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Background Information 

U.S. Lodging Industry & “Going Green” Initiatives 

The United States lodging industry has been dominated by large, branded hotel chains. Leaders 

of this industry include: 

 Best Western 
 Accor SA 
 Choice Hotels International 
 Four Seasons Hotels 
 Hilton Worldwide 
 Hyatt Hotels Corp 
 InterContinental Hotel Group 
 Kimpton Hotel Group 
 Marriott International 
 Red Lions Hotels 
 Starwood Hotels& Resorts Worldwide 
 Wyndham Worldwide 

According to Standard& Poor’s, lodging business grew a tendency to build capacity during times 

of high demand, but the capacity would become available during off-peak seasons. The 

overcapacity caused by this cycle resulted in approximately 4.8 million rooms at more than 

50,000 lodging facilities. With capacity of one hotel room for every 64 U.S. citizens, the lodging 

industry took a turn for the worst. 

The rapid decline in hotel occupancy rates were cause by major economic factors, including: 

high unemployment, reduced business and conference travel, unchanged real GDP, and 

foreclosure epidemics. Due to these driving forces, late 2008 until early 2010 marked the longest 

decline in the lodging industry since the 1960s. In fact, Standard & Poor’s reported a potential 

55-56% decline in occupancy levels throughout the steady decline into late 2010. This decline 

would be the worst recorded drop since the Great Depression. Revenue per available room 

(RevPAR), a statistic used to measure financial performance in the hospitality industry, dropped 

17% in 2009 and was expected to drop an additional 3.6% in 2010. 

“Going Green” became a trend in the lodging industry as of late 2009. During this time, Hotels 

magazine reported: “hotels seeking new customers and growth in difficult economic times could 

benefit over the long term with investments in sustainability initiatives.” Studies show that nearly 

half of U.S. leisure travelers indicated they were willing to pay higher rates for services provided 

by environmentally friendly lodging facilities; moreover, 60% of this group indicated they would 

pay up to a 9% premium for the services. Business travelers represent another significant target 

segment for hotels. In 2008, a survey indicated that 28% of this segment indicated they were 

willing to pay a 10% premium for “green” accommodations. 

 The demand for green lodging is derived from an emerging segment belonging to a category 

known as “Lifestyles of Health and Sustainability” (LOHAS). While this is a recently founded 

and currently prospering segment, market research indicates that LOHAS consists of about 38 

million people, accounting for 17% of the U.S. adult population, with spending power of $209 
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billion per year. More importantly, the Natural Marketing Institute identified a subsegment of 

this demographic to be tourists, representing a $77 billion market and 5% of the overall U.S. 

travel and tourism market. As of 2009, members all across the lodging industry, from budget 

properties to high end resorts, began implementing green initiatives in hopes to receive long term 

benefits and reach new consumer segments. 

Joie de Vivre & Boutique Hotels 

Established in 1987, Joie de Vivre (JdV) is a hotel management company based in San Francisco 

with 36 boutique hotel locations throughout California. Boutique hotels are differentiators within 

the lodging industry. They provide personalized customer service and accommodation that large 

hotel chains do not offer. Boutique hotels are usually owned and operated by companies with a 

small collection, but after proving successful, multinational hotel companies expanded into this 

sector to gain the market share. 

In 2008, JdV had combined who newly renovated hotels to form one new hotel, known as Good 

Hotel. Good Hotel was the first in the industry to become known as the “hotel with a 

conscience.” The phrase is derived from Good Hotel’s positive attitude, environmental 

sensitivity, and philanthropy; moreover, Good Hotel’s approach was designed to “inspire the 

good in us all.” The Good Hotel elaborates on their customer experience by stating: “From beds 

and headboards made from locally reclaimed wood to glow in the dark messages, our guests will 

discover that we are good with a lighthearted twist.” Specialized hotel services include: 

complimentary hybrid vehicle parking, restaurant serving fresh and local ingredients, bicycle 

rentals, outdoor heated pool, and pet friendly services. 

 In 2010, JdV foreclosed on their holdings and sold Good Hotel to a new management group. 

The current management is left with the responsibility to provide a report evaluating the hotel’s 

performance and providing recommendations as to whether the new management should 

continue, expand, or discontinue the Good Hotel concept. 

Strategy 

Chip Conley, JdV’s founder and CEO, spoke of their branding strategy: “We went through a 

whole branding process, and what we heard from our customers was that they loved the fact that 

we create original hotels.” After relating JdV’s strategy to the concept of Travel Weekly 

magazine, Conley indicated that all of JdV’s hotel concepts are derived from various magazine 

themes. 

JdV’s market niche differentiator strategy is evident: they are geographically focused and 

product-line diverse. JdV in no way attempts to be the Wal-Mart of the lodging industry; in fact, 

they strive for just the opposite. The Good Hotel’s concept incorporated five key words: hip, 

happy, humble, conscious, and inventive.  

Five Forces Model 

Rivalry 

Rivalry in the hotel industry is relatively high. Consumer demand has been rapidly diminishing, 

causing members within the lodging industry to experience chronic overcapacity. This situation 
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is a typical implication of strong rivalry among competitors; however, it is more threatening to 

lodging service providers given that hotel rooms are perishable assets and cannot be cleared as 

easily and cost effectively as tangible inventory. High fixed costs add to the strong rivalry, as 

hotels often enter into price wars to sell as many rooms as possible in order to offset or spread 

fixed costs. 

Price wars are often indicators of high rivalry among competitors. Websites platforms like 

Travelocity and Priceline increase this rivalry among industry members because it allows 

consumers to compare the discounted rates of various hotels. Hotels list their rooms at very low 

rates on this site in a last minute attempt to get them sold and cover their fixed costs. Since 

consumers will usually choose the lowest price among their preferred level of quality, hotels in 

the same strategic group are forced to compete with one another based solely on price. 

The high number of large firms within the lodging industry also increases rivalry among 

competitors. The more firms competing for market share, the more likely they are to focus on 

strategic offensives, placing pressure on other industry leaders to implement their own offensives 

or defensives.  

High exit barriers increase intensity of rivalry within the lodging industry. Companies that are 

performing poorly cannot give up easily, as their assets cannot be easily sold or transferred for 

different uses. Hotel owners would have to sell properties in order to withdraw from the industry, 

but due to the high level of overcapacity within the hotel industry as a whole, it is unlikely for 

other hotel companies to buy the property. Hotels are not usually purchased to be transferred into 

office buildings or other commercial real estate; therefore, the exit barrier in this case remains 

high. 

Threat of New Entrants 

The threat of new entrants to the lodging industry is very low. The barriers to enter the lodging 

industry are significant, making the industry less attractive to new entrants and more attractive to 

current industry members. Rapidly growing demand and high potential profits provide new 

entrants with a reason to overcome the existing barriers, as they would expect a successful 

payout in the long run. In this case, demand is consistently decreasing and overcapacity is a 

major issue; therefore, no rationale for entering the hotel industry remains. 

High capital requirements for establishing firms in the hotel industry also decrease the threat of 

new entrants. In order to be successful within the hotel industry, companies are forced to invest 

heavily in advertising, differentiation efforts, employees, and real estate. The higher capital 

required for a firm to begin participating within an industry, the less likely firms are to take the 

risk of entering.  

Differentiation strategies among firms in the lodging industry impose a significant decrease to 

the threat of new entrants. In order to compete for market share, a new firm would have to 

thoroughly invest in differentiation initiatives to add value to their brand, especially to compete 

against a player like Good Hotel. The green initiatives, high quality service and customization 

provided by Good Hotel would be very costly for a new member of the industry to compete with. 

A newcomer’s entry within the hotel industry will be highly contested among existing firms. 

Discounting and price wars are tactics firms employ to defend against new competitors; but in 
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this case, rivals are already in price wars to cover as much market share as possible given the low 

demand and high supply. This situation will make the hotel industry extremely unattractive to 

potential new entrants, weakening the threat. 

Threat of Substitute Products 

The threat of substitutes for the lodging industry remains high due to readily available 

substitutes, high price values, and low switching costs. 

Readily available substitutes for lodging include informal accommodations, corporate travel 

housing, camping, or traveling via RV. Informal substitutes include staying with family and 

friends instead of booking hotel rooms, common substitutes for the leisure travelers. 

These substitutes (with the exception of RV travel) are usually cheaper alternatives to paying for 

a hotel stay, making price values very high and increasing the threat of substitutes within the 

hotel industry. 

Switching costs also influence the threat of substitute products. The switching costs are very low 

for informal accommodations, corporate housing, and camping. With the current economic 

downturn, consumers are more likely to stay with friends or family during their travels. This 

situation increases the threat of substitutes, making the industry less attractive to current and 

potential members alike. 

Supplier Bargaining Power 

The threat of supplier power on the lodging industry is relatively low, as there are many 

suppliers for hotel companies. Due to its intangibility, the main suppliers for hotels are service 

providers: employees and real estate brokers. The decline of the housing market in combination 

with the high unemployment rate would make the bargaining power of these two suppliers very 

low.  

In the case of Good Hotel and members of their strategic group, supplier power would be 

moderate. In order to successfully implement their differentiation strategy, Good Hotel needs a 

staff that is willing to adhere to their service standards and go above and beyond for the 

customers (as opposed to commodity hotel chains). Exceptional staff is what makes Good 

Hotel’s strategy so successful, but recruiting staff members is relatively difficult. Good Hotel 

would need to offer higher wages and incentives for their employees to consistently perform at 

the required level, increasing the supplier (employee) bargaining power. 

The overall threat imposed by suppliers is relatively low, portraying the lodging industry in an 

attractive light. 

Buyer Bargaining Power 

Bargaining power of buyers in the lodging industry is high because switching costs for 

consumers are low, buyer demand is significantly lower than industry supply, and buyers have 

the ability to delay their purchases. Price sensitivity among buyers is also common due to the 

price of a hotel stay representing a large fraction of their total purchases. 
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The increased use of social media platforms and online reviews has allowed buyers to become 

well informed about the quality and price of lodging service providers, increasing the buying 

power of consumers. Moreover, bargaining power of buyers has been increased by websites that 

offer hotel rooms at discounted rates. Buyers’ ability to delay their purchases becomes increased 

through these websites, as consumers can wait to make a purchase until a hotel offers an 

extremely low price. 

Companies in the service industry can implement differentiation or brand loyalty tactics to retain 

customers and limit their buying power. Good Hotel has an advantage over rivals because they 

can reduce buyer power by providing an experience that not many competitors do. 

Driving Forces 

The most prominent driving force in this case was the economic downturn of 2008 that 

decreased demand and created a domino effect in the lodging industry. The growth rate for the 

lodging industry (RevPAR) dropped 17% in 2009 and was expected to drop an additional 3.6% 

in first quarter 2010. Extremely high unemployment rates, declining business and conference 

travel, unchanged GDP, and wide scale foreclosures were the major factors leading to the record 

low industry demand and rock-bottom occupancy rates during 2008 and 2009. These major 

factors were all repercussions of the economic collapse in the United States.  

Stemming from the economic downturn, a significant decline in convention center bookings 

became a driving force for change in the lodging industry. As the bookings for meetings and 

conventions rapidly decreased, so did demand for lodging. San Francisco, home of Good Hotel, 

saw a significant decline in occupancy levels due to the local Moscone Convention Center’s lack 

of bookings. Convention travel alone represented 35% of San Francisco’s annual demand for 

hotel rooms. San Francisco Convention and Visitors Bureau predicted the decline in Moscone 

Convention Center bookings would cause demand in the area to remain unchanged until 2015. 

RevPAR and average daily rates for the San Francisco area were not expected to improve until 

2011-2012. 

Changing societal concerns, values, and lifestyles became a driving force in the lodging industry 

around 2009. Consumers began to move towards supporting sustainability and healthy lifestyles, 

which changed the needs and preferences of target segments in the lodging industry. 

Sustainability initiatives became known as long term investments and travelers indicated a 

willingness to more for services provided by firms who practiced environmentally friendly 

behaviors. In addition to nearly half of leisure travelers willing to pay more, 28% of business 

travelers reported they would pay a 10% premium to book with a hotel that employs 

sustainability initiatives. This shift in consumer preferences and lifestyles lead to identification 

of a new demographic segment for the lodging industry: Lifestyles of Health and Sustainability 

LOHAS. This segment reportedly consisted of 38 million people, accounting for 17% of the total 

U.S. population. The estimated spending power of the LOHAS segment was reportedly $209 

billion per year. A subsegment of this demographic was identified for use as a potential new 

target market for the lodging industry: tourists. This LOHAS tourists segment comprised 5% of 

the overall U.S. travel market and represented $77 billion annually. 

Natural disasters can also be considered a driving force for any industry. This case in particular 

deals with the effects of a natural disaster: the large volcanic ash could in Europe forced closure 
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of all airports and cancelled travel plans. Good Hotel was directly effected as a result of this 

unanticipated driving force, as many of their 117 rooms would be empty unless they received 

last-minute walk-ins or room bookings. This driving force was unfortunate because it came at a 

time when the hotel industry was expecting a recovery. 

Key Success Factors 

The economic downturn of the United States was a direct cause to the rapid decline of demand 

within the lodging industry. The low demand led to extreme overcapacity in the lodging industry, 

causing rivalry among competitors to increase drastically. An effective way companies can limit 

or decrease the threat of competitors is to employ offensive tactics, such as differentiating or 

lowering prices. Differentiation can also be a key success factor in an industry with high buyer 

power, which is a characteristic of this case. Good Hotel’s strategy as a differentiator not only 

gave them a competitive advantage within the hotel industry, it also acted as a key success factor 

when the industry collapsed and rivalry and buyer bargaining power increased. In addition to 

Good Hotel’s differentiation strategy, their ability to offer “gratifyingly low room rates” that start 

around $67 has lowered the power of buyers in the hotel industry (something not many 

companies can accomplish). 

The effects of the significant decrease in convention center bookings negatively impacted 

members of the hotel industry located in San Francisco. While convention travel compromises 

35% of annual demand for hotel rooms in San Francisco, Good Hotel indicates that nearly all of 

their guests were leisure travelers or tourists on a budget. Since Good Hotel does not necessarily 

serve the convention/business travel segment, their strategy became a key success factor in 

remaining successful during the rapid decline caused by this driving force. 

Good Hotel’s strategy as a differentiator was compromised of a strong commitment to 

sustainability and philanthropy. This dedication became a key success factor for Good Hotel as 

consumer preferences and lifestyle priorities shifted the lodging industry’s market. The tourist 

subsegment defined by LOHAS identified a new market with spending power of $77 billion 

annually. 

Natural disasters are driving forces that allow firms to remain untouched if they demonstrate the 

right success factors. Europe’s volcanic ash cloud forced closure of all airports and resulted in 

cancellations and lower occupancy throughout the hotel industry. Good Hotel was negatively 

affected in this situation as well, they lost bookings for a large percentage of their 117 rooms. 

The only way Good Hotel would be able to recover from this driving force was if they received 

walk-ins or last minute bookings. A representative of Good Hotels previously stated: “We find 

travelers are very last-minute when reserving their hotel accommodations. We see a lot of walk-

in and internet ‘on the day of’ reservations which drive occupancy.” Good Hotel’s popular “day 

of” reservations became a key success factor in recovering from the unexpected natural disaster 

in Europe. 
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SWOT Analysis 

Strengths 

Good Hotel’s core competence is their ability to offer undeniably philanthropic services and 

invest thoroughly in “green” initiatives, yet still offer competitively low prices. This competence 

was highly beneficial during the extreme decline in occupancy levels, as successful 

differentiation and low prices are factors that can help a company remain a strong competitor in a 

suffering industry. 

Good Hotel’s strong operating performance can easily be considered a key strength. They strive 

to provide the most customized and quality service with intense initiatives towards sustainability. 

One man described his experience at Good Hotel: “San Francisco’s new Good Hotel doesn’t 

miss any tricks in its bid to be the greenest, do-goodingness, most politically correct hotel in 

America.” 

JdV’s marketing strategy focuses on low spending habits and utilization of word of mouth 

marketing through social media outlets, creating a distinctive competence for Good Hotel. 

Industry analysts indicated that social media use among travelers grew faster than the hotel 

industry itself. The strategy proved to be a strength for Good Hotel, as much of their occupancy 

was driven by last-minute internet reservations. 

JdV’s ability to remain profitable throughout the industry decline provides Good Hotel with a 

competitive strength. Despite revenue rates decreasing by 18-20% in 2008-2009, JdV reportedly 

generated $205 million in revenues during 2009. 

Weaknesses 

A significant weakness for JdV is their geographically focused strategy. In order to expand as a 

company, Good Hotel will need to expand their boundaries/borders to reach new market 

segments and larger economies of scale. Reaching large economies of scale is important for 

Good Hotel because it will ultimately allow them to gain a larger market share and compete with 

the major hotel chains. 

Brand recognition is very low for Good Hotel, especially outside of San Francisco. An internal 

focus on spreading the word about Good Hotel would be beneficial to the company and their 

occupancy rates. Well established brands are well-to-do in the lodging industry. 

Opportunities  

Good Hotel could expand their online presence and brand name by allowing their rates to be 

displayed and purchased on intermediary websites like Travelocity and Expedia. This would help 

to increase the occupancy rate as well as provide many other opportunities for expansion. 

If the subsegment of LOHAS consists of tourists around the nation, Good Hotel should invest in 

research and development to find additional information and opportunities for reaching this 

segment. This would be beneficial given the amount of spending power the new demographic 

carries and the fact that this segment is an ideal target market for Good Hotel. 
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Since JdV is currently product-line focused and geographically concentrated, Good Hotel could 

branch out to a new geographical location and attempt to strategically dominate that section just 

as JdV has done with San Francisco. In order to do so, Good Hotel could partner with hotel 

companies in large cities that have a good understanding of the learning curve and segments 

within that market. 

Threats 

Since the tourist subsegment of LOHAS has been identified, large hotel chains are beginning to 

see the opportunity in Good Hotel’s strategic group. This could impose a significant amount of 

threat to the success of Good Hotel, as they do not currently have the economies of scale that 

give major hotel chains great power and competencies. 

Analysis of Financials 

As stated in Strengths Analysis, JdV’s ability to sustain a profitable income during the downturn 

of the lodging industry provided the company as a whole with a strength, including Good Hotel. 

JdV generated revenues of $205 million in 2009 despite an 18-20% decrease in RevPAR. As of 

April 9, 2010, CEO Chip Conley was reportedly seeking a strategic capital partner for JdV that 

could invest at least $150 million to expand JdV’s number of properties. 

Since Good Hotel remained under renovation until November 2008, any financial activity prior 

to that date will not be relevant in this analysis. The running 3 month average as of March 31, 

2009 reflects Good Hotel in great standing in comparison to a peer group of the same 

neighborhood, size, and class: Good Hotel’s occupancy rate, average daily rate (ADR), and 

RevPAR were all recorded just above the Peer Group statistics. Good Hotel’s percentage change 

from 2008-2009 also remained just above the recorded measures of the Peer Group in each of the 

three categories. 

Running 12 month averages can begin to be utilized for statistics recorded on March 31
st
, 2010. 

These statistics show Good Hotel at an estimated 15% higher occupancy rate than the selected 

Peer Group average. ADR for Good Hotel was just under 2% below the recorded ADR for the 

Peer Group; however, the year-to-date row for March 31
st
, 2010 recorded Good Hotel’s ADR to 

be 4.2% higher than the Peer Group. 

The most utilized financial statistic in the hotel industry, RevPAR, was recorded at 60.21% for 

Good Hotel in the running 12 month average ending on March 31, 2010. This statistic is more 

than 10 percentage points higher than the Peer Group’s reported 49.63%. Moreover, the March 

2010 vs. 2009 percentage change reported an increase in RevPAR for Good Hotel at 47.7% for 

the running 12 month average. This percentage is almost 69 percentage points greater than the 

percentage change for the Peer Group, recorded at -21.1%. 

The financial data stated above indicates a consistent growth rate for Good Hotel. In addition to 

good financial standing, Good Hotel’s financial performance is higher than the Peer Group in 

almost every category from March 31, 2009 until the most recent records.  
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Managerial Worry List 

1. Utilize activity-based costing to analyze the costs and value of specific activities 

performed in an effort to find ways to reduce/restructure internal costs. Keeping costs 

minimal is key to sustaining the low cost advantage Good Hotel holds over its strategic 

group. 

2. Good Hotel needs to sustain its current high financial performance (in comparison to 

strategic group). This would require ensuring quality consistency and implementing 

continuous improvement measures. 

3. Good Hotel’s current focused differentiation strategy is the driving force behind their 

constant growth since early 2009. In order to remain competitive and gain more market 

share, Good Hotel needs to sustain this current strategic advantage. 

4. Good Hotel needs to reach and dominate the tourist segment of LOHAS immediately to 

ensure that large corporations do not overpower the market. This can be done by 

increasing investments in research and development. 

5. Good Hotel’s geographic focus is important to its recent positive performance. For the 

next five years, Good Hotel should remain geographically focused on San Francisco’s 

market. 

Recommendations 

After analyzing the lodging industry, Joie de Vivre, and Good Hotel, I have determined that the 

new ownership of Good Hotel should continue with the same focused differentiation strategy 

that Good Hotel has been utilizing. This strategy has been proven to be an important factor to 

Good Hotel’s industry success. 

The lack of demand and high levels of supply in the hotel industry caused a significant decrease 

in overall levels of capacity, RevPAR, and ADR. Good Hotel has experienced positive growth 

and recovery since early 2009 due to successful implementation of their strategy. In the 

economic downturn, Good Hotel’s ability to offer surprisingly low room rates has given them an 

additional advantage over competitors in the market. A focus on reducing costs could provide 

Good Hotel with higher profit margins or the ability to be the low cost provider within their 

differentiated strategic group. Lowering costs for Good Hotel can begin with analyzing cost 

structure using activity-based costing. 

Since the renovation was completed and Good Hotel reopened in November 2008, their 

consistent high service quality and differentiation has allowed them to remain competitive and 

experience positive growth throughout the years. If the new ownership were to continue with the 

strategic advantage Good Hotel gained under JdV’s management, they should be focused on 

maintaining and improving that great customer service and sustaining the branded phrase Good 

Hotel has made for itself: “a hotel with a conscience.” 

Since Good Hotel’s current differentiation strategy is focused on sustainability and philanthropy, 

it would be in the company’s best interest to infiltrate gaining market share within the tourist 

subsegment of LOHAS; that is, if new management decides to move forward with the current 

strategy. Prospectors have the advantage in this newly defined demographic. If Good Hotel is the 
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first to enter this market, they will have a first-mover advantage in addition to their advantage of 

experience with the learning curve among consumers with high priority in sustainability. 

While Good Hotel has been showing a strong growth rate over the last few years, the industry is 

still in recovery mode. It is evident that Good Hotel could benefit from entering new 

geographical markets with their current strategy, but that would be considered a long term goal 

in the eyes of management. Good Hotel’s geographical focus is extremely important to its 

recovery; therefore, new ownership should not plan to expand the company until overall industry 

occupancy levels, RevPAR, and ADR all show signs of increased demand in the consumer 

market. 


