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A B S T R A C T

To better understand hotels' cross-channel pricing mechanisms, this study aims to investigate various factors
behind price discounts (as a type of price disparity) from a popular last-minute hotel deal app, HotelTonight,
compared to major online travel agency (OTA) websites. Using pricing data collected from the HotelTonight app
and OTA websites in six U.S. cities, we estimate several regression models to examine price discounts. The results
reveal that after controlling for other variables, price discounts are largely shaped by online reputation metrics
(i.e., relative review valence and volume on TripAdvisor compared to on HotelTonight), complimentary access
to services with high marginal variable costs, and uncertainty in the room type offered. However, hotels’ market
power does not explain price discounts. Lastly, implications are discussed.

1. Introduction

Because of the perishable nature of hotel products and the high
fixed costs of the hotel industry, successful hotels always manipulate
room prices in response to demand using sophisticated yield manage-
ment systems in order to maximize short-term revenue (Kimes, 1989).
In addition to price manipulation, hotels use a variety of distribution
channels to sell their products to different market segments (O'Connor,
2002). The advent of the Internet and the development of global dis-
tribution systems has facilitated a paradigm shift in the hotel industry
toward online distribution channels (Buhalis & Law, 2008). In this new
era, the proliferation of online distribution channels has also rendered
hotel rate structures transparent to travelers. Now, travelers are in-
clined to search online for the best deals or lowest potential prices
(Kimes, 2016; Schwartz, 2012). As a result, some degree of price dis-
parity exists across different distribution channels (Law, Chan, & Goh,
2007). It is therefore imperative for hotel managers to carefully de-
termine online pricing strategies with a better understanding of tra-
velers' online deal-seeking behaviors (Marom & Seidmann, 2011).

One of the most important hotel pricing determinants is time, or
advanced booking (Philips, 2005). Time-related pricing involves two
contradictory assumptions of sellout risk and future discount percep-
tion, leading to pricing practices like early-bird discounts and last-
minute deals (Chen & Schwartz, 2013). Some studies on last-minute
pricing have identified increases in hotel sales during the week before a
check-in date due to travelers’ heightened deal-seeking behaviors (Chen

& Schwartz, 2013; Schwartz, 2012). Therefore, researchers suggest that
last-minute hotel sales represent a substantial market segment that
should no longer be overlooked (Chen & Schwartz, 2013; Dacko, 2004).
In general, this last-minute booking market segment consists of tech-
savvy consumers who are willing to compromise on factors like hotel
choice or room type to receive a better deal. Millennials constitute a
large portion of this segment, and mobile bookings dominate last-
minute hotel bookings (Criteo, 2016). A study from Phocuswright in-
dicated that approximately 70% of mobile hotel bookings were for
same-day or next-day check-ins (Quinby, 2014). Another report by
Criteo (2016) found that 60% of hotel bookings with same-day check-
ins were booked via smartphone, with another 7% completed via tablet.

Launched in January 2011, HotelTonight is a mobile hotel booking
app that provides travelers with last-minute discounted hotel rooms up
to seven days in advance (HotelTonight, 2017; Leo, 2011). As the first
and leading app in hotel last-minute mobile booking, HotelTonight has
spawned a number of competitors, including the Asian-oriented Ho-
telQuickly (launched in 2013), Roomlia (launched in 2014), and One
Night (launched in 2016) (Bishop, 2017; Huang, 2017). HotelTonight
has received venture funding totaling $117 million to date, leading to a
$463-million valuation (O'Neill, 2017). As the dominant last-minute
hotel booking app in the Americas and Europe, HotelTonight serves
more than 25,000 hotels in approximately 1700 cities worldwide
(Crook, 2017). HotelTonight differs from traditional online travel
agencies (OTAs) like Expedia or Priceline in two main respects: being
mobile-centric and dedicated to last-minute bookings (C.S.-W., 2013).

https://doi.org/10.1016/j.tourman.2018.03.016
Received 22 October 2017; Received in revised form 3 February 2018; Accepted 19 March 2018

∗ Corresponding author.
E-mail addresses: yangy@temple.edu (Y. Yang), xi.leung@unt.edu (X.Y. Leung).

Tourism Management 68 (2018) 198–209

0261-5177/ © 2018 Elsevier Ltd. All rights reserved.

T

http://www.sciencedirect.com/science/journal/02615177
https://www.elsevier.com/locate/tourman
https://doi.org/10.1016/j.tourman.2018.03.016
https://doi.org/10.1016/j.tourman.2018.03.016
mailto:yangy@temple.edu
mailto:xi.leung@unt.edu
https://doi.org/10.1016/j.tourman.2018.03.016
http://crossmark.crossref.org/dialog/?doi=10.1016/j.tourman.2018.03.016&domain=pdf


First of all, HotelTonight is an app-only hotel-booking tool that
streamlines the booking process. Thus, consumers cannot book via the
website as they would through regular OTAs. Also, HotelTonight only
sells last-minute rooms (up to seven days in advance) with deep dis-
counts off OTA-listed rates, whereas regular OTAs sell hotel rooms for
any check-in date (C.S.-W., 2013). What's more, rather than listing
every available hotel as regular OTAs do, HotelTonight only allows a
small number of listings in each city every day, so hotels compete
against one another to offer a good deal (Gaggioli, 2015). In sum,
HotelTonight's dedication to last-minute bookings has generated new
opportunities for hotel managers to fill rooms and maximize revenue at
the last minute (Makki et al., 2016).

As a new and innovative online distribution channel, HotelTonight
offers a unique last-minute pricing mechanism that distinguishes itself
from traditional OTAs. Well-developed OTA pricing strategies may not
work on HotelTonight; therefore, to take full advantage of last-minute
sales, hotels need to understand how such deals work in order to de-
velop effective pricing strategies via HotelTonight. In academia,
HotelTonight, as an alternative distribution channel for hotels, has yet
to garner significant attention. The only previous study on
HotelTonight looked at whether hotels' performance was influenced by
using HotelTonight without a close examination of its unique last-
minute pricing mechanism (Makki et al., 2016). To bridge this research
gap, the present empirical study attempts to reveal the nature of last-
minute price discounts and their determining factors based on a cross-
channel price comparison between HotelTonight and traditional OTAs.
Specifically, this study intends to address the following research ques-
tions: 1) Is there a price disparity between HotelTonight and OTAs?;
and 2) What are the factors influencing this cross-channel price dis-
parity (i.e., last-minute price discounts)? By answering these research
questions, this study intends to contribute to the hotel literature by
shedding light on last-minute pricing and, more importantly, under-
standing cross-channel price disparity, which have been largely un-
tapped by previous literature. From a practitioner's perspective, the
findings of this study will help facilitate hotel operators' pricing deci-
sions, revenue management, and online channel management.

2. Literature review

2.1. Hotel online distribution channels and pricing behavior

With the evolution of the Internet and various types of online dis-
tribution channels, Middleton and Clarke (2001) predicted that the
future hospitality market would never be dominated by a single dis-
tribution channel. Therefore, hotels use an array of online and offline
distribution channels to maximize sales and market share while mini-
mizing costs (Kang, Brewer, & Baloglu, 2007; Toh, Raven, & DeKay,
2011). OTAs and third-party websites play an important role in hotels’
multi-channel distribution strategy because they offer a vast selection of
choices in a wide price range (Thakran & Verma, 2013). Although
hotels prefer to sell rooms through their own websites to reduce costs,
OTAs remain essential for hotel sales (Beritelli, Beritelli, Schegg, &
Schegg, 2016) because of their accessibility to potential consumers
(Morosan & Jeong, 2008) and economies of scale associated with the
large number of hotels listed (Kim, Bojanic, & Warnick, 2009).

Various third-party websites (OTAs) use different business models,
such as global distribution system (GDS)-based travel agent models
(Law et al., 2007), merchant models (Leung, Guillet, & Law, 2014),
opaque models (Anderson & Xie, 2014), and last-minute booking
models (Jerath, Netessine, & Veeraraghavan, 2010) to provide enticing
deals to attract customers. In a study of hotel price fluctuations in OTAs,
Sun, Law, and Tse (2016) concluded that the last-minute booking mode
was less frequently adopted by OTAs, with most OTAs failing to keep
their promise of a “best-rate guarantee.” In a case study of Mediterra-
nean hotels, Melis and Piga (2017) found that OTAs prefer uniform
pricing to dynamic pricing. OTAs' and hotels' optimal pricing strategies

to maximize revenue have received considerable academic attention.
For example, Guo, Ling, Dong, and Liang (2013) and Ling, Guo, and
Yang (2014) explored an optimal pricing strategy through hotel–OTA
cooperation based on a game model. Their findings indicated that op-
timal pricing depends on hotel room capacity, occupancy rate, average
room rate, and the expected number of e-tourists. In addition, Guo,
Ling, and Gao (2016) further analyzed OTAs' and hotels’ optimal pri-
cing decisions when OTAs offered cash back for hotel bookings. Like-
wise, Long and Shi (2017) studied optimal pricing strategies in the O2O
model through cooperation between an offline tour operator and an
OTA based on a game model. The findings suggested that service level,
unit sale commission, service cost, and unit service compensation
coefficient each influenced pricing decisions.

2.2. Hotel revenue management and dynamic pricing

Revenue management or yield management is the process of
matching supply and demand by allocating capacity to different cus-
tomer segments at the right price in order to maximize revenue (Ivanov
& Zhechev, 2012; Upchurch, Ellis, & Seo, 2002). Revenue management
practices have often been embraced by industries with one or more of
the following attributes: perishable inventory, limited capacity, demand
volatility, micro-segmentation of the market, advance booking avail-
ability, and high fixed costs (Ivanov & Zhechev, 2012; Kimes, 1989).
Because the hotel industry possesses all these characteristics, revenue
management techniques have been widely adopted to improve room
revenue (Kimes & Wirtz, 2003). More specifically, revenue manage-
ment in the hotel industry focuses on using information systems and
pricing strategies to manipulate room rates in response to forecasted
demand (Kimes & Wirtz, 2003). Thanks to new technologies that make
it easier to predict demand and adjust prices accordingly (Elmaghraby
& Keskinocak, 2003), dynamic pricing has enjoyed increasing popu-
larity in hotel revenue management (Ropero, 2011). Basically, dynamic
pricing refers to the tactical practice of determining optimal room rates
contingent upon the day and time when a reservation is received
(Abrate, Fraquelli, & Viglia, 2012; Kannan & Kopalle, 2001).

Due to the perishability nature of hotel rooms, dynamic pricing on
last-minute bookings plays a vital role in hotel revenue management
(Chen & Schwartz, 2013). Some hotels are intent on maximizing oc-
cupancy by adopting last-minute deal strategies or reducing prices
closer to the date of stay (Abrate et al., 2012; Dacko, 2004). However,
researchers have also warned that last-minute deals could train custo-
mers to delay their purchases, which may ultimately compromise ho-
tels’ long-term profitability (Ovchinnikov & Milner, 2012). In fact,
many hotels, especially high-end hotels, try to keep their last-minute
prices the same or even slightly higher than normal to protect long-term
profitability and brand equity (Abrate et al., 2012; Dacko, 2004; Oses,
Gerrikagoitia, & Alzua, 2016). Some studies have also revealed that
last-minute pricing strategies vary depending on seasonality (Dacko,
2004), guest segmentation (Abrate et al., 2012), stay day of the week
(Abrate et al., 2012; Oses et al., 2016), and hotel star rating (Abrate
et al., 2012; Oses et al., 2016).

2.3. Cross-channel price disparity

For consumers who purchase travel products online, price is one of
the most important motivators behind their purchase decisions (Law &
Wong, 2010; O'Connor, 2002). Because today's travelers can easily
compare room rates across various online channels, cross-channel price
parity has become a critical issue for hoteliers and guests alike (Choi &
Mattila, 2005; Gazzoli, Gon Kim, & Palakurthi, 2008). Kim, Cho, Kim,
and Shin (2014) demonstrated that online price parity exerts a positive
impact on hotel performance. However, most studies on rate parity
have found room rates to be inconsistent across distribution channels
(Toh et al., 2011). Researchers discovered that local travel agencies
offer the lowest rates for upscale and luxury hotels, whereas national
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