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Abstract
Although user-generated reviews on social media are greatly influencing competition and customer
purchase patterns in the hospitality industry, empirical research has so far marginally investigated
whether hotels are able to appropriate the economic value that the use of social media features can bring.
In order to fill this gap, this article uses panel data from 2004 to 2012 on a sample of 240 small and
medium-sized hotels for which we have collected data on profitability and 50,115 user-generated
reviews on TripAdvisor, one of the most popular and largest online community for travellers. The results
from fixed effects regression models show that online ratings from user-generated reviews on
TripAdvisor have a positive effect on hotel revenue growth that is outweighed by a negative effect on
gross profit margins. Thus, the increasing importance of user-generated reviews in online communities
for travellers is shifting hotel competition from unit profit margin to volumes and to higher room
occupancy rates, with online retailers capturing most of the value created in online transactions through
social media features and with a limited effect brought on net profitability. However, hotels with higher
star-rating, with a lower degree of local competition and localized outside popular destinations were
found to obtain more benefits from online visibility on their gross and net profitability. Based on these
results, managerial implications discuss how hotels should use social media features according to a
strategic view based on pursuing the horizontal and vertical differentiation of their services in an attempt
to create more economic value from their online visibility and to protect profit margins from the
intermediation in their customer relationships.
Conclusion
The research implies that hotel competition is shifting from unit profit margin to volumes and higher
occupancy rates since the increasing importance of user-reviews’ online visibility. For that reason, it is
suggested for hotel owners especially have smaller ones, should utilize ‘socially enhance
recommendations’ to reinforce their online visibility using infomediary platforms and social media.
However, it does not mean simply increase visibility. Manager should be careful and analyze what are
their reviewers’ demographic and personal traits so that they can concentrate on delivering information
about their positioning, trends in competition, etc. Also, it is recommended to develop an IT-based tool
and organizational routine to help integrating information from different social media to gain economic
value.
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