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Abstract 
 
The main purpose of this study was to examine the influence of related product 
diversification on the competitiveness and revenue generation potential of 
individual hotels. For this purpose, a conceptual model was proposed for related 
product diversification based on a combination of revenue management and price 
differentiation strategies, including third-degree price differentiation, rate 
fencing, product versioning, product bundling, and value-based pricing. The 
conceptual model was empirically tested in the Jordanian hotel industry using 
questionnaire data covering the period 2016-2018. The data were obtained from a 
sample of 128 individual star-rated hotels and examined using principal 
component analysis followed by hierarchical multiple regression analysis. 
Overall, the results provided solid evidence supporting the proposed conceptual 
model. The results showed that the five strategies underlying the conceptual 
model significantly and positively affect hotel property-level competitiveness, 
both separately and in combination. These strategies can be merged and 
coordinated into two underlying interrelated strategies, namely, product non-
physical diversification and product physical diversification. Greater 
competitiveness (higher revenue generation potential) can be achieved when the 
two underlying strategies are applied jointly than when applied separately. 
Individual hotels that actively and jointly use these two strategies can 
accommodate a wide range of customers with different needs and budgets, thereby 
increasing their average occupancy rates, while also effectively leveraging third- 
and second-degree price differentiation, thus raising their average room rates, 
and, ultimately, achieving higher RevPARs than their direct competitors. Based 
on these findings, several recommendations were formulated to improve the 
competitiveness and revenue generation potential of individual hotels, 
particularly those operating in challenging and highly competitive markets. 
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INTRODUCTION  
 

Intense competition has become a major concern for many hotel operators in Jordan. Between 2011 and 
2018, the demand for hotel rooms did not keep pace with the rapid rise in supply, which intensified 
competition and caused many hotels to lose market share. In highly competitive markets, hotels attempt to 
implement strategies that help them improve their competitiveness and revenue-generating capacity. Some 
hotels may offer basic rooms at lower rates than their direct competitors in hopes of achieving higher 
occupancy rates to offset the lower rates, translating into higher RevPARs. Other hotels may offer premium 
rooms that deliver better value than those offered by their direct competitors, and then charge higher rates 
to compensate for lower occupancy rates, thus achieving higher RevPARs (Enz et al., 2004 and 2009; Enz 
and Canina, 2010; Al-Shakhsheer et al., 2017a). Each strategy has its costs and benefits, and none can work 
effectively unless certain preconditions are met (c.f. Enz et al., 2004 and 2009; Van der Rest and Harris, 
2008). A more winning strategy may involve setting rates by room type and customer characteristics 
(Hanks et al., 1992; Hayes and Miller, 2011), but this inevitably requires developing an effective approach 
to related product diversification. 
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Although there is much empirical research on various diversification strategies in the hotel industry (e.g. 
Lee and Jang, 2007; Jang and Tang, 2009; Tang and Jang, 2010; Giannotti et al., 2011; Kang and Lee, 2014; 
Ooi et al., 2018; Zheng and Tsai, 2019a; Lin and Kim, 2020; Rienda et al., 2020), empirical research on hotel 
product diversification remains sparse (e.g. Ramanathan et al., 2016; Yang et al., 2017; Zheng and Tsai, 
2019b; Paul and Wachira, 2021; Enobong et al., 2022). With a few notable exceptions (e.g. Yang et al., 2017; 
Paul and Wachira, 2021), most previous research focused on large hotel companies that operate multiple 
properties in different geographical locations. Moreover, the vast majority of this research was conducted 
in non-Arab hotel settings. 
The current study was designed to address this research gap by proposing and testing a conceptual model 
for related product diversification. The model was theoretically developed based on a combination of 
revenue management and price differentiation strategies, including third-degree price differentiation, rate 
fencing, product versioning, product bundling, and value-based pricing. The model was empirically tested 
on a sample of 128 star-rated properties in the Jordanian hotel industry. This was done by examining the 
extent to which the sample hotels were regularly using these strategies during the period 2016-2018 and 
the individual and combined effects of using these strategies on the revenue generation indices achieved 
by these hotels during that same period. The results of this study laid some practical foundations for 
developing an effective approach to related product diversification that helps improve the competitiveness 
and revenue generation potential of individual hotels. 

 
LITERATURE REVISION 
The empirical evidence on how product diversification affects hotel performance remains somewhat 
contradictory and inconclusive. The positive effect of related diversification was supported by Yang et al. 
(2017), who found that product diversification improves hotel property-level performance using a sample 
of 377 star-rated hotel properties in Beijing between 1994 and 2005. They also noted that factors such as 
hotel location, diversification expansion rate, and foreign ownership/operation can moderate this effect. 
Similarly, Zheng and Tsai (2019b) found that related diversification enhances the performance of tourism 
companies, as opposed to unrelated diversification that undermines their performance. In addition, they 
noted that while board size negatively moderates the relationship between related diversification and firm 
performance, it positively moderates the relationship between unrelated diversification and firm 
performance. These results were reached by examining a sample of 26 Chinese tourism companies, 
including 7 hotel companies listed on the Shanghai and Shenzhen stock exchange during the period 2008-
2015. Conversely, Ramanathan et al. (2016) provided compelling evidence in favor of the negative effect of 
product diversification. Drawing on a sample of the 102 top hotel companies in the UK, they found that 
service diversification does not significantly affect hotel performance, and therefore should not be regarded 
as an essential strategy for boosting hotel profit.  
On the other hand, some studies provided evidence supporting the positive impact of various product 
diversification strategies. For instance, Paul and Wachira (2021) observed that hotel growth is positively 
associated with concentric, conglomerate, and horizontal diversification using a sample of 30 hotels in Kitui 
Town, Kenya. Similar results were found by Enobong et al. (2022) using a sample of 104 participants from 
three Nigerian four-star hotels. The authors found that both concentric and conglomerate diversification 
strategies significantly and positively affect hotel sustainability. Moreover, innovation positively 
moderates the positive effect of these two strategies on hotel sustainability. Based on these findings, they 
concluded that hotel companies can improve their competitiveness and profitability by consistently 
innovating and diversifying their products and services. 
Unlike the aforementioned literature, the current study aimed to investigate the relationship between 
related product diversification and hotel property-level competitiveness, with particular emphasis on room 
product diversification, a strategy that has not been sufficiently researched in the previous literature. 
Drawing on previous literature on revenue management and price differentiation, a conceptual model for 
related product diversification was proposed. The model portrayed related product diversification as a 
multi-strategic approach that incorporates a set of strategies that work together to enhance hotel property-
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level competitiveness. These include (1) third-degree price differentiation, (2) rate fencing, (3) product 
versioning, (4) product bundling, and (5) value-based pricing (see Figure 1 below). 
 
Figure 1: Conceptual Model of Related Product Diversification 
 

   

 

 

 

 

 

 

 

 

 

  
 

 
 
 

 

 
The conceptual model was based on an underlying hypothesis that individual hotels that actively and 
jointly use the five strategies underpinning the conceptual model can achieve greater competitiveness 
(higher revenue generation index) than those that do not. By combining these strategies, a hotel will be 
able to develop an appealing assortment of room products with multiple versions and offer them either 
individually or in bundles with other complementary products and services under varying booking 
conditions at different rates. This allows customers to select room products and rates that roughly match 
their preferences and willingness to pay, thus improving their stay experience and satisfaction. At the same 
time, it enables the hotel to serve a wide range of customers with different needs and budgets, thus 
improving its average occupancy rate, while also credibly applying third- and second-degree price 
differentiation, thereby increasing its average room rate and, ultimately, achieving a higher RevPAR than 
its direct competitors. 
 
2.1 THIRD-DEGREE PRICE DIFFERENTIATION 
In third-degree price differentiation, a firm can identify distinct segments of customers with different 
willingness to pay and, accordingly, charge them different prices for the same product or service (Varian, 
1996; Hayes and Miller, 2011). A real-world example of this classic form of differential pricing is when a 
hotel charges leisure customers a lower rate than business customers for the same room on a given arrival 
date. Other examples are senior citizen discounts, student discounts, and the like (Varian, 1996).  
However, since large customer segments typically contain distinct sub-segments with relatively different 
willingness to pay, further segmentation and price differentiation are required. Recognizing these sub-
segments requires the hotel to be able to determine which group each customer belongs to, which is 
difficult to do because it requires the hotel to know precisely what each customer is willing to pay for what 
she/he wants to buy (Hayes and Miller, 2011). Alternatively, the hotel can offer customers a range of 
purchase options and product variants to select from, allowing customers to self-segment into various rate 
categories according to their different preferences and willingness to pay (Ng, 2006; Zhang and Bell, 2012). 
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This self-selecting segmentation can be done using a combination of revenue management strategies, 
including rate fencing, product versioning, and product bundling. With these strategies, a hotel can break 
up large customer segments into more specific and distinct sub-segments, thus effectively leveraging 
second-degree price differentiation. 
 
2.2 RATE FENCING 
Rate fences are logical conditions and restrictions designed to enable customers to self-segment into 
appropriate rate categories based on their different needs or willingness to pay (Hanks et al., 1992). For 
example, the same room may be offered at three different rates subject to different cancellation/refund 
restrictions: (1) a low rate that is not refundable in case of cancellation; (2) a standard rate that is partially 
refundable in case of cancellation; and (3) a high rate that is fully refundable in case of cancellation. These 
various restrictions allow customers to self-segment by choosing the restrictions and rates that roughly 
correspond to their booking preferences and willingness to pay — customers who are not willing to pay 
for flexible cancellation will choose the non-refundable rate and thus receive a discount and those who are 
moderately or highly willing to pay for flexible cancellation will choose the partially or fully refundable 
rates and thus pay a different premium.  
The presence of such restrictions makes lower rates acceptable to customers with low willingness to pay, 
especially those who do not mind accepting some restrictions on their purchase experiences (Varian, 1996; 
Wirtz et al., 2003). On the other hand, it makes these rates less attractive to customers with high willingness 
to pay, giving them less incentive to trade down (Hanks et al., 1992; Varian, 1996). This allows the hotel to 
differentiate rates while limiting customer migration across segments and the resulting loss of revenue 
(Zhang and Bell, 2012). Moreover, it enables the hotel to improve perceived pricing integrity and boost 
customer confidence, thus capturing more consumer surplus and increasing revenue (Hanks et al., 1992; 
Hayes and Miller, 2011). However, effective rate fencing requires sophisticated reservation and revenue 
management systems, driving up coordination and monitoring costs (Hanks et al., 1992; Ng, 2006). These 
costs can be reduced by versioning, bundling, and pricing room products differently based on the values 
customers perceive in those products and their willingness to pay. 
 
2.3 PRODUCT VERSIONING 
Product versioning is the process of creating slightly different versions of the same product with varying 
levels of quality ranging from good to better to best, labeling them with special codes, and offering them 
for sale as distinctly different products at different prices (Hayes and Miller, 2011). The process requires 
distinguishing the different versions of the product by identifying features that are of high value to some 
customers but of little value to others and then developing and pricing those versions accordingly (Shapiro 
and Varian, 1998). It also requires that lower-priced versions are insufficient to meet the desires of higher-
paying customers, but fully satisfy the needs of lower-paying customers (Hayes and Miller, 2011).  
An example of product versioning is when a hotel categorizes its room inventory into various room types 
based on the different characteristics of those rooms (Hayes and Miller, 2011), and then sets rates by room 
type (Hanks et al., 1992). By doing so, the hotel can offer various types of rooms with different sizes, 
locations, bed configurations, and amenities and give them special codes and rates that reflect their 
distinctive characteristics and values (Hayes and Miller, 2011). Since there are perceptible differences 
between the different types of rooms offered, customers will value these rooms differently and will 
therefore be willing to pay different rates for them (Hanks et al., 1992; Hayes and Miller, 2011). 
Done properly, product versioning helps customers segment themselves by self-selecting versions and 
prices that more or less match their preferences and willingness to pay. The versions that customers choose 
to reveal the values they place on the product and the prices they are willing to pay for it (Shapiro and 
Varian, 1998). This enables the firm to differentiate prices without having to pre-determine customer 
segments, while also alleviating the problem of cannibalization caused by the tendency of higher-paying 
customers to trade down (Hanks et al., 1992; Shapiro and Varian, 1998; Ng, 2006). Product versioning is 
also a cost-efficient strategy because the cost difference between various versions is slight, but the impact 
on customers’ perceptions of value is significant (Hayes and Miller, 2011). Therefore, it can be used to 
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reward loyal customers by strategically upgrading them to higher-quality versions at around the same 
price (Hayes and Miller, 2011). 
 
2.4 PRODUCT BUNDLING 
Another common tactic of product versioning is product bundling. This tactic involves bundling related 
products and services in a single package and selling the package at one total price that is generally lower 
than the sum of the prices of the individual products and services included in the package (Hayes and 
Miller, 2011). The tactic also involves varying the products and services bundled in the package to meet 
the needs of individual customers (Tranter et al., 2013). For example, a hotel can offer a menu of various 
accommodation packages by bundling rooms with various additional services such as F&B, laundry 
service, spa treatment, and other paid extras. In addition, the hotel can include other perks and services in 
the packages such as high-speed internet, free parking, turndown service, late check-out, and the like 
(Kimes, 2010). These extra services and perks may not cost the hotel much money, but they do create a 
very "high perceived value" in customers’ minds (Kimes, 2010). Customers can then review the menu of 
packages available and choose the ones that best suit their needs and budgets (Tranter et al., 2013).  
Well-designed packages motivate customers to purchase multiple hotel products and services at reduced 
total rates, thus improving their stay experience and satisfaction. This allows the hotel to increase the total 
value of customers’ purchases and therefore its total revenue (Hayes and Miller, 2011; Tranter et al., 2013). 
Moreover, since the package is sold at a single total price, the prices of the individual products and services 
that make up the package are opaque to customers (Tranter et al., 2013). This opaqueness helps the hotel 
lower room rates for specific customer segments without overtly changing its reference rate or 
compromising the integrity of its brand (Wirtz et al., 2003; Kimes, 2010). 
 
2.5 VALUE-BASED PRICING 
Under value-based pricing, the product is priced differently based on customers' perceptions of the 
product value and what they are willing to pay for it (Hayes and Miller, 2011; Tranter et al., 2013). One 
successful way to do this is to create various versions and bundles of the same product and allow 
customers to self-select. In this way, customers will be more receptive to paying different prices because 
they select the prices they will pay based on their calculation of the product’s value (Shapiro and Varian, 
1998).  
As an advanced form of differential pricing, value-based pricing enables the firm to legitimately capture 
most of the consumer surplus by making customers pay the highest possible prices they are willing to pay 
for a product (Shapiro and Varian, 1998; Hayes and Miller, 2011). Besides, it ensures that the firm maintains 
a strong competitive position by reducing the possibility of customers switching to competitors if the price 
of the product is higher than what customers are willing to pay or above the prices charged by competitors 
for similar products (Hanks et al., 1992; Hayes and Miller, 2011; Al-Shakhsheer et al., 2017b).  
 
2.6 RESEARCH HYPOTHESIS 
Based on the above, it can be argued that adopting an effective approach to related product diversification, 
which incorporates the five strategies underpinning the conceptual model, can significantly improve the 
competitiveness and revenue generation potential of individual hotels. Given this, we put forward the 
following general hypothesis: 
Hypothesis (H1): There is a significant and positive relationship between related product diversification 
and hotel property-level competitiveness. This follows that the five strategies underpinning the conceptual 
model significantly and positively affect hotel property-level competitiveness, both separately and in 
combination. 
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METHODOLOGY APPLIED TO THE STUDY 
 

3.1 STUDY SAMPLE  
The current study focused on individual star-rated hotels that were operating as independent and 
affiliated properties in the major tourist destinations in Jordan between 2016 and 2018. The data were 
collected through a structured questionnaire that was personally submitted to the owners/managers of 
these hotels between February and April 2019. At the beginning of 2019, there were 270 star-rated hotels 
in Jordan, of which 97 were deliberately excluded because they were offering basic accommodations with 
limited room inventories and few F&B options. Of the remaining 173 hotels, only 128 agreed to participate 
in the survey. These hotels contained nearly 13,317 rooms, which represented 65.15% of the total room 
stock in all classified hotels (N = 20,442 rooms) and 43.89% of the total room stock in all lodging properties 
in Jordan (N = 30,343 rooms) during 2018. The participant hotels consisted of 25 two-star hotels with 1,150 
rooms, 48 three-star hotels with 2,456 rooms, 27 four-star hotels with 3,149 rooms, and 28 five-star hotels 
with 6,562 rooms. In terms of location, 94 of these hotels were located in Amman governorate, 14 in Aqaba 
governorate, 10 in Ma’an governorate, and 10 elsewhere in Jordan. 
 
3.2 STUDY VARIABLES  
 

3.2.1 DEPENDENT VARIABLE  
The hotel property-level competitiveness variable was measured by using the revenue generation index, 
which was operationalized as the average RevPAR of a hotel for the years 2016 to 2018 divided by the 
average RevPAR of its competitive set for the same period. As is well known, RevPAR is a function of the 
average daily rate and the average occupancy rate. An individual hotel is considered more competitive 
when it has a higher revenue generation index (RGI), i.e., when its average RevPAR is higher than the 
average RevPAR of its competitive set. The revenue generation index (RGI) was constructed as follows:  
First, to identify the competitive set of each hotel, we asked each participant to name at least three hotels 
that directly compete with his hotel using the following definition: a competitive set is a group of hotels 
that operate in the same area (e.g. within a three-mile distance), have the same star rating, offer similar 
types of rooms and services, and target the same customer segments (c.f. Enz and Canina, 2005; Enz et al., 
2009; Al-Shakhsheer et al, 2017a). Second, we requested each participant to report the annual average daily 
rate (ADR) and the annual average daily occupancy rate (ADO) that his hotel achieved each year during 
the period 2016-2018. In the questionnaire, each participant was told that the simple formula for calculating 
ADR is to divide the total room revenue in a given year by the total number of rooms sold in the same 
year. Likewise, each participant was informed to calculate ADO by dividing the total number of rooms 
sold in a given year by the total number of rooms offered for sale during the same year.  
Third, we calculated the total room revenue for each hotel and for each hotel’s competitive set in each year 
during the period 2016-2018 using the following formula: Annual room revenue = ADR * ADO * the hotel's 
number of rooms * 364 nights. Once this was established, the RevPAR for each hotel over the three years 
was computed by dividing the total room revenue for each hotel over the three years by the total number 
of rooms that the hotel made available for sale during the same period. In the same vein, the RevPAR for 
each hotel's competitive set over the three years was calculated by dividing the total room revenue 
generated by all hotels in the competitive set over the three years by the total number of rooms offered for 
sale by those hotels during the same period. Finally, the RGI for each hotel over the three years was 
calculated by dividing the hotel’s RevPAR over the three years by the RevPAR of its competitive set over 
the same period (c.f. Al-Shakhsheer et al 2017a). 
 
3.2.2 INDEPENDENT VARIABLES 
To gauge the degree of related product diversification, we initially developed 15 questionnaire items to 
inquire about the practical application of the five strategies underlying the proposed model. We asked 
each participant to indicate how frequently their hotels were using these strategies during the period 2016-
2018 on an eight-point ordinal scale ranging from 1 (never) to 8 (always). The questionnaire items were 
formulated in light of previous literature on revenue management and price differentiation, chiefly Hanks 
et al. (1992), Varian (1996), Shapiro and Varian (1998), Wirtz et al. (2003), Kimes (2010), Hayes and Miller 
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(2011), Tranter et al. (2013), and Al-Shakhsheer et al. (2017b). Although the original questionnaire had 15 
items, preliminary analyses suggested that 5 be excluded because they were either highly cross-loaded or 
had component loadings below the threshold of 0.4. As a consequence, 10 items were retained and used 
in the final analyses (Cronbach's Alpha = 0.845). Table 1 below shows the English translation of these ten 
items. 
 
Table 1: The Ten Questionnaire Items Used in the Principal Component Analysis 
 

Item Label Statements 

   
1 Third-Degree Price 

Differentiation 
"Dividing customers into smaller, more distinct segments based on their different 
price sensitivity or willingness to pay". 

2 Third-Degree Price 
Differentiation 

"Charging different rates to different groups of customers based on their different 
willingness to pay—for example, charging different rates for the same room depending 
on whether the customer is a repeat or one-time customer, a junior or senior, a student 
or non-student, and so on". 

3 Rate fencing "Setting different rates for the same room under different booking conditions, so that 
lower rates are restricted  by strict booking conditions, and higher rates are restricted  

by lenient booking conditions". 

4 Rate fencing "Tightening restrictions on lower rates (e.g., non-refundable and advanced bookings), 
while easing restrictions on higher rates (e.g., refundable and late bookings), so that 
lower rates are acceptable to lower-paying customers but less attractive to higher-
paying customers". 

5 Product 
versioning 

"Categorizing the stock of rooms into several different room types based on the 
characteristics of those rooms and giving them special codes and rates that reflect their 
distinctive characteristics and values". 

6 Product 
versioning 

"Offering various types of rooms with different sizes, locations, and bed configurations 
at different rates that suit different subsets of customers— for example, king rooms, 
queen rooms, single rooms, double rooms, triple rooms, studios, ocean-view rooms, 
and so on". 

7 Product 
Bundling 

"Bundling related products and services in a single package and selling the package at 
one total price that is cheaper than the sum of the prices of the individual products that 
make up the package". 

8 Product 
Bundling 

"Creating a menu of various accommodation packages at different discounted total 
rates by bundling rooms with various extra services and perks such as F&B, laundry 
service, spa treatment, high-speed internet, free parking, turndown service, late check-
out, and the like". 

9 Value-based 
pricing 

"Setting different rates for the same room based on customers' perceptions of its value 
and what they are willing to pay for it". 

10 Value-based 
pricing 

"Offering various versions and bundles of the same room at different rates, so that 
customers can self-select based on their perceptions of these products' values and the 
rates they are willing to pay for them". 

 
3.2.3 CONTROL VARIABLE 
Previous literature suggested several factors that may influence RevPAR performance, most notably hotel 
size (c.f. Sainaghi, 2011; Al-Shakhsheer et al., 2017b). In this study, hotel size was used as a control variable 
and operationalized as the ratio of a hotel's total number of employees to the average number of employees 
of its competitive set. It should be noted that defining the hotel’s competitive set and RGI in the manner 
described above reduced the need to control for other important factors, most notably the hotel’s number 
of rooms, star rating, and service orientation (e.g., limited, select, or full service). 
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EMPIRICAL ANALYSIS AND RESULTS  
The empirical investigation of related product diversification consisted of two stages. In the first stage, we 
performed principal component analysis (PCA) using the direct oblimin rotation method with Kaiser 
Normalization on the ten questionnaire items that assess the practical application of the five strategies 
underpinning the proposed conceptual model. By doing so, we were able to extract two correlated principal 
components that account for an acceptable proportion of the variation observed across the ten items. In the 
second stage, we regressed RGI on the two extracted principal components and the control variable to 
check whether the regression coefficients of these variables accord in terms of their signs and statistical 
significance with the predictions given in the underlying hypothesis of the conceptual model (H1). 
 
4.1 PRINCIPAL COMPONENT ANALYSIS 
We verified the applicability of PCA through the following measures. First, we inspected the correlation 
matrix of the ten questionnaire items presented in Table 2 below.  The correlation coefficients for most of 
the ten items were well above .30 and significantly positive at p < .01 and p < .05. Second, we examined the 
determinant of the correlation matrix, which was .034 well above the rule of thumb of .00001. Third, we 
checked the overall significance level of the correlation matrix tested with Bartlett’s Test of Sphericity, 
which was also statistically significant at p < .001 (Chi-square = 414.705). Fourth, we scrutinized the Kaiser-
Meyer-Olkin measure of sampling adequacy, which was about .871, indicating that the sample size was 
large enough to apply PCA (see Johnson and Wichern, 2007; Everitt and Hothorn, 2011; Field, 2013 for more 
detailed discussion). 
 

Table 2: Means, Standard Deviations, and Pearson’s Correlations with Significance Levels for RGI and 10 
Questionnaire Items (N=128) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note. M and SD are used to represent mean and standard deviation, respectively. ** indicates p <.01. * indicates p 

<.05. 
It is important to note before moving on from Table 2 above that all ten questionnaire items have positive 
and significant correlations with RGI which range from r = .273, p < .01 to r = .717, p < .01. These results 
demonstrate that each of the five strategies underlying the proposed model has a positive and significant 
impact on hotel property-level competitiveness. This partially supports the general hypothesis of this study 
(H1), specifically the second part of this hypothesis, which relates to the individual effects of these strategies 
on hotel property-level competitiveness.  

 

 

Item Variable M SD RGI (1) (2) (3) (4) (5) (6) (7) (8) (9) 

              
(1) Third-Degree 

Price 
Differentiation 

4.98 1.78 .491**          

(2) Third-Degree 
Price 
Differentiation  

4.87 1.53 .363** .506**         

(3) Rate Fencing 4.73 1.54 .485** .517** .477**        

(4) Rate Fencing 4.74 1.49 .273** .420** .288** .418**       

(5) Product 
Versioning 

4.93 1.66 .507** .361** .328** .378** .265**      

(6) Product 
Versioning 

4.89 1.64 .525** .325** .280** .351** .332** .503**     

(7) Product 
Bundling 

4.79 1.52 .449** .330** .300** .302** .294** .524** .610**    

(8) Product 
Bundling 

5.08 1.74 .400** .323** .187* .282** .292** .490** .428** .466**   

(9) Value-based 
Pricing 

4.45 2.23 .608** .295** .229** .323** .175* .356** .414** .359** .229**  

(10) Value-based 
Pricing 

4.72 2.36 .717** .365** .315** .345** .169* .459** .462** .387** .382** .526** 
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The results are also consistent with those of Al-Shakhsheer et al. (2017b) that product versioning, fenced 
pricing, and value-based pricing are significantly and positively correlated with the RevPAR performance 
of Jordanian hotels. 
 

Table 3: Eigenvalues, Percentage of Variance, and Component Loadings for Direct Oblimin Rotated Two-
Component Solution for 10 Questionnaire Items (N=128) 

 

Principal 
Components 

Of   %  
Variance 

 
Eigenvalue 

 

 

 
 

Questionnaire 
Items 

Component 
Loadings 

Communities 

    (5) Product Versioning  .725 .582 

    (6) Product Versioning  .780 .627 

PPD 43.061% 4.306  (7) Product Bundling     .771 .602 

    (8) Product Bundling .675 .463 

    (9) Value-based Pricing .635 .413 

    (10) Value-based Pricing .709 .529 
        

    
(1)  

Third-Degree Price 
Differentiation .739 .657 

PND 12.341% 1.234  (2)  
Third-degree Price 
Differentiation .733 .578 

    (3)  Rate Fencing .724 .636 
    (4)  Rate Fencing  .635 .454 

 
Table 3 above provides a summary of the PCA results. As can be seen, PCA for the ten questionnaire items 
produced a two-component solution explaining approximately 55.402% of the total variation observed 
across these items. The eigenvalues for the first and second components are 4.306 and 1.234 respectively. 
Importantly, the six questionnaire items assessing product versioning, product bundling, and value-based 
pricing are all closely related to the first component, with positive loading scores ranging from .635 to .780. 
Because these strategies cause physical alterations to the product, this component was viewed as 
embodying product physical diversification and was thus shortened to "PPD". On the other hand, there is 
a strong association between the second component and the four questionnaire items evaluating third-
degree price differentiation and rate fencing, with positive loading scores varying from .635 to .739. Since 
these strategies have nothing to do with the product itself, but with product purchasing conditions and 
customer characteristics, this component was considered as representing product non-physical 
diversification and was therefore abbreviated as "PND". The classification of product diversification this 
way is analogous to the classification of fences into physical and nonphysical fences as in Wirtz et al. (2003) 
and Kimes (2010). 
 

 
4.2 HIERARCHICAL MULTIPLE REGRESSION ANALYSIS  
In the second stage, a hierarchical multiple regression analysis was performed. The regression model was 
estimated as follows: 
 

RGIί = ß0 + ß1SIZEί,1 +  ß2 PNDί,2 + ß3 PPDί,3 + Εί 
 
Where RGI stands for the revenue generation index that measures hotel property-level competitiveness. 
ß0 indicates the regression constant. The regression coefficients ß1, ß2, and ß3 denote the effect sizes of SIZE, 
PND, and PPD on RGI, respectively. SIZE refers to hotel relative employment size; PND stands for product 
non-physical diversification; PPD denotes product physical diversification; and ε is the error term. The 
null hypothesis tested by the above model was that either the regression coefficients for SIZE, PND, and 
PPD are zero or the overall F-test of significance is not statistically significant. 
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Before performing a hierarchical multiple regression analysis, both the scatter plot and standard P-P plot 
were examined to ensure that the three basic assumptions of linearity, homoscedasticity, and normality 
were satisfied. It was also confirmed that the regression model was free from multicollinearity problems 
using the collinearity statistics. The collinearity statistics revealed that the Tolerance values for SIZE, PND, 
and PPD ranged from .591 to .854 and that the Variance Inflation Factors for these variables varied between 
1.172 and 1.691, all were within acceptable limits (see Johnson and Wichern, 2007; Field, 2013 for more 
detailed discussion). 
 
Table 4: Summary of Hierarchical Regression Analysis for Variables Affecting Hotel property-

Competitiveness 
 

Variables ß t SE R R2 ∆ R2 

Stage 1    
.721 .521*** .521*** 

SIZE .721*** 11.696 .055 
   

Stage 2    
.760 .578*** .057*** 

SIZE .643*** 10.508 .054 
   

PND .252*** 4.126 .008    

Stage 3    
.819 .670*** .092*** 

SIZE .425*** 6.465 .058 
   

PND .176** 3.151 .008 
   

PPD .395*** 5.887 .009 
   

 

Note. N=128. *** indicates p < .001. ** indicates p < .01. * indicates p < .05 

As shown in Table 4 above, the hierarchical multiple regression analysis comprised three steps. In the first 
step, SIZE was entered alone into the regression model. The SIZE variable explained about 52.1% of the 
total variation in RGI and made a significant contribution to the regression model, F (1, 126) = 136.797, p < 
.001. In the second step, PND was included in the regression model alongside SIZE. The inclusion of PND 
explained an additional 5.7% of the total variation in RGI and made a significant change in R², F (1, 125) = 
17.025; p < .001. As a result, the total variation explained by the model as a whole was 57.8%, F (2, 125) = 
85.610; p < .001. In the third step, PPD was added to the regression model alongside SIZE and NPD, and 
as a result, the total variation explained by the model as a whole was 67%, F (3, 124) = 83.995; p < .001. The 
addition of PPD explained an additional 9.2% of the total variation in RGI and this change in R² was also 
significant, F (1,124) = 34.6592, p < .001. The final model included all three variables, all of which were 
statistically significant, with SIZE scoring the largest effect size (β = .425, p < .001), followed by PPD (β = 
.395, p < .001), and PND (β = .176, p < .01).  
Overall, the empirical results revealed a strong and positive relationship between related product 
diversification and hotel property-level competitiveness, which fully supports the general hypothesis of 
this study. These results are generally consistent with those of Yang et al. (2017) that product 
diversification helps improve hotel performance. The results are also in agreement with those of Paul and 
Wachira (2021) and Enobong et al. (2022) that concentric diversification positively affects the growth and 
sustainability of hotels. More specifically, the results of hierarchical multiple regression analysis can be 
summarized as follows.  
First, the significant improvement in R² with the addition of either PND or PPD to SIZE in the model 
implies that using either strategy can generate more revenue than using neither. Second, the significant 
rise in R² after adding PPD to both PND and SIZE indicates that using both strategies can create greater 
competitiveness (higher revenue generation index) than using either. These results emphasize the 
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importance of integrating these two strategies (and thus the five strategies built into them) into the actual 
practice of related product diversification.  
Third, the significant positive coefficient of SIZE indicates that the larger the hotel, the greater its 
competitiveness and revenue generation potential. Fourth, the significant positive coefficient of PND 
implies that a hotel can generate more revenue than its direct competitors by segmenting customers into 
discrete rate categories and charging them differently based on their preferences and willingness to pay. 
Fifth, the positive and significant coefficient of PPD indicates that a hotel can achieve greater revenue 
generation potential by versioning, bundling, and pricing room products differently based on the values 
customers perceive in those products and their willingness to pay. 
Lastly, the significant difference in effect size between PND and PPD reveals that PPD provides greater 
revenue generation potential than PND. This may be because the PPD strategy allows the hotel to cater to 
a large range of customers in multiple layers of various sub-segments and thus effectively leverage second-
degree price differentiation. 

 
CONCLUSIONS AND IMPLICATIONS 
There is a dearth of empirical research on related product diversification and its impact on the 
competitiveness and revenue generation potential of individual hotels. The current study sought to 
advance research work in this field by proposing and testing a conceptual model for related product 
diversification. The model was theoretically developed based on a combination of revenue management 
and price differentiation strategies, including third-degree price differentiation, rate fencing, product 
versioning, product bundling, and value-based pricing. The model was empirically tested on a sample of 
128 individual star-rated hotels operating in the Jordanian hotel industry, a challenging and highly 
competitive industry that has not yet undergone much empirical investigation. This was done by 
examining the individual and combined effects of using these strategies on the revenue generation indices 
achieved by the sample hotels between 2016 and 2018. 
 

Overall, the findings revealed a strong and positive relationship between related product diversification 
and hotel property-level competitiveness. The results showed that the five strategies underpinning the 
conceptual model significantly and positively affect hotel property-level competitiveness, both separately 
and in combination. These strategies can be merged and coordinated into two underlying interrelated 
strategies, namely, product non-physical diversification and product physical diversification. A hotel can 
apply either strategy to improve its competitiveness and revenue generation potential. According to the 
results, the second strategy offers more revenue generation potential than the first. Greater 
competitiveness can be achieved when these two strategies are applied jointly than when applied 
separately. Individual hotels that actively and jointly use these strategies are rewarded with higher average 
occupancy rates, higher average room rates, and therefore higher RevPARs than their direct competitors. 
Product non-physical diversification is composed of third-degree price differentiation and rate fencing.  
 

Third-degree price differentiation allows the hotel to target customers at the segment level. It relies mainly 
on the effective use of available information to identify common characteristics of customers and their 
presumed willingness to pay. With this information, the hotel can place customers into smaller, more 
distinct segments and charge them different rates for the same room based on their different willingness 
to pay. Rate fencing enables the hotel to target customers at the sub-segment level. Under this strategy, the 
same room is sold at different rates bounded by various booking conditions, allowing customers to self-
segment by choosing the conditions and rates that more or less correspond to their preferences and 
willingness to pay. To make this strategy work best, lower rates should be subject to strict booking 
conditions like advance and non-refundable reservations. On the other hand, higher rates should be linked 
to lenient booking conditions like late and refundable reservations. In this way, lower rates would be 
attractive to lower-paying customers, but unappealing to higher-paying customers, allowing the hotel to 
differentiate rates while limiting the problem of cannibalization and the resulting loss of revenue. 
Product physical diversification allows the hotel to cater to a wide range of customers in multiple layers 
of various sub-segments by versioning, bundling, and pricing room products differently based on the 
values customers perceive in those products and their willingness to pay. With this strategy, a variety of 
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room versions with different sizes, locations, bed arrangements, and amenities can be developed and 
offered as different products with various codes and rates. Room versions can also be bundled with 
various extra services and perks to create a menu of various accommodation packages at different total 
rates. This allows customers to self-select room products and rates that roughly match their perceptions of 
value and willingness to pay, thus improving their stay experience and satisfaction. At the same time, it 
enables the hotel to serve a wide range of customers with different needs and budgets, thus improving its 
average occupancy rate, while also credibly applying second-degree price differentiation, thereby 
increasing its average room rate and, ultimately, achieving a higher RevPAR than its direct competitors. 
 

Despite the significant contributions this study makes, it is not without limitations. The first limitation has 
to do with the data set used in the analysis of related product diversification. The data is greatly influenced 
by the respondents' credibility and their interpretations of the questionnaire items. The second limitation 
emanates from the use of RGI as a measure of hotel property-level competitiveness. RGI considers only 
the total revenue from the sale of room inventory while excluding ancillary revenue from the sale of other 
related products and services. Additionally, it ignores other important factors such as hotel-specific risk 
(revenue volatility) and costs. For this reason, it is recommended that future studies use longitudinal data 
backed by risk-adjusted profitability measures. The third limitation relates to the field scope of the 
conceptual model test, which was confined to the Jordanian hotel industry. Therefore, further empirical 
studies using data from other hotel industries are needed to validate the conceptual model and ascertain 
its practical applicability on a global scale. 
 

The fourth and most important limitation concerns the conceptual model itself. The model does not take 
into account other relevant strategies, particularly product customization and customized pricing. These 
strategies allow individual customers to tailor products and prices according to their perceptions of value 
and willingness to pay, enabling a firm to effectively leverage first-degree price differentiation (c.f. Gilmore 
and Pine, 1997; Garbarino and Lee, 2003; Valenzuela et al., 2009). Therefore, it is highly recommended that 
future studies incorporate these strategies into the conceptual model of related product diversification. 
Doing so will provide a richer and more comprehensive analysis of related product diversification and its 
influence on hotel property-level competitiveness. 
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