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Introduction

There is no doubt that the asset-light strategy traded its tac-
tical attributes for a one-size-fits-all model (Blal & Bianchi, 
2019; Low et al., 2015). The split between real estate and 
management is said to enable hotel companies to lighten 
their balance sheets (“The Global HOTEL Report 2018,” 
2018) while mitigating companies’ operating and real estate 
risk (Page, 2007), expand market share (Brookes & Roper, 
2012), and increase the firms’ value (Sohn et al., 2013). 
However, research on this subject remains incomplete (Li & 
Singal, 2019; Low et al., 2015), which could drive hospital-
ity firms to choose unsuited business and ownership mod-
els, resulting in potential business downfalls. The extant 
literature tends to focus on the short-term financial benefits 
of disposing of real estate risk (Kim et al., 2019; Page, 
2007; Sohn et al., 2013, 2014) and has largely ignored more 
strategic dimensions. This leads to the unexplored conclu-
sion that financial and strategic objectives are substitutes, 
although it is recognized that strategic considerations 
should be preferred over short-term financial gains for com-
panies to sustain their competitive advantage (Cooremans, 
2011). In fact, apart from three studies (Blal & Bianchi, 
2019; Li & Singal, 2019; Low et al., 2015), to the best of the 
authors’ knowledge, current literature investigates the 
asset-light strategy’s performance in the hotel industry 
either from a financial or from a strategic angle. While 
financial literature mostly recognizes the asset-light model 
as a global solution for hospitality players (“Investing in 
Hotel Stocks: The Benefits of Asset Backing,” 2019; Kim 
et al., 2019; Page, 2007; Sohn et al., 2013, 2014), most 
strategic papers emphasize the necessity to adapt the model 
considering each individual situation (Hotel Management 

International, 2018; Li & Singal, 2019; Perryman & Combs, 
2012). This research note aims to fit this gap by, first, 
exploring the impact of going asset-light on hotel perfor-
mances and, second, by triggering the discussion about 
such results. We found that asset-light strategy has no 
impact on hotel firms’ returns, return volatility, and the 
Sharpe ratio. We argue that these results might be explained 
by the complexity of the principal–agent constructs behind 
the asset-light choice and that can outweigh the advantages 
of going asset-light.

Data and Methodology

To explore our research question, we use longitudinal data 
analysis, combining cross sections and time series that have 
been performed on GRETL.1 This method enabled us to 
evaluate asset-light strategy performance between 1970 and 
20182 on public U.S. hotel firms. This data analysis method 
enhances the accuracy of econometric estimates as it 
involves more degrees of freedom than time-series or cross-
sectional data and reduces collinearity between explanatory 
variables while controlling for unmeasurable and unobserv-
able variables (e.g., cultural factors, corporate culture, and 
business practices; Hsiao, 2006). The panel data are unbal-
anced, accounting thus for companies entering the database, 
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exiting the database, or merging. When data of a company 
are not available for a given year, the observation is treated 
as a missing value and discarded.

We retrieve data from 65 eligible firms from Thomson 
Reuters DataStream through sector filters “Travel & 
Leisure” and subsector filters “Hotels & Motels.” We 
retrieved the following dependent variables: return indext , 
volatilityt , and Sharpe ratiot . The authors extracted the 
return index for each firm and used the (yearly) return index 
standard deviation to determine the firm’s return volatility. 
(Figure 1). The risk-free rate was estimated using the U.S. 
benchmark 10-year government bond index. Hotel compa-
nies’ asset-light level was measured through the PPE ratio 
( / )Property,plant and equipment Total assets , which mea-
sures firms’ fixed assets level. PPE rat is an index intended 
to assess to what extent (if at all) a company should use the 
asset-light strategy. Data to estimate the asset-light strate-
gy’s impact on returns, namely, SMB and HML factors, 
have been extracted from a French website.

We test the impact of implementing an asset-light strat-
egy on U.S. hotel companies’ returns, return volatility, and 
Sharpe ratio running the following multilinear ordinary 
least squares (OLS) regression:

Y Xi t i t i t i t, , , , .= + +α β ε  (1)

Table 1 summarizes the different specifications adopted to 
test the impact of asset-light strategy on returns, volatility, 
and the Sharpe ratio.

The S&P 500 is a proxy for the MKT factor. The return 
volatility is computed as a dynamic volatility based on the 
change in annual returns from one year to the next. The 
Sharpe ratio ( / )excess returns returns volatility  is used to 
measure U.S. hotel companies’ performance. Also referred to 
as “reward-to-risk ratio,” it is “. . . the reward provided the 
investor for bearing risk” (Sharpe, 1966, p. 123). Despite the 
critics (Selby, 2013), this ratio remains a popular compari-
son tool evaluating risk-adjusted returns. The higher the 
Sharpe ratio, the higher the returns the investment generates 
given its risk level (Wohlner, 2019).

The authors decided whether to use a random or fixed 
effect based on the Hausman test results.

Table 2 depicts the asset-light strategy’s impact on pres-
ent and future returns. Using a fixed model effect, it appears 
that the asset-light strategy has no significant impact on 
present returns. Interestingly, for the S&P 500 return index, 
the value is lower than 1, which implies that, in terms of the 
Capital Asset Pricing Model (CAPM) model, the U.S. hos-
pitality market from 1970 to 2018 was exposed to lower 
risk than the market (β < 1).

Table 3 shows that from 1970 to 2018, the asset-light 
strategy (PPE ratio) was neither related to present nor 
future return index volatility. To test the robustness of 
our results, we also adopted a different computation of 

the volatility of companies’ returns. In particular, we 
computed the volatility as an average of the monthly 
volatility. The results are consistent. Specifically, the 
asset-light strategy does not influence the volatility of 
firms’ stock returns.

Consistent with previous findings, the asset-light strat-
egy has no impact on U.S. hotel companies’ present and 
future performance (Table 4).

Discussion

The results show that the asset-light strategy fails to consti-
tute a generic solution for all hotel companies. In particu-
lar, results show that the asset-light strategy has no impact 
on the long-term performance of hotels listed on a stock 
exchange. We argue that such results might be explained 
by the transitivity costs related to the principal–agent prob-
lem that the separation between ownership and manage-
ment inevitably raises.

In fact, as originally reported by Berle and Means (1932), 
the separation of ownership and management results in a 
complex ownership structure. Not every company has the 
means to support such complexity. For instance, franchise 
and management contracts are subject to agency relation-
ships (Deroos, 2010), defined as a contract under which the 
principal appoints the agent to accomplish services on its 
behalf (Jensen & Meckling, 1976). The agency relationship 
management is costly and time-consuming. When it comes 
to communication, “franchisees are definitely on the other 
side of the wall” (Brookes & Roper, 2012, p. 587). Yet, one 
of the main franchising challenges is to avoid the type of 
“free riding” that arises from the agent–principal relation-
ship (Kidwell et al., 2007). The agent (franchisee) may 
choose to free ride, that is, to benefit from efforts made by 
other outlets using the same brand by cutting inputs to 
increase profits (Combs et al., 2004; Perryman & Combs, 
2012). For instance, a franchisee could reduce bathroom-
cleaning frequency to increase profits or fail to upgrade 
facilities (Perryman & Combs, 2012).

High transaction costs also result in contract incom-
pleteness: “the economic agents cannot conclude com-
plete contracts because transaction costs are too high to 
specify all relevant circumstances in the contracts” 
(Windsperger & Dant, 2005, p. 261). This means that 
residual rights will not be addressed in franchise con-
tracts (Hadfield, 1990).

In addition, it has been established that real estate 
holdings are associated with value creation for share-
holders when properties are integral components of ser-
vice performance or house strategic functions (Yu & 
Liow, 2009).

Finally, the argument that going asset-light strengthens 
competitive advantage by focusing on brand equity is 
controversial. In fact, capital expenditures to boost brand 
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Table 1.
Regression Specifications.

Regressions Dependent Variables Independent Variables

Specification(1) Returnindex t - Marketreturnst (S&P 500)
- SML t
- HML t
- PPEt

Specification(2) Returnindex t+1 - Marketreturnst (S&P 500)
- SML t
- HML t
- PPEt
- Returnindex t

Specification (3) Returnindex t+1 - Marketreturnst (S&P 500)
- SML t
- HML t
- PPEt

Specification ( )4 Return volatility index t - Returnindex t

- PPEt
- Stock price volatility t
- Total assetst
- Total liabilitiest
- ROEt
- Leverage t
- Book to valuet
- Trendt

Specification(5) Return volatility index t+1 - Returnindex t

- PPEt
- Stock price volatility t
- Total assetst
- Total liabilitiest
- ROEt
- Leverage t
- Book to valuet
- Trendt
- Return volatility index t

Specification(6) Return volatility index t+1 - Returnindex t

- PPEt
- Stock price volatility t
- Total assetst
- Total liabilitiest
- ROEt
- Leverage t
- Book to valuet
- Trendt

Specification(7) Sharperatiot - Returnindex t

- Returnindex volatility t
- PPEt
- Stock price volatility t
- Total assetst
- Total liabilitiest
- ROEt
- Leverage t
- Book to valuet
- Trendt

(continued)



4 Cornell Hospitality Quarterly 00(0)

Table 2.
Asset-Light Strategy’s Impact on Present and Future Return Index.

Dependent Variable: Return

Specification 1: coef_return index 2: coef_return index t + 1 3: coef_return index t + 1

constant −145.394
(0.335)

35.203
(0.698)

−90.569
(0.532)

S&P 500 return index 0.181
(0.000)

0.000
(0.288)

0.196
(0.000)

smb −377.224
(0.048)

250.855
(0.024)

−116.639
(0.556)

hml 36.902
(0.807)

93.502
(0.288)

111.991
(0.477)

ppe ratio 228.169
(0.281)

−46.761
(0.708)

136.369
(0.499)

return_index — 0.942
(0.000)

—

Hausman test Fixed Fixed Fixed

Table 3.
Asset-Light Strategy’s Impact on Present and Future Return Index Volatility.

Dependent Variable: Return Index Volatility

Specification 4: coef_return index vol 5: coef_return index vol t + 1 6: coef_return index vol t + 1

const 12.258
(0.632)

11.362
(0.709)

8.574
(0.731)

return_index 0.189
(0.000)

0.247
(0.000)

0.247
(0.000)

Regressions Dependent Variables Independent Variables

Specification(8) Sharperatiot+1 - Returnindex t

- Returnindex volatility t
- PPEt
- Stock price volatility t
- Total assetst
- Total liabilitiest
- ROEt
- Leverage t
- Book to valuet
- Trendt
- Sharperatiot

Specification( )9 Sharperatiot+1 - Returnindex t

- Returnindex volatility t
- PPEt
- Stock price volatility t
- Total assetst
- Total liabilitiest
- ROEt
- Leverage t
- Book to valuet
- Trendt

Table 1. (continued)

(continued)
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Table 3. (continued)

Dependent Variable: Return Index Volatility

Specification 4: coef_return index vol 5: coef_return index vol t + 1 6: coef_return index vol t + 1

ppe ratio −1.604
(0.963)

−2.867
(0.936)

−3.028
(0.928)

stock price volatility 0.003
(0.874)

−0.001
(0.973)

−0.001
(0.968)

total assets 0.018
(0.000)

0.0191
(0.000)

0.019
(0.000)

total liabilities −0.009
(0.063)

−0.0106
(0.0729)

−0.011
(0.055)

return on equity −0.032
(0.249)

−0.049
(0.182)

−0.038
(0.181)

leverage ratio 0.025
(0.009)

0.023
(0.029)

0.022
(0.025)

mkt value to book −0.556
(0.483)

−0.635
(0.480)

−0.527
(0.529)

trend 2.946
(0.001)

2.88365
(0.0036)

2.807
(0.002)

return index volatility — −1.708
(0.919)

—

Hausman test Fixed Fixed Fixed

Table 4.
Sharpe Ratio’s Longitudinal Data Analysis.

Dependent Variable: Sharpe Ratio

Specification 7: Sharpe ratio 8: coef_sharpe ratio t + 1 9: coef_sharpe ratio t + 1

const −0.448
(0.373)

−0.387
(0.487)

−0.891
(0.291)

return_index 0.001
(0.000)

0.000
(0.668)

0.000
(0.965)

return_index volatility −0.003
(0.001)

−0.001
(0.203)

1.086
(0.368)

total assets 0.000
(0.254)

0.000
(0.322)

0.000
(0.335)

total liabilities 0.000
(0.349)

0.000
(0.209)

0.000
(0.281)

return on equity 0.000
(0.987)

−0.000
(0.525)

−0.000
(0.867)

leverage ratio −0.000
(0.133)

0.000
(0.213)

0.000
(0.472)

mrkt value to book 0.019
(0.275)

−0.018
(0.321)

−0.031
(0.250)

trend 0.055
(0.002)

0.076
(0.000)

0.065
(0.000)

ppe ratio −0.336
(0.586)

−0.373
(0.614)

−0.974
(0.564)

Sharpe ratio — −0.102
(0.037)

—

Hausman test Random Fixed Random
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image might come at the expense of equity value (Turner 
& Guilding, 2010).

Overall, this study has enhanced the understanding of 
the asset-light strategy. The present findings might not only 
lay the foundations for academics to further investigate the 
asset-light model, but also uncover considerable managerial 
implications that could possibly influence shareholders’ 
willingness to invest in hospitality companies.

This research note aims to intensify the debate over the 
asset-light model and ownership practices in the hospital-
ity industry (for U.S. and international companies). The 
authors hope that this study can set the grounds for further 
research exploring the plural form allocation to each 
ownership type.
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Notes

1. Cross-platform software package used for econometric 
analysis.

2. We restricted our sample to a pre-COVID-19 crisis to avoid 
confounding factors.
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