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This  study  categorized  25  highly  market-diversified  international  tourist  hotels  into  two  sub-groups,
based  on  the  highest  proportion  of  hotel  revenue  generated  either  by (1)  food  and  beverage  (F&B)  services;
or by  (2)  room  services.  We  investigated  the  differences  in  financial  performance  of  these  two  sub-groups
and  concluded  that  hotels  with  a  major  proportion  of  the  revenue  from  F&B  services  obtained  higher
growth  but  unstable  profit  margins,  compared  to another  group  of  hotels  with  profit  mainly  from  room
service.  Our  study  results  can  serve  as  a valuable  reference  for hospitality  industries  to  evaluate  the
tradeoff  between  investing  more  resources  in  room  or  F&  B  service,  especially  at  markets  where  F&B  is
highly valued.
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1. Introduction

Previous studies on industrial organization and strategic man-
agement have investigated the relationship between financial
performance and business diversification. The extent of business
diversification is often defined by the “specification ratio” (Rumelt,
1974; Singh and Gu, 1994; Lee and Jang, 2007).

According to the specification ratios proposed by these stud-
ies, all of Taiwan’s currently operating international tourist hotels
can be categorized as highly market diversified hotels. Each hotel
allocates its proportion of revenue sources differently, based on
the directions and patterns of each hotel’s diversification needs.
This study aims to explore the relationship of financial performance
and two specific types of diversification in Taiwan’s hotel industry,
based on the following two criteria of diversification: (1) the highest
proportion of hotel revenue contributed by food and beverage ser-
vices; and (2) the highest proportion of hotel revenue contributed
by room service.

A recent study has revealed that the portion of total revenue
generated by food and beverage (F&B) service is a major source of
total revenue for almost 60% of Taiwan’s international tourist hotels
(Yeh et al., in press). In fact, the revenue earned from F&B service
makes up the bulk of a hotel’s total revenue in most Asian countries
(Whitla et al., 2007). However, Western hospitality industries pay
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much less attention to F&B service since they generate the majority
of revenue from lodging sales. Using Taiwan’s international hotel
data, our most important contribution to the literature is to pro-
vide an empirical comparison of the financial performance between
hotels with two different focuses of diversification (i.e., F&B and
room services). Because local differentiation is a critical element
to success in developing internationalization strategies (Johnson
and Vanetti, 2005), our emphasis on the vital role of F&B service in
Asian markets can also serve as a valuable reference for the Western
hospitality industries’ global diversification strategy.

2. Theory

Diversification has long been considered as an essential tool for
firms to increase both profit margin and market share (Ayal and
Zif, 1979). A review of the literature on the influence of diversi-
fication on financial return and risk regarding Kotler’s argument
suggests the following four possibilities: first, diversified firms have
higher risk and higher returns due to the positive correlation of
business and synergies among the related business units (Bowman,
1980). Second, diversified firms have higher returns but relatively
low risk because of the synergic effect and the share of corporate
management skills and recourses among business units (Nickel and
Rodriguez, 2002). Third, diversified hotel companies may pursue
stable returns but sacrifice growth when a positive relationship
between return and risk is supported (Bettis and Hall, 1982; Lee
and Jang, 2007). Fourth, diversified firms perform better than undi-
versified firms in terms of lowering return and risk (Pandya and
Rao, 1998). This study offered an alternative approach with which
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to examine the business diversification strategies in the context of
financial performance. We  separated Taiwan’s international hotels
into two categories by the specification.

3. Material and methods

3.1. Data

The data consisted of observations obtained from the 1996 to
2008 annual reports of international tourist hotels, published by
the Taiwan Tourism Bureau. Out of 72 international tourist hotels,
25 hotels had complete records indicating that they operated under
consistent specification strategies during the sample period. In this
study, we were interested in examining the financial performance
of international tourist hotels that generated the highest proportion
of total revenue strictly from F&B and room services during the
entire sample period.

3.2. Methodology

A hotel’s financial performance was measured by two variables:
profit growth and profit instability. Adopting Hunter and Coggin’s
approach (1983),  we defined profit growth and instability in profit
margin as follows

Growth =
(

b

profit

)
× 100 (1)

Instability = �
√

1 − R2

profit
(2)

where profit was the operating margin before tax (i.e. the net oper-
ating profit before tax was divided by operating cost), b was the
raw score regression coefficient from the simple linear profit trend
regression, profit was the arithmetic mean of profit, � was the stan-
dard deviation of profit, and R2 was the coefficient of determination
from the simple linear profit trend regression.

In practice, most hotels often face challenges to reduce insta-
bility and to increase returns simultaneously (Bettis and Mahajan,
1985). Therefore, we transformed the empirical specifications of
Eqs. (1) and (2) into a simultaneous equations model that reflected
this nature of simultaneity. Considering the correlation among
the equation disturbance, a seemingly unrelated regression can be
shown as follows

Growth = X ′
1ˇ1 + ε1

Instability = X ′
2ˇ2 + ε2 (3)

where E(ε1) = E(ε2) = 0,

Var(ε1) = �2
1 , Var(ε2) = �2

2 ,

E(ε1ε2) = �12.

and where X1 and X2 denoted the vector of the independent vari-
ables. ˇ1 and ˇ2 are the corresponding coefficient vectors, and ε1
and ε2 were error terms; �12 was the covariance of the distur-
bances of the growth and instability equations and was  assumed
to be constant over all observations.

Table 1 lists independent variables included in Eq. (3).  Service
Quality was a proxy of the number of employees per guest room.
The market structure was measured by the Herfindahl–Hirschman
Index (denoted as HHI), a commonly applied market concentration
index. The HHI was measured by the sum of the squared market
shares of all international tourist hotels in the market, where the
market was categorized by geographical location, according to def-
inition of the Taiwan Tourism Bureau Classification System. We

Table 1
Definitions of variables.

Variable Definition of variable

Growth Profit growth index
Instability Profit instability index
Service Quality The number of staff per room
HHI Measurement of market concentration in hotel market
Price Average daily room rate, divided by 1000 NTW dollar
Size Total number of rooms in a hotel
Chain Chain = 1 if it is a chain hotel; Chain = 0 if it is independent

hotel
Distance The distance between the hotel and nearest international

airport (e.g., Taoyuan International Airport and Kaohsiung
International Airport)

F&B F&B = 1 if the highest proportion of hotel revenue produced
by food and beverage service; F&B = 0 if the highest
proportion of hotel revenue produced by room service.

Room Room = 1 if the highest proportion of hotel revenue
produced by room services; Room = 0 if the highest
proportion of hotel revenue produced by F&B services.

defined variables F&B and Room as dummy variables to indicate
whether F&B or room service contributed most to the total rev-
enue. Although later we only included F&B in estimating the Eq.
(3),  readers should be aware that replacing F&B with Room would
only alter the sign of the estimated coefficient.

4. Results and discussion

Table 2 demonstrates the descriptive statistics of all variables
for hotels categorized by the diversification strategies. As shown in
Column 1 (i.e., Group 1), 9 out of a total 25 sample hotels gener-
ate the major proportion of total revenue from room sales, while
Column 2 (i.e., Group 2) indicates that the other 16 hotels gain the
total revenue mostly from F&B sales. Compared to Group 2, hotels in
Group1 have higher means for both room price (denoted Price) and
the distance between the hotel and the nearest airport (denoted
Distance). Moreover, hotels in Group 2 have higher means both in
profit margin growth (denoted Growth) and instability (denoted
Instability),  which suggest an overall profitable but uneven financial
performance.

The estimation procedure of profit growth and instability by the
seemingly unrelated regression (i.e., Eq. (3)) was conducted follow-
ing the method introduced by Zellner (1962).  Table 3 summarizes
the estimation results. The coefficients for F&B are positive and sta-
tistically significant both for profit growth and instability models
(i.e., 0.21 and 3.08), which implies that hotels with the major pro-
portion of total revenue from F&B service yield higher growth while
also yielding an unstable profit margin. The result also suggests that
hotels with the major proportion of total revenue from room sales
appear to obtain stable but smaller growth in profit margin if we
replace F&B with Room.

Table 2
Descriptive statistics.

Group 1 (room sales) Group 2 (F&B sales)

N = 9 N = 16

Mean S.T.D Mean S.T.D.

Price 2.78 1.17 2.75 0.97
Service Quality 0.84 0.32 1.28 0.45
HHI  0.17 0.11 0.20 0.18
Chain 0.31 0.46 0.49 0.50
Distance 78.23 69.73 64.00 56.20
Size 302.34 159.81 330.99 173.46
Growth 0.01 0.09 0.13 0.50
Instability 0.62 1.86 2.28 5.20
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