 1% 100%
Star rating

1% 0 0% 0%

2% 9 6% 6%

3* 78 49% 55%
4% 57 36% 91%

5% 15 9% 100%
St. Petersburg dummy

1 54 33.33% 33.33%
0 108 66.67% 100%
Province dummy

1 28 17.39% 17.39%
0 133 82.61% 100%
City center dummy

1 16 9.88% 9.88%
0 146 90.12% 100%
Management contract dummy

1 27 16.98% 16.98%
0 132 83.02% 100%
Private ownership dummy

1 145 89.51% 89.51%
0 17 10.49% 100%
Foreign general manager dummy

1 9 5.56% 5.56%
0 149 91.98% 100%
Dummy for hotel’s chain affiliation

1 51 31.48% 31.48%
0 111 68.52% 100%

Fig. 1 below we can see that 94 hotels in the sample (71%) have less than 107
rooms. In addition, 91 hotels (82.6%) have less than 55 employees.

We can further notice that the variables of number of rooms and employees
have rather high values of skewness and kurtosis. Hence, before including them
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Fig. 1 Distribution of hotels by number of rooms

into the estimation model we performed their logarithmic transformation that
helped to normalize them.

Most hotels (130, around 81%) in the sample were established in 2000s while
the oldest one was established in 1875. The star rating of the sampled hotels
range from 2 to 5 with mean value of 3.5. The majority of the respondent hotels
represent the mid-range segment, i.e., 3-star (49%) and 4-star (36%) properties.

Finally, majority of sampled hotels are located in Moscow city or region
(67%), are not chain-affiliated (i.e., independent; 68.5%), have general manager
with Russian citizenship (92%), and are owner-managed hotels (83%).

In Table 5, we present the correlation matrix of explanatory and control vari-
ables included in the proposed empirical model.

We can notice that our indicators of Cost and Differentiation advantages corre-
late with each other rather significantly (correlation coefficient equals to 0.58). To
address this issue we employed a blockwise hierarchical approach to test our hypoth-
eses (details are provided below). Moreover, the correlation coefficient between Nat-
ural logarithm of number of rooms and Natural logarithm of number of employees
equals to 0.84. Hence, we decided to remove the latter variable (as it has slightly
fewer observations than the former variable) from the model.
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3.3 Estimation Method

The dependent variable in this study is ordinal. It reflects the respondent’s view on
its Revenue per available room compared to its competitors on an ordinal scale of
1-7 (from “much below” to “much above”). Typically, the ordinal data modelling
problem is motivated by the latent regression perspective, as mathematically defined
in Eq. (1):

Y=j if a_,<Y=x<a, D

where Y* is a continuous latent variable that is assumed to underlie the observed
ordinal data. More specifically, Y = X+ € and X is a vector of explanatory vari-
ables, f is a vector of coefficients and € is an error term. j is an ordinal response. a is
a set of cutpoints of the continuous scale for Y*. In other words, Y is observed to be
in category j when the latent variable falls in the jth interval.

To model ordinal dependent variable, we apply the logit transformation to the
cumulative probabilities, as defined in Eq. (2):

log if[P(Y < )] =log(P(Y < ))/1 = P(Y <)). )
A typical model for the cumulative logits is presented in Eq. (3):
logit[P(Y < )] = a; + pix; + pxy + - + f,x, = a; + f'X, 3)

where j=1, ..., c—1; c is the total number of categories. x, are n explanatory vari-
ables; f, are corresponding coefficients.

Equation (3) implies that for different j, the explanatory variables have a common
effect, as reflected by the common f. It can be illustrated by the following example.
Suppose we have two points from the explanatory variables, X, and X, (note that X
is a vector), then

log itf[P(Y < j|X,)] —log it[P(Y < j|X,)] = f'(X, — X,,). %)

Equation (4) indicates that the log odds ratio is proportional to the distance
between these two points. This proportionality remains constant across different cat-
egories. Due to this property, the model in Eq. (3) is often referred to a “propor-
tional odds model”. This model has been extensively studied and widely used in the
literature (Agresti 2010; Greene and Hensher 2010). Thus, we also employ it in our
paper.

Because our hypotheses suggest interaction terms composed of competitive
advantages’ indicators and Dummy for chain affiliation, we utilize a moderated
regression analysis for testing these effects (Jaccard et al. 1990). As was already
pointed out above, in order to count for rather high correlation between the types
of competitive advantage we further employed a blockwise hierarchical approach to
test our hypotheses (cf. Elvira and Cohen 2001, p. 599; McGrath 2001, p. 125). This
blockwise procedure resulted in three additional models.
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4 Results

In Table 6 we report ordered logit estimation results.

Table 6 contains our five regression models. In Model 1 we included only the
control variables. The coefficients of five controls are statistically significant. In
particular, on the one hand, Natural logarithm of number of rooms, The share of
outsourced employees and City center dummy is positively related to performance
(p-values equal to 0.002, 0.026 and 0.076, respectively). On the other hand, Man-
agement contract dummy and Foreign general manager dummy are negatively
related to performance (p-values equal to 0.002 and 0.035, respectively).

Model 2 tests Hypothesis 1 that suggests that differentiation advantage is a more
important factor of performance of chain affiliated hotels than of independent ones.
This model contains control variables plus Chain dummy, Differentiation advantage
variable and their interaction term. The results for control variables remain virtually
the same as in Model 1. None of the coefficients of the included explanatory vari-
ables is statistically significant. Hence, we do not find supportive evidence for our
Hypothesis 1.

In Model 3 we test Hypothesis 2 that suggests that cost advantage is a more
important factor of performance of chain-affiliated hotels than of independent ones.
This model includes control variables plus Chain dummy, Cost advantage variable
and their interaction term. Once again, the results for control variables remain virtu-
ally the same as in Models 1 and 2. The coefficient of the interaction term between
Chain dummy and Cost advantage variable is positive and highly statistically signifi-
cant (p-value =0.008) that gives firm support for our Hypothesis 2.

Our final hypothesis is tested in Model 4. Hypothesis 3 suggests that institutional
advantage is a more important factor of performance of independent hotels than
of chain affiliated ones. This model includes control variables plus Chain dummy,
Institutional advantage variable and their interaction term. The results for control
variables remain virtually the same as in Models 1, 2 and 3. Though the coefficient
of the Institutional advantage variable is positive and highly statistically significant
(p-value =0.005), the coefficient of its interaction term with Chain dummy is not
statistically significant (albeit it is negative as expected). In general, these results
point to the conclusion that Institutional advantage is equally important for the per-
formance of independent and chain affiliated hotels.

Finally, Model 5 includes all the control and explanatory variables. The results
for control variables remain virtually the same as in previous models. In general, the
results for the explanatory variables are rather similar to the results in Models 24,
however, the full model gives support for the Hypothesis 3. In particular, the coef-
ficient of the interaction term between Institutional advantage variable and Chain
dummy is negative and statistically significant (p-value =0.028). This indicates that
Institutional advantage is significantly less important factor for performance of
chain-affiliated hotels compared to independent ones.

It should be further noted that the coefficients in ordered logit model should be
interpreted in a proper way. In particular, standard interpretation of the ordered logit
coefficient is that for a one-unit increase in the predictor, the response variable level
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is expected to change by its respective regression coefficient in the ordered log-odds
scale while the other variables in the model are held constant. E.g., in Model 4 of
Table 6, a one unit increase in Institutional advantage measure would result in 0.411
unit increase in the ordered log-odds of being in a higher performance category
while the other variables in the model are held constant.

5 Discussion

Our paper intended to contribute to the debate on firm strategy as determinant of
firm performance in emerging economies by providing an industry-level analysis.
In doing so, it adds to strategy research in emerging economies that has paid scant
attention to the fact that firms formulate their strategies and deploy resources to gain
advantage over their competitors in the same industry (Acquaah and Chi 2007). It
further enriches the knowledge on the performance implications of non-market strat-
egies in emerging economies by comparing them with those of market-based ones,
and linking them to different business models. Finally, our study offers a new empir-
ical context for the strategy research on emerging economies, which is dominated by
studies on Chinese enterprises (Fan et al. 2013).

Our study integrated the RBV and institutional approach on firm strategy to inves-
tigate performance implications of market-based strategies, eventually leading to
differentiation advantage or cost leadership as suggested by the RBV (Barney 1991),
and non-market strategies that manifest in institutional advantage (Li and Zhou
2010). We further analyzed how chain affiliation as an important strategic choice
and one of the key industry-specific determinants for hotel performance, influences
the strategy-performance nexus in the Russian emerging hospitality industry.

We hypothesized first, that chain affiliation would lead to superior performance
through two kinds of market-based advantages: differentiation advantage and cost
advantage. This would be due to the access to industry-specific resources and capa-
bilities possessed by the chain. Interestingly, our empirical analysis suggested that
the competitive edge of chain-affiliated hotels indeed arises from market-based
advantage, but only in terms of cost advantage. In contrast to our expectations, we
found that differentiation advantage is not an important factor of performance for
chain-affiliated hotels. This indicates that chain-affiliated hotels in Russia would not
be fully able to transform the benefits of chain affiliation, including the possibility to
use Western brands that are generally considered as more prestigious in the emerg-
ing economy context (Huddleston et al. 2001; Manrai et al. 2001; Pham and Rich-
ards 2015), into competitive advantage.

We explain this finding by characteristics of emerging economies as an institu-
tional context. In particular, chain membership can be a strategic disadvantage for
the hotel firm, if the chain owner has developed its strategy and business concept in
a different institutional environment (Brookes and Roper 2010; Ingram and Baum
1997; see also Brouthers et al. 2008 on the contextuality of resources). For example,
in emerging economies such as Russia, the hospitality industry is still underdevel-
oped and the concept of hotel chain is not as established as in developed market
economies (Karhunen 2008; Sheresheva et al. 2016). Therefore, local hotels may not
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be able to meet the standards of hotel chains in terms of guaranteed service quality
and identifiable image (Ingram and Baum 1997) that would be the building blocks
for differentiation advantage. This is linked to the poor quality of human resources
in emerging economies, demonstrating in professional skills and service attitude
(Andrades and Dimanche 2017; Sharma and Christie 2010). Hence, the interna-
tional brand as such may not provide competitive advantage, if it is not accompanied
with appropriate service level and customer experience.

Second, we hypothesized a positive relationship between institutional advantage
and performance for independent hotels. Such knowledge is needed to cope with
state regulation, which in emerging economies is a burdensome task for firms. This
is due to excessive bureaucracy and cumbersome procedures in, for example, getting
permits and licenses. Our results supported this hypothesis, further pointing to the
direction that chain affiliation may be a strategic constraint in emerging economies.
In particular, independent hotels may have more freedom in their policies in rela-
tion to institutional constituents, and less strict governance standards. Institutional
advantage, when understood as consisting of benefits such as access to government-
controlled resources or political goodwill (Li and Zhou 2010), often implies a two-
way exchange between firms and authorities (Karhunen et al. 2018). Hence, govern-
ance standards required by chain affiliation may constrain hotel firms’ opportunities
to establish close relations with authorities and thereby build institutional advantage.
This finding demonstrates the general importance of managerial freedom as compet-
itive strength of independent firms vis-4-vis chain affiliated ones (Beaver and Prince
2004; Holverson and Revaz 2006).

As all research, our study has its limitations that at the same time provide ave-
nues for future research. We focused empirically on one country, which may limit
the generalizability of our findings to other geographic contexts. Future research
might analyze the strategy—hotel performance nexus in other countries. Our study
also applied chain affiliation as a firm-level proxy for access to industry-specific
knowledge and assets, but did not measure the costs associated with the acquisi-
tion of managerial and marketing expertise via chain affiliation. We acknowledge
that accounting for these costs might eventually dilute the cost advantage of hotels,
and also that access to such industry-specific expertise may be provided also by the
recruitment of experienced management. Hence, future research might investigate
managerial characteristics as source of hotel competitive advantage, and also con-
sider how factors such as entrepreneurial spirit that is associated with independent
hotels is related to competitive strategies and performance.

Finally, we based our theorization on the idea that standardization of the service
product and business processes is a key strategic asset for firms. Future research
might study how competitive advantage of chain-based businesses is shaped in
today’s individualistic world, where customers are looking for unique and person-
alized experiences. Here, it would also be beneficial to study how chain affiliation
is viewed by the customers, and whether Western hotel brands are eventually per-
ceived as superior in the emerging economy context.
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6 Availability of data and material

The data is not publicly available due to contractual terms.
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