








aren’t very specific. Hence, there is less authority granted to a hostel brand name. Voluntary
chains are popular in the hostel industry, especially the omnipresent Hostelling International.
However, these chains function quite differently than hotel chains. Hotel chains like Best
Western put their chain brand first, such that guests might not even realize the hotel is
independently owned. Meanwhile, hostels put their own brand first, such that guests might not
even recognize that the hostel is a member of a voluntary chain. This is likely because
accreditation, like that from Hostelling International, may simply mean that the hostel conforms
to a certain set of minimum requirements. It is not a testament to the type of person the hostel is
meant for and the kind of experience it offers its guests. Evidently, transaction costs are very
different for hostel guests, which leads to more fragmented governance structures in the hostel

industry than the hotel industry.

Best Western hotels emphasize the chain’s brand more than the hotel’s brand

Summary of governance structure effects on hotels

Now that we understand why firms in the hotel and hostel industry choose certain governance
structure, we review the effects of these governance forms. First, lets consider the effect on
hotels. Independent hotels are smaller than vertically integrated hotels. They have a harder time
raising capital. Consumers take a gamble when they check into a previously unheard-of hotel,

unless the novelty is the selling point. Independent hotels face higher costs because they have
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smaller buying power. They have little operational expertise and therefore tend to offer fewer
amenities. Given that travel trends change frequently, independent hotels face demand that is
subject to the current popularity of their location. They are also at the mercy of the economy

given that recessions dampen discretionary travel.

Meanwhile, larger, vertically integrated hotel firms have the necessary capital to open new
locations frequently. They offer predictable service and a dependable brand name. They reap
large economies of scale by vertically integrating their operations across the firm and across their
hotels and use their global presence to nurture their brand names. Their geographical diversity
reduces their portfolio risk, and by offering different brands and different price points, they
further insulate the firm from market fluctuations. Travelers value their brands and identify with
them, traveling confidently because they know what level of quality awaits them when they

check in, regardless of what city they find themselves in.

Summary of governance structure effects on hostels

Independent hostels vary in size, but they are rarely the largest of hostels. Each independent
hostel has its own personality, and this uniqueness can be a selling point. Their guests do not
know what to expect when they check in, but they are comfortable with the ambiguity; in fact,
for many travelers the ambiguity is a desired component of the experience. Independent hostels
are less affected by economic recessions than independent hotels. Mikael Hansson, CEO of
Hostelling International stated, “The industry has navigated the financial crisis reasonably
successfully. In spite of growing economic and competitive pressure, there is a number of key

indicators, such as Revenue Per Available Bed and occupancy rates, which confirm the basic
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health of the youth travel accommodation industry” (Mintel 10). A possible explanation for the
industry’s ability to weather the economic storm is because the hostel industry is sometimes
there to catch travelers who get priced out of hotels when travel budgets are cinched. Aaron
Chaffee, Vice President of Development for Hostelling International points out that independent
hostels are often owned by people who are passionate about hostelling culture and are less
motivated by strong returns on investment than hoteliers. Finally, independent hostels offer few
amenities and run simple operations, therefore, there are fewer areas of operation that can be
optimized through the operational excellence that is developed in vertically integrated hostel

firms.

As opposed to the unique personality of independent hostels, chain hostels have enlisted
branding consultants to create unified images that are consistent across their many locations
(Mintel 28). They leverage this brand equity to create backpacker loyalty, even offering
proprietary mobile apps or computer terminals for backpackers to book a bed at a hostel in the
same chain for later legs of their travels. Chain hostels are also reaping economies of scale by
servicing more beds with fewer staff. Many chain hostels have bars, restaurants, or swimming
pools, important amenities that attract backpackers but require specialty knowledge that can be
utilized across the chain. For example, every St Christopher’s Inn has a Belushi’s backpacker bar
attached, which offers daily activities and specials specifically targeted at backpacker interests

and budgets (St. Christopher’s Inns).
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Recommendations for Accor’s Base Backpackers

Now that we understand how the governance structure of the firm affects the lodging it offers its
guests, we apply this knowledge to make recommendations to the hostel industry. How can
budding hostel firms apply these insights? Particularly we make our recommendations to Accor
Hotels, a major hotel company based in France that has developed a presence in the hostel
industry in Australia and New Zealand over the past decade. Their hostel brand is called Base
Backpackers, and these four recommendations can help Accor make Base successful as it

becomes a larger part of Accor’s portfolio.

Beds. Bars. Travel.

Accor is reaching out to different types of travelers with Base Backpackers than those that would normally stay at an Accor property.

First, Accor should consider moving beyond the Australian and New Zealand markets and into

the massive, competitive European hostel market. Through vertical integration, Accor can
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achieve economies of scale in expensive, European cities. Consider St. Christopher’s Inns, which
owns seven hostels, all within the London metropolitan area. Everything from laundry services
to toilet paper procurement can be accomplished more simply and inexpensively when the firm
can share resources on such a large scale. If Accor were to acquire or build new hostels in
another popular backpacking city, such as Berlin or Dublin, and harness such efficiencies, it
would be able to reduce costs enough to cut prices. Given the relative expense of backpacking
through these pricey European capitals, a price disparity between Accor’s efficient hostels and
independently owned hostels would make a material difference to backpackers and make for

successful hostels.

Besides Europe, Asia is also a popular backpacking region and an excellent option for Accor’s
hostel expansions. India, Vietnam, Thailand, and Cambodia are very different destinations from
England, Germany, and Ireland, and thus, they would necessitate a different approach. These
lesser-developed countries create higher transaction costs based on uncertainty. Concerns such as
whether the water is drinkable, whether the receptionist speaks English, or whether the
neighborhood is safe at night are far more relevant to backpackers in Hanoi than backpackers in
Hamburg. Given the low cost of living in this region, cost savings take less priority as well; the
most expensive hostel in Deli costs a fraction of the cheapest in Denmark. Thus, Accor should
consider a franchise or voluntary chain structure for future Asian hostels. By unifying these
hostels under a brand that backpackers can trust, Accor can mitigate the higher levels of
uncertainty in this region and win backpackers’ brand loyalty. A vertically integrated governance
structure would likely be prohibitively expensive in Asia, given that Accor employees would

demand European wages and customers would demand Asian prices. The cost of monitoring
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these hostels through a franchisor-franchisee relationship would obviously lead to prices that
would exceed independently owned competitors, but even frugal backpackers would likely be
willing to spend some extra Dong, if it meant they could rest easy in their Accor-approved bunk

beds.

As the hostel industry broadens its appeal and raises its prices, Accor should look for new places
for hostels to grow. There are opportunities for hostels to spring up in new, specialized places
where consumers do not expect them. Airport hostels could offer unparalleled convenience to the
traveler with an uncomfortably long layover, or an early morning flight. A resort hostel on the
beach would appeal to vacationers who need the luxury of a swim-up bar, but do not mind
sleeping in a bunk bed if it cuts the price of their vacation in half. The hostel industry is losing its
stereotypical image of stained mattresses, young vagabonds, and early curfews. Just as hotels
offer guests the experience that the brand defines, Accor can employ new hostel brands and its

marketing expertise to redefine exactly what a hostel can offer.

Besides determining where to grow, our findings also suggest how Accor can increase the appeal
of its hostels. Mintel’s 2013 research on hostels found that there are an increasing number of
guests that are older, with higher spending power than typical backpackers (5). There are also an
increasing number of hostel guests that are traveling for business. With these trends in mind,
Accor should build future hostels with specialized amenities that can be marketed to guests with
greater needs for asset specificity. Private guest rooms and facilities such as conference rooms
and swimming pools would appeal to these older, better-heeled guests that are willing to pay a

premium. Accor can transfer the organizational expertise related to these amenities from its hotel
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divisions in order to offer these specialized extras more efficiently and effectively than

independent competitors.

Discussion

The findings of this study answer a question that any casual traveler could pose: Why are hotels
and hostels so radically different if they both, in essence, offer beds for rent? We approached the
question from a business strategy perspective, and thus reviewed research about governance
structures and transaction cost economics, and how they affect hotels and hostels. This strategic
approach touched upon other important components of these industries: their customer bases’
demographics, the history of the industries, etcetera. Let us reorder the lessons we have learned

about hotels and hostels during our business strategy review in terms of cause and effect.

First, the concept of a hotel has existed since the Middle Ages and the basic idea of renting a
room for a nightly fee appeals to most travelers across all demographics. Consequently, the hotel
industry is large, diverse, and mature. Like in any industry, there are new trends brought about
by cultural shifts or technological changes, but for the most part the industry remains consistent
with little growth. Meanwhile, the concept of shared budget accommodations for young travelers
started only in the early twentieth century. Its appeal, although widening, is limited mostly to
young, adventurous travelers on a budget. There is rapid growth and change in the hostel
industry, but it is still relatively small, and large hostel chains are only beginning to ascend to
prominence. Thus, only this basic fact pattern is required to understand why in 2014 the hotel
and hostel industries take such drastically different forms. A historical review shows why they

are different. Our business strategy review illustrates how they are different.
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The hotel industry is mature with very little growth globally

While conducting research on business strategy in the hostel industry, it became apparent how
small the body of research on this industry is, especially in comparison to the amount of
scholarly work that has concerned the hotel industry. What questions might further research on

the hostel industry aspire to answer?

Large research firms such as Mintel, Marketline, or IBISWorld should work to create a more
thorough profile of this global industry. As it stands, the amount that is known about the global
hostel industry is minimal. There are only imprecise, unreliable estimates of the number of
hostels globally. A hostel census, although difficult to compile, would be very helpful to
researchers who need to know where the hostel industry is most concentrated (most likely
Europe, however that may be biased because European nations keep the best records), and in

what regions is the industry expanding most rapidly. It may also discover if there any places
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where the hostel industry is contracting. Customer information of all varieties would also
improve the body of research. Instead of the anecdotal evidence that researchers currently use,
which is compiled typically compiled from a small group of hostels, a larger sample set would be
more informative. This data could include basic information taken from hostel reservation
ledgers (Prices per bed, length of stays, demographics of guests) or information obtained by
surveys (Is this your first hostel stay? How often do you stay in hostels? How did you choose this
hostel? Rate your experience). Fortunately, researchers need not travel to every hostel in every
corner in the world in order to obtain this information. Almost all of the world’s hostel bookings
are made through five hostel booking websites (Mintel 5). By working with the companies

behind these sites, researchers could easily capture data on almost all the hostels in the world.

Another opportunity for research comes from our observation that the boundary between hotels
and hostels is rapidly becoming unclear. Some hotels have converted private rooms to shared
rooms in order to gain access to hostel associations and booking platforms, while at the same
time hostels have converted shared rooms to private rooms in order to appeal to wealthier
travelers (Dallen 220). Further studies should explore which contexts make such broad appeal
advantageous and in which contexts such a wide grasp creates a diluted experience that does not
appeal to any group of customers. Hostels generally appeal to a narrow audience of mostly
young backpackers, which leads to another important marketing research question. Further
studies should explore how hostels might widen their appeal in order to grow their potential
customer base. Under what conditions would more families, business travelers, and other groups

that almost always opt for hotels while traveling, consider staying in a hostel?
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Amenities and alternate revenue streams would also be an important area for research. We
discovered in this study that most hostels have minimal amenities and gain almost 100% of the
revenue from their nightly room fees, whereas in the hotel industry amenities are an important
attractor and the fees they generate (food and beverages, conference room reservations) make a
substantial impact on hotel profitability. What amenities are most important for hostels? In what
type of hostels do they have the largest impact? How can hostels use amenities to attract more
customers and create alternate revenue streams? Popular hostel amenities such as swimming
pools, in-house bars/restaurants, and equipment rentals should be assessed for their bottom-line

impact.
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