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The major purpose of this study was to examine the relationship of structure and 
performance.  An analysis of variance (ANOVA) was performed to determine the 
differences in the performance according to their structural attributes.  Structural 
Equation Modeling was used to confirm the factors underlying the structure 
constructs. The three performance variables used in this study were: 1) Occupancy 
percentage, 2) Return on sales, and 3) Return on assets. It is generally believed that 
organizational effectiveness is primarily due to its structure. There is a lack of 
empirical studies examining the relationship of structure and performance in the 
organization. Tse (1991) in a study of multi-unit restaurant firms in the USA indicated 
that structure have an impact on the performance of the restaurant firms.  The current 
study however, failed to discover any relationship between structure and performance.  
The ANOVA test indicated that there were no differences in the degree of structure as 
measured by the three-performance measurement. The results were tabulated and 
analyzed based on primary data derived from mail survey questionnaires. A total of 
283 hotel firms across the country that are rated as 5-star, 4-star, 3-star and 2-star 
were invited for participation.  The response rate was 43.5 percent or 160 hotels 
responded within the required 5-week duration for data collection. It was found that 
all the three performance measures were not related to structure.   
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Introduction 
 
Existing research proposes that hotel with certain structural characteristics may indeed 
improve firm performance. The objective of this research is to analyze the effect of hotel 
structure on the financial performance. There have been no published empirical studies that 
have examined the relationship of structure and performance of the hotel industry in 
Malaysia. 
 
Structure 
 
Structure generally refers to the way in which organizations arrange the roles and 
responsibilities of its members so as to accomplish their objectives. It also defines the lines of 
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authority and communication and the allocation of capital and other resources so that they are 
properly coordinated (Nor Khomar and Salleh, 1998). According to Schaffer (1984) 
organization structure can be thought of as comprehending the parameters, which define the 
way an organization is assembled. It is through an organization’s structure that a framework 
for integrating the organization’s strategic plans for the allocation of its resources is achieved. 
Dalton et al (1980) consider organization structure as the anatomy of the organization, 
providing a foundation within which the organization functions and affects the behavior of 
organization members. Perrow (1967) refers to structure as follows, “In the course of 
changing material in an organizational setting, the individual must interact with others. The 
form of interaction is called structure and involves arrangements or relationships that permit 
coordination and control of work” (p. 195). 

To the Aston group, organization had three components: 1) structuring of activities, 2) 
concentration of authority, and 3) line control of workflow. Structuring of activities refers to 
the degree to which jobs were specified in detail, and the degree to which rules and 
procedures were formalized and documented. Concentration of authority consists of three 
factors namely: 1) the overall degree to which decisions in the organization were centralized, 
2) how much autonomy the organization had in relations to its parent firm, and 3) the degree 
to which selection and promotion procedures were standardized. Line control of workflow 
reflects the degree to which supervisors controlled the workflow in the firm. 

Schaffer (1986), Tse (1988) and Crawford-Welch (1990) utilized the three-structure 
dimension to measure the degree of internal structure in hotel industry: formalization, 
specialization and centralization. These three dimensions of organizational structure had been 
used in numerous research at the organizational level consequently permitting comparability 
and appropriate statistical testing.   

Formalization refers to the extent to which appropriate behavior is described in 
writing, and is closely aligned with the concept of standardization, which prescribes, or limits 
behavior and procedures of members of the organization (Crawford-Welch 1991). 
Formalization refers to rules, regulations, policy and procedure. Centralization refers to the 
degree to which decision-making is concentrated in the upper levels of the organization. 
Degree of centralization is the extent to which decision-making authority is delegated to 
those performing the tasks throughout the organization, or what is called hierarchical 
decision-making. Centralization can be described more specifically as “the degree to which 
the formal authority to make discretionary choices is concentrated in an individual, unit, or 
level (usually high in the organization), thus permitting employees (usually low in the 
organization) minimum input into their work” (Robbins 1990). Complexity refers to the 
division of labor, i.e. the number of different occupational titles or different functional 
activities within an organization (Pugh et al. 1968). 
 
Performance 
 
There are a few problems arise in performance measurement in hospitality strategy research. 
The traditional market-based measurement such as return on investments (ROI) is almost 
impossible to be applied due to the fact that this kind of measurement requires a lot of 
information, which is confidential in nature and will not be released by the management. 
Another measure that will be a problem to this kind of research is return on equity (ROE). It 
will be difficult to identify such measurement in the case of multi unit hotel firms.   

This study concentrated solely on the financial performance of those organizations 
under study. Three measures of performance were utilized to measure the financial 
performance of the responding hotels. The three measures were: a) average return on assets, 
b) average return on sales, and c) occupancy percentage. The first two measures were 
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identical to the measures utilized by Schaffer (1986), West (1987), Tse (1988) and Crawford-
Welch (1991). The third measure was actually the measurement of growth in unit sales with 
the unit of analysis being defined as the individual hotel, occupancy percentage will be used. 
The performance measures will not be detriment since all the firms are in the same industry 
and will face the same experience such as inflation. Each of these measures of performance is 
defined as follows: 

 
 Average return on sales = Net operating income (before tax and interest) 

              Annual sales 
 
 Average return on assets = Net operating income (before tax and interest) 

               Total assets 
 
 Average occupancy = __Number of rooms sold per year__  

 Number of rooms available per year 
 
Methodology 
 
Data were collected by means of a survey questionnaire completed by the top management of 
hotels across the country. The questionnaire and a request in the context of a cover letter were 
mailed to the Chief Executive Officer. The cover letter described the nature of the research 
and a request for cooperation. The respondents were asked to indicate the degree to which a 
number of structural characteristics are related to their division’s performance. 

The sampling frame of this study consisted of the Tourism Malaysia’s Directory of 
Star Rated Hotels, which was used to identify hotel organizations to be used in the study. To 
ensure that the lodging properties have similar characteristics, the hotels with rating of five, 
four, three and two stars with 50 rooms and above with minimum number of 2 years in 
operation were solicited for participation. A total of 160 hotels or 43.5 percent responded. 
The total number of hotels included in this study is as follows: 
 

Table 1 Distribution of Hotels by Region and Star Ratings (2000) 
Region 2 star 3 star 4 star 5 star Total 

Northern 17 29 28 16 90 
Central 18 29 26 25 98 
Southern 17 21 15 9 62 
Eastern 18 17 16 8 59 
Sabah and Sarawak 15 20 13 11 59 
Total 85 116 98 69 368 

Source: Directory of Star Rated Hotels 2001, Tourism Malaysia 
 
Instrument Development 

 
The Likert Scale of five points scaling was used as the measurement technique.  The 
instrument needed was measures of the organizational structure. There were three dimensions 
of organizational structure: formalization, centralization and specialization. These measures 
indicated the degree to which formal written policies, procedures and communication are 
used, the degree of centralized decision making, and the degree to which functional activities 
are staffed within organization. The conceptual link between structure and performance is 
well documented in the studies by Channon (1973) and Rumelt (1974). There are some 
degrees of agreement in the literature on the dimension of structure. According to Child 
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(1974) there are three main elements in organization: 1) specialization, 2) centralization, and 
3) formalization. This notion is supported by Van de Ven (1976) who agrees that 
specialization; formalization and centralization are the major dimensions of structure. 
Measures on these dimensions were derived from similar measures employed in prior 
organizational study by Pugh (1973) as well as measures adapted from studies by Schaffer 
(1986), Tse (1988) and Crawford-Welch (1990).   

Due to confidentiality, respondents were not willing to provide any information on 
return on assets (ROA) and return on sales (ROS). Instead of getting the actual percentage 
figures, scales were used to provide an opportunity for the respondents to conceal their 
information in a “range” format. Using a range would result in a loss of power in the 
statistical test since it was necessary for analysis of variance (ANOVA) used for hypothesis 
testing to have a continuous criterion variable. Nevertheless, power would be enhanced by an 
increase in sample size. On the basis of this argument, 8 equal ranges were developed for the 
two performance variables being measured: return on assets (ROA) and return on sales 
(ROS).   
 
Reliability and Validity 
 
The three aspects of validity, which are appropriate to be carried out for this study, are: 1) 
construct validity, and 2) content validity. Construct validity is an attempt to identify the 
underlying constructs being measured and determine how well the test represents them 
(Cooper et. al. 1998). A measure of construct validity is internal consistency reliability and 
was measured using Cronbach’s Alpha method.   

Content validity is the extent to which it provides adequate coverage of the topic 
under study (Cooper et. al. 1998). It involves in assuring that respondents will respond 
accurately and that they are familiar with the concepts. According to Hambrick (1983), 
content validity can be established through the use of expert panels of scholars and 
executives. Therefore, the content validity of the structure construct was established and the 
items were re-validated through a pre-test. According to Bryman (1989) re-validation is 
necessary in a research.   

 
Table 2 Description of Modification Process of Unidimensionality and Convergent Validity 

of the Structure Factors 
 Items GFI RMSEA 
Initial Model of Formalization f1, f2, f3 1.00 0.000 
Initial Model of Complexity co1, co2, co3, co4, co5 0.90 0.219 

• Iteration 1 co1, co2, co3, co4 0.99 0.081 
Initial Model of Centralization c1, c2, c3, c4, c5 0.94 0.161 

• Iteration 1 c1, c2, c3, c5 0.93 0.270 

• Iteration 2 c2, c3, c5 1.00 0.00 
 
The Goodness of Fit Index (GFI) indicates the goodness of overall fit of a model and 

it is considered as one of the important measures of absolute fit (Kline, 1998; Hair et al. 
1995). The GFI indicates the relative amount of variance and covariance jointly explained by 
the model. The index ranges from 0 to 1 and values of 0.90 and above are considered as the 
evidence of good fit. Root Mean Square Error of Approximation (RMSEA) focuses on the 
discrepancy between populations per degree of freedom, or in other words it focuses on error 
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due to approximation. The RMSEA is regarded as one of the most informative fit indices. 
Values less than 0.05 indicates good fit, between 0.05 and under 0.08 of reasonable fit, 
between 0.08 to 0.10 of mediocre fit and above 0.10 of poor fit (Diamantapolous and Siguaw, 
2000). 

Table 2 presented the iteration process for the fit model of structure construct.  The 
initial model of Formalization had a perfect fit; therefore no further modification was done. 
The complexity model had a satisfactory GFI but a rather high RMSEA. The model resulting 
from Iteration 1 showed significant improvement in GFI and RMSEA. The initial model of 
Centralization had a high RMSEA even though the GFI was at 0.94 value. The model tested 
in Iteration 1 had item c4 removed and the result showed a higher score in RMSEA. Item c1 
was removed in iteration 2, which led to a perfect fit model.   
 

Table 3 Structure Variables 
     Abbreviated Label   Actual Scale Item 
 
     Structure Items 
     Formalization 

• F1 Written procedures are widely used  
• F2 Existence of manuals, rules and regulations 
• F3 Decision making is guided by SOP 

 
     Centralization 

• C2 Employees have a major influence on strategic decision 
• C3 Decision making is guided by strong sense of mission 
• C5 Participate in decision on the promotion of staff 

 
     Complexity 

• Co1 Job/task is standardized in operations 
• Co2 Degree to which the line of authority is defined 
• Co3 Indicate the extent to which the job/task is defined 
• Co4 Major units are departmentalized by functions performed 

 
 
Findings 
 
Structure in Hotel Industry 
 

Three dimensions of organizational structure were measured in this study, namely 
formalization, centralization and complexity. Each of these attributes was measured by a 
series of indicators. Organization structure seemed to be not consistent across the star rating 
segments. Table 4 indicated that 2-star and 3-star hotels had more formalization firms; 4-star 
hotels with complexity structure, while 5-star hotels reflected a centralization structure. As 
shown in Table 5, all regions except central reflected more formalization structure while the 
central region seemed to espouse complexity structure. 
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Table 4 Number of Responding Hotels by Star Ratings According to Structure Group 
Structure Group 

Star ratings Centralization Formalization Complexity 
 

Total 
2 star 2 

6.7% 
23 

76.7% 
5 

16.7% 
30 

100% 
3 star 9 

18.0% 
29 

58.0% 
12 

24.0% 
50 

100% 
4 star 15 

32.6% 
13 

28.3% 
18 

39.1% 
46 

100% 
5 star 12 

41.1% 
6 

20.7% 
11 

37.9% 
29 

100% 
Total 39 

24.5% 
71 

45.8% 
46 

29.7% 
155 

100% 
 

Table 5 Number of Responding Hotels by Region According to Structure Group 
Structure Group  

Region Centralization Formalization Complexity 
 
Total 

North 14 
31.1% 

20 
44.4% 

11 
24.4% 

45 
100% 

South 3 
10.0% 

15 
50.0% 

12 
40.0% 

30 
100% 

Central 10 
27.8% 

12 
33.3% 

14 
38.9% 

36 
100% 

East 2 
16.7% 

6 
50.0% 

4 
33.3% 

12 
100% 

East Malaysia 9 
28.1% 

18 
56.3% 

5 
15.5% 

32 
100% 

Total 38 
24.5% 

71 
45.8% 

46 
29.7% 

155 
100% 

 
Performance in Hotel Industry 
 
For the purpose of this study, performance was measured by three indicators namely 
occupancy percentage, return on sales and return on assets for the period of 2000 and 2001. 
As illustrated in Table 6 – 8, the range of responses for all three measures was wide. Average 
occupancy ranged from 20 percent to 90 percent with 47 percent of the responding hotels 
indicated average occupancy in the range of 45 percent to 57.50 percent. 26.5 percent of 
sample indicated return on assets of 3.73 percent and below. However, 27.1 percent of 
sample enjoyed a return on assets of 5.99 percent to 8.23 percent. There was a wide range in 
return on sales whereby 20 percent of respondents stated their range of 6.99 percent to 9.23 
percent, and 16.8 percent recorded 19 percent in return on sales. 
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Table 6 Number and Percentage of Responding Hotels by Average Occupancy 
Occupancy Percentage Frequency Percent Valid Percent Cumulative Percent 

20.00 8 5.2 5.2 5.2 
32.50 4 2.6 2.6 7.7 
45.00 16 10.3 10.3 18.1 
50.00 31 20.0 20.0 38.1 
55.00 26 16.8 16.8 54.8 
57.50 1 0.6 0.6 55.5 
62.50 20 12.9 12.9 68.4 
70.00 40 25.8 25.8 94.2 
80.00 7 4.5 4.5 98.7 
90.00 2 1.3 1.3 100.0 

 
Table 7 Number and Percentage of Responding Hotels by Return on Sales 

ROS Frequency Percent Valid Percent Cumulative Percent 
1.99 26 16.8 16.8 16.8 
4.49 15 9.7 9.7 26.5 
6.74 2 1.3 1.3 27.7 
6.99 31 20.0 20.0 47.7 
8.99 1 0.6 0.6 48.4 
9.24 11 7.1 7.1 55.5 
10.5 1 0.6 0.6 56.1 
11.49 10 6.5 6.5 62.6 
13.74 10 6.5 6.5 69.0 
15.25 3 1.9 1.9 71.0 
15.99 6 3.9 3.9 74.8 
17.50 13 8.4 8.4 83.2 
19.00 26 16.8 16.8 100.0 
Total 155 100.0 100.0  

 
Table 8 Number and Percentage of Responding Hotels by Return on Assets 

ROS Frequency Percent Valid Percent Cumulative Percent 
1.49 41 26.5 26.5 26.5 
3.74 28 18.1 18.1 44.5 
5.99 42 27.1 27.1 71.6 
8.24 10 6.5 6.5 78.1 
10.49 7 4.5 4.5 82.6 
12.00 2 1.3 1.3 83.9 
12.74 3 1.9 1.9 85.8 
14.99 8 5.2 5.2 91.0 
16.50 5 3.2 3.2 94.2 
18.00 9 5.8 5.8 100.0 
Total 155 100.0 100.0  
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Hypothesis Testing 
 
H01 There is no relationship between structure and performance. 
 
There is little empirical work done in this area as the relationship between structure and 
performance has not been subject to thorough review even in the manufacturing industry 
(Dalton et al. 1980). With regard to the hospitality industry, Schaffer (1986) and Tse (1991) 
examined this relationship focusing on lodging industry and restaurant industry respectively. 
The concept of strategy is generally believed to have effects on financial performance for a 
firm (Miles and Snow 1978). Nevertheless, this does not guarantee that a firm with a strategy 
formulated will achieve a desired performance. Perhaps, organizational effectiveness is 
primarily due to another variable, which is structure. Three sub-hypothesis were developed to 
investigate the relationship: 
 
H01.1 There is no difference in the degree of structure among hotel firms as measured by 

occupancy percentage. 
 
H01.2 There is no difference in the degree of structure among hotel firms as measured by 

return on sales. 
 

H01.3 There is difference in the degree of structure among hotel firms as measured by return 
on assets. 

 
Table 9 showed the average percentages of the three performance measures for the 

structure groups. Hotels firms adopted centralization structure had the highest average 
percentages in occupancy and ROS, while hotel firms adopted complexity structure had the 
lowest average percentages in occupancy and ROA.   

 
Table 9 Numbers and Percentage of Responding Hotels to Performance Mean by Structure 

Groups 
Performance Variables 

Structure Group 
Mean Occ (%) Mean ROS (%) Mean ROA (%) 

Centralization (N = 38) 58.36 11.93 6.74 

Formalization (N = 71) 57.22 9.53 6.76 

Complexity (N = 46) 55.60 9.90 5.73 
 

Chi square tests were conducted to explore the relationship between structure and 
performance. The results showed that there was no significant relationship between structure 
and occupancy percentage (Chi-square value 10.323, p>0.05); structure and ROA (Chi-
square value 6.422, p>0.05), and structure and ROS (Chi-square value 12,372, p>0.05). A 
further analysis was conducted by means of grouping the hotels according to lower star 
ratings and higher star ratings. The objective was to see whether there was any significant 
difference in results of both groups. The results showed that there were no significant 
relationship between structure and performance according to both lower star and higher star 
hotels. 

To test the differences in the degree of structure as measured by the financial 
performance, one-way ANOVA test was carried out. The three dimensions of structure used 
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in this study, the degree of formalization, centralization and complexity were each 
individually analyzed across each of the three financial performances. Table 10 – 12 
summarized the results of this analysis. 
 

Table 10 One-way ANOVA: Structure and Performance (Differences in Structure as 
Measured by Average Occupancy) 

 Sum of Squares df Mean Square F Sig. 

Between Groups 163.580 2 81.790 .409 .665 

Within Groups 30362.630 152 199.754   

Total 30526.210 154    
 

Table 11 One-way ANOVA:  Structure and Performance (Differences in Structure as 
Measured by Return on Sales) 

 Sum of Squares df Mean Square F Sig. 

Between Groups 149.690 2 74.845 2.041 .133 

Within Groups 5572.605 152 36.662   

Total 5572.605 154    
 

Table 12 One-way ANOVA:  Structure and Performance (Differences in Structure as 
Measured by Return on Assets) 

 Sum of Squares df Mean Square F Sig. 

Between Groups 34.010 2 17.005 .679 .508 

Within Groups 3804.855 152 25.032   

Total 3838.865 154    
 

The above results showed that no significant differences in average occupancy, return 
on sales and return on assets were found across the entire structural dimension. To further 
investigate this issue, ANOVA tests were conducted on both the lower star hotels and higher 
star hotels. It was found that there were no significant differences in the degree of structure as 
measured by performance. Both the lower star hotels and the higher star hotels encountered 
the same results, and thus this finding supported Tse’s (1991) contention that the association 
between structure and financial performance has not been clearly demonstrated.  
 
Structure-Performance Relationship  

 
At a time when hotel firms are searching for more effective and efficient ways of raising 
revenue and seeking ways of reducing operating costs, there is a critical characteristic of 
bureaucratic organizations that can significantly impact the ability of the hotels firms to 
achieve their functional goals. This critical characteristic is organizational structure, which 
defines the scope and limits of behavior within an organization, its lines of authority and 
accountability.   

The objective of the hypothesis was to examine the relationship between 
organizational structure and performance among hotel firms in Malaysia in order to 
determine the extent to which hotel performance is influenced or affected by organizational 
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structure, if it is affected at all. A key question was whether different organizational forms 
have different effects on performance. Increased knowledge obtained on the relationship 
between structure and performance can be applied in making policy or management decisions 
regarding hotel performance or organizational change. The result of the structure-
performance linkage could usefully inform policy makers of the hotel firms in their policy 
considerations on how to improve efficiency and effectiveness in the operation of the hotels. 

The result of this study has not found any significant difference in terms of 
performance means across the organizational structure. None of the three structures studied 
(centralization, formalization and complexity) displayed any significant difference in 
performance. That is, statistically, none of the structures studied can be said to be superior in 
performance when compared to the others. At best, according to the findings, it can be said 
that some structures performed better in certain performance areas than in other areas or 
performance activities. 
 
Limitations of the Study 

 
The first limitation is the performance variables chosen whereby they may not have captured 
the construct as well as others. Other measures of performance relating to the strategic 
dimension need to be developed. This will help researchers examine the impact of these 
strategies on other organizational variables. Performance measures used in this study 
(occupancy percentage, ROA and ROS) were self reported by the respondents; therefore the 
reliability of this information can be questioned. It is suggested for the future research; 
information on performance measures should be crosschecked and validated against the data 
compiled by the Registrar of Companies (ROC). It should be highlighted here though, the 
data compiled by ROC are not the latest and this could pose another problem in gathering the 
data on performance. 

Secondly, due to time and budget constraint, this study is cross-sectional, and is 
limited by the survey method, which prohibits thorough information collection. The cross-
sectional design limited the findings to the confinement of the time of data collection. In a 
research of this nature, there are constraints and limitations that, ultimately, would be 
reflected in the extent of reliability of the results derived. This is particularly more important 
in time of rapid changes in the economic and political factors of the general environment. 
However, the results can be used as the based time, whereby future research can be 
conducted to reveal trends or patterns in the development of the industry. This would enhance 
the reliability of the instruments used in measuring structure. It is suspected that these 
variables do change with the fluctuation in the economy. 

Finally, the aim of this study has been to better understand and explain the contingent 
nature of structure in the hotel industry and its resulting impact on organization performance. 
The findings tentatively suggest organizational structure has no performance implications. In 
order to continue the study on structure and performances in the hotel setting, a new model 
should be designed. Other organizational attributes in the hotel industry should be explored 
further. These attributes include different elements of structure such as administrative 
intensity and functional coordination. Further research on the local hotel industry should also 
include the differences in the characteristics and features of the hotel organization as reflected 
in their ownership patterns as well as the differences in the demographic profiles of single 
and multiunit organizations. 
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Concluding Remarks 
 
At a time when hotel firms are searching for more effective and efficient ways of raising 
revenue and seeking ways of reducing operating costs, there is a critical characteristic of 
bureaucratic organizations that can significantly impact the ability of the hotels firms to 
achieve their functional goals. This critical characteristic is organizational structure, which 
defines the scope and limits of behavior within an organization, its lines of authority and 
accountability.   

The objective of the hypothesis was to examine the relationship between 
organizational structure and performance among hotel firms in Malaysia in order to 
determine the extent to which hotel performance is influenced or affected by organizational 
structure, if it is affected at all. A key question was whether different organizational forms 
have different effects on performance. Increased knowledge obtained on the relationship 
between structure and performance can be applied in making policy or management decisions 
regarding hotel performance or organizational change. The result of the structure-
performance linkage could usefully inform policy makers of the hotel firms in their policy 
considerations on how to improve efficiency and effectiveness in the operation of the hotels. 

The result of this study has not found any significant difference in terms of 
performance means across the organizational structure. None of the three structures studied 
(centralization, formalization and complexity) displayed any significant difference in 
performance. That is, statistically, none of the structures studied can be said to be superior in 
performance when compared to the others. At best, according to the findings, it can be said 
that some structures performed better in certain performance areas than in other areas or 
performance activities.    
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