
TEAM Journal of Hospitality & Tourism, Vol. 4, Issue 1, December 2007 

 1

 
 
 
 

Empirical Assessment of Business Strategy and Structure 
Relationship of 3-Star Hotels in Malaysia 

 
 
 

Salleh Mohd Radzi*, Mohd Raziff Jamaluddin, Mohd Salehuddin Mohd 
Zahari, Mohammed Amran and Zulhan Othman 

Faculty of Hotel and Tourism Management, Universiti Teknologi MARA, MALAYSIA. 
 
 

The purpose of this study was to examine the relationship of strategy and structure.  
Porter’s (1980) strategic typology was utilized to classify hotel firms by strategic 
orientation; and an analysis of variance was performed to determine the differences 
in their performance.  The results were tabulated and analyzed based on primary 
data derived from mail survey questionnaires.  A total of 116 hotel firms across the 
country that were rated as 3-star were invited for participation.  The response rate 
was 43 percent or 50 hotels responded within the required 5-week duration for data 
collection.  Results indicated that strategy was not related to structure in hotel firms.  
These findings were inconclusive in validating Porter’s model.  The probable reason 
is that Porter’s generic strategies may not be applicable for the service industry due 
to the existence of the fundamental differences in manufacturing and service. 

 
Key words: strategy, structure, hotel 

 
Introduction 
 
An organization’s structural framework can be viewed as an important element relative to its 
overall strategy.  It represents the means through which organizational resources are 
employed to meet organizational objectives and the accomplishment of the organization’s 
purpose.  Its strategy, culture, management style and attitudes, employee involvement and 
satisfaction and channels of communication influence structure in an organization.  There are 
a number of studies in the area of strategic management that seek to explore the relationship 
between strategy and organizational performance.  Whether or not there is a causal 
relationship in organizational performance cannot be identified for certain.  This paper 
reports on the findings of a recent empirical investigation into the nature of competitive 
strategies in the 3-star hotels in Malaysia. 
 
Strategy 
 
According to Simon (1993) strategy design must go on continually.  The time when a 
company is enjoying its most recent success is the time when it needs to be planning its next 
initiatives.  Strategic planning is aimed at dealing with the enormous uncertainty and constant 
change that modern organizations find in the environments to which they must adapt.  
“Strategy is the ability of an organization to think and behave strategically.  It involves 
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paradigm (perspectives on how and where to compete – as a whole and with respect to every 
product and service in the activity portfolio), issues of positioning in relation to identifiable 
competitors and markets, and the ability to change” (Thompson, 1998, p. 276).  As noted by 
Olsen et al (1992) the concept of strategy is a necessary ingredient in the portfolio of 
management skills of every hospitality managers.  Strategy is different in service businesses 
and especially in the hotel industry with its unique mix of goods and services offered. 

According to Porter (1980) competitive strategy involves positioning a business to 
maximize the value of the capabilities that distinguish it from its competitors.  Ansoff (1965) 
stated that competitive advantage adds a dimension to strategy, both in search and in 
evaluation of opportunities.  Deciding on how to compete in the hotel industry may include 
actions such as adding new strategic business units or divesting current ones in order to 
revitalize old ones.  One recent approach to operationalizing business level strategy is by 
strategy typologies.  Strategy typology developed by Porter (1980) and Miles and Snow 
(1978) have found the way to application in the hospitality industry research.  Porter (1980) 
presented three generic strategies: cost leadership, differentiation and focus.  He argued that 
an organization will have to make a choice between these generic strategies if it is to achieve 
a competitive advantage.  The organization will either have to keep its costs lower than its 
competitors or differentiate its products/services so that they are perceived as providing 
higher value when compared with products/services of competitors.  The focus strategy 
means product range or geographic market. 
 
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 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.   

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 (1991) 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 researches 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 
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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). 
 
Strategy and Structure 
 
The classic work on the relationship between an organization strategy and its structure was 
carried out by Harvard historian Alfred Chandler and published in the early 1960s.  All the 
current work on the strategy-structure relationship has been clearly influenced by Chandler’s 
research (Robbins 1990).  Chandler’s (1962) study on major US firms indicated that structure 
follows strategy.  Chandler demonstrated that changes in strategy will most likely change the 
existing organizational structure since structural changes may need to occur.  He argued that 
an expansion of a firm’s activities produced new administrative needs.  Unless a new 
structure was developed to meet these new needs, the technological, financial, and personnel 
economies of growth and size could not be exploited.  He suggested that increases in 
diversification, particularly expansion into activities that are unrelated to an organization’s 
previous line of business, will pose severe problems, which will lead to structural changes.    

Since Chandler’s study, several important studies on the relationship between strategy 
and structure have been conducted by Miles and Snow (1978), Porter (1985), Miller and 
Friesen (1986), and Olsen (1989).  Robbins (1990) suggested that structure can influence 
strategy.  According to him, structure can motivate or impede strategic activity as well as 
simply constrain strategic choices.  Some researchers like Hall and Saias (1980), Mintzberg 
(1979), and Rumelt (1974) have argued that the causal relationship between strategy and 
structure is interdependent.  They suggested that structure also influence strategy.  Amburgey 
and Dacin (1994) in their study of 262 large firms from 1949 to 1977 provide substantial 
support for the common conception of a contingency relationship between strategy and 
structure.  Their analysis of structural changes indicated that, independent of other effects, a 
diversifying change in strategy greatly increases the probability of a decentralizing change in 
structure, and the change in structure is more likely to take place relatively quickly.  Their 
findings also indicate that decentralizing change in structure increases the likelihood of a 
subsequent diversifying change in strategy, and the change in strategy is likely to occur 
sooner rather than later.  They concluded that strategy is a much more important determinant 
of structure than structure is of strategy. 

Miles and Snow (1978) suggested a match between structure and strategy, and co-
alignment of strategy with the environment.  Olsen et al. (1992) indicated that to increase 
performance levels in the hotel sector, firms may have to focus their development on co-
aligning structure and strategy.  They further noted that, without co-alignment between 
structure, strategy and the environment, organizations may find difficulty in achieving long-
term success.  Co-alignment can be considered as the suitable fit between the organization’s 
structure and its strategies.  Implementation of organizational strategy will be more 
successful within a supportive, suitable structure (Eccles et al.1997).   

According to Olsen (1989), the hotel sector is facing an intensifying pace of change.  
He suggested that to respond to this situation, the organization must devise new situations 
whereby the strategy and structure must be matched taking into consideration the dynamics 
of the external environments.  In Olsen’s view, the probable reasons for a failure to match 
structure and strategy are likely to occur as follows:  
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1) A high growth industry, ignoring weak markets in favour of new markets and 
opportunities; 

2) Inexperienced management competing in a competitive and mature market;  
3) Management has borrowed both ideas and theories from manufacturing firms and sought 

to apply them to a service industry setting; 
4) Failure to ensure that structural change reflects prevailing conditions in dynamic 

markets;  
5) The inability of managers to adjust to new market conditions, and 
6) The inability to relate structure and strategy to the operating environment. 
 

Schaffer (1984) related structure to the means by which strategy implementation takes 
place, and thus it is directly related to the organization’s ultimate effectiveness.  He proposed 
the strategy/structure/effectiveness model to conceptualize the effectiveness of an 
organization in achieving its purpose.  According to him, structural components are 
conceptualized as highly important elements of the strategy formulation process.  They are 
the link pins between the organization’s strategy and its structure.  Structural effectiveness 
exists when the dimensions of the organization’s structure are such that they permit the 
organization to achieve its purpose and meet the goals and objectives it has established.  A 
match between an organization’s strategy and its structure will result in organizational 
effectiveness.  The relationship between the structural components and the organization’s 
strategy determines how the organization should be structured.  Schaffer concluded that the 
degree to which an organization is able to adapt to its strategy, structure, and situation will 
profoundly affect its ultimate success.   

Covin et al. (1994), in their study which focused on various strategic issues in 364 
non-diversified advanced technology firms, found further evidence that “fit” issues can be 
critical when implementing strategy.  They concluded that successful firms seem to exhibit a 
higher degree of fit or congruence between strategic posture, organizational structure, 
competitive marketing tactics and strategic mission.  The more organizational context 
variables that fit with a firm’s strategy, the more effective the firm will be in implementing 
that strategy.  Grinyer et al. (1980) revealed a highly statistically significant positive 
correlation between strategy and structure.  Their study of 48 United Kingdom companies 
confirmed Channon’s (1975) conclusion that the linkage between strategy and structure is as 
strong among service companies as among manufacturing companies.   

Miller (1987) pointed out that strategies could not be claimed to be causing the 
adoption of certain structures, any more than the claim that structures will cause the adoption 
of strategies.  He noted that particular strategies and structures commonly go together, and 
are often found in certain types of environments.  The reason for this is that they possess 
certain configural affinities or complementarities, because of fads and fashions, or because of 
ecological constraints. 
 
Research Design 
 
This study investigates the relationship between strategy and structure of 3-star hotel 
organizations in Malaysia.  The relevant unit of analysis was the strategic business unit 
(hotel).  The perspective employed was that of the Chief Executive Officer or any members 
of the top management.  Measures of strategy constructs were drawn from the strategy 
literature (Porter, 1980).  Structure construct was determined based on measures used by 
previous researchers (Pugh et al, 1968; Schaffer, 1986; Tse, 1988; Crawford-Welch, 1990). 
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Data Collection Method 
 
The data needed for this study were primary data by means of a mail questionnaire.  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 strategic 
characteristics are related to their division’s business strategy. 
 
Instrument Development 
 
The measurement technique used was the Likert Scale of five points scaling.  The 
instruments needed were measures of the following: 
 
1. Independent Variable: Strategy 
 
Porter’s (1980) strategic characteristics were screened to eliminate any dimensions not 
relevant to the study by examining the strategy scales by earlier hospitality strategy 
researcher such as Schaffer (1986), Tse (1988), Dev (1988) and West (1988). The adaptation 
of the final instrument to the lodging industry was accomplished as part of the pre-test 
procedure.  Even though most of these strategic characteristics were extracted from grounded 
theory, some of them were adapted from the service management literature and have not been 
included in previous hospitality research.  It is necessary to validate this scale before it could 
be used as a final instrument.  Pre-test respondents were asked to add any characteristics 
missing from the questionnaire and to delete any characteristics they thought not applicable 
to the industry.  The final scale reflected various aspects of strategy characteristics. 
 
2. Dependent Variable: 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 strategy and structure is well documented in the studies by Chandler (1962), 
Channon (1975) and Rumelt (1974).  According to White and Hamermesh (1981), strategy 
guides the choice of organizational structure.  There are some degrees of agreement in the 
literature on the dimension of structure.  According to Child (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). 
 
Analysis of Hypothesis 
 
Ho1 There is no relationship between strategy type and structural orientation in the hotel 

organizations. 
 
This hypothesis was developed to explore the relationship between strategy and structure.  
Miles and Snow (1978) hypothesized that it is not only achievable to categorize organizations 



TEAM Journal of Hospitality & Tourism, Vol. 4, Issue 1, December 2007 

 6

according to their strategic course, but also to forecast with some dependability the structure 
and process distinctiveness associated with a chosen strategy.  Studies by Schaffer (1986) and 
Tse (1988) however, revealed no relationships existed between strategy and structure.  The 
findings from these works were not overwhelmingly conclusive that a relationship exists 
between strategy and structure.  Organizations that espoused different strategies did not have 
different degree of structure with regard to formalization, centralization and complexity.  
Based on this notion, it was expected that there should be no differences in structure across 
the strategy types.  From this hypothesis, three sub-hypothesis were developed: 
 

Ho1.1 There is no difference in the degree of centralization among each strategy 
group. 

Ho1.2 There is no difference in the degree of formalization among each strategy 
group. 

Ho1.3 There is no difference in the degree of complexity among each strategy group. 
 

Strategy was measured from the top managements’ responses to section B of the 
questionnaire which best characterized their hotel’s strategy.  The hotel firms were then 
categorized into strategy group cluster based on the highest mean.  Scores on structure were 
also tabulated to determine the mean and the highest mean was taken as the structure group of 
the firm.  Cross tabulation was used to determine the relationship between strategy and 
structure since this study would explore the relationship between two categorical variables.  It 
would compare the frequency of cases found in strategy group cluster across the structure 
group cluster.   
 

Table 1: 3-star Hotels according to Strategy Group 
 

Strategy Group No. of Hotels 
Differentiation 21 
Focus 7 
Low cost 22 

 
Table 2: Cross Tabulation of Strategy Group Cluster by Structure Group Cluster 

 

Structure Strategy 
Formalization Centralization Complexity 

Total 

Differentiation 12 
57.1% 

4 
19.0% 

5 
23.8% 

21 

Focus 4 
57.1% 

0 3 
42.9% 

7 

Low Cost 12 
54.5% 

3 
13.6% 

7 
31.8% 

22 

Total 28 
56.0% 

7 
14.0% 

15 
30.0% 

50 

 
The result in Table 2 indicates that 57.1 percent of hotel firms espousing 

differentiation strategy adopted formalization structure.  Hotels with focus strategy seemed to 
use formalization structure as the percentage was 57.1 percent.  As suggested in the literature, 
hotel firms that espouse low cost strategy adopted formalization structure.  On an industry 
wide basis, formalization structure was the most adopted structure as it represented 56 
percent of total hotel firms, while complexity made up 30 percent and centralization the 
remaining 14 percent.   
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It was hypothesized by Miles and Snow (1978) that structure can be associated with 
the chosen strategy.  As pointed out by Olsen (1989) and Schaffer (1984), without co-
alignment between strategy and structure, organizations may find difficulty in achieving 
long-term success.  Relationships between strategy and structure existed in various research 
studies (Miles and Snow 1978; Daniels et al. 1984; Miller 1987; Miller 1988; Habib and 
Victor 1991; Amburgey and Dacin 1994; and Harris et al. 2000).  The general conclusion 
drawn from these studies is that the firm’s structure is dependent upon the strategy that it 
takes.  If Miles and Snow’s (1978) contention are correct, a significant difference in structure 
across strategy types is expected.  The chi-square results showed that there were no 
relationships between strategy and structure (chi-square = 2.057, df = 4, p = 0.725) and 
therefore supported the hypothesis.  This finding was somewhat different from the general 
idea that organization structure can be predicted from the chosen strategy (Rumelt, 1974; 
Channon, 1973; Miles and Snow 1978).  Nevertheless, in the service industry, this study 
supported Schaffer (1986) and Tse’s (1988) findings in the lodging industry and restaurant 
industry respectively.   

To further investigate the nature of the relationship, a one-way analysis of variance 
was conducted to test the three sub-hypothesis.  These hypotheses examine the contention 
that employing different strategies in organizations is not related to structure.  In other words, 
an organization espousing different strategy types will not adopt different structure.  The 
results of this analysis indicate that there were no significant differences in the degree of 
structure were evident across all the three strategy types in the hotel industry.  Hotels with a 
different strategy concentration did not show a separate form of structure from one another.  
The general belief that companies with different strategy choices should have a different set 
of structural arrangements was proven otherwise by the results of this hypothesis testing. 

By adopting the theory put forward by Burn and Stalker (1961) and Lawrence and 
Lorsch (1967), another test was conducted to look into the relationship between strategy and 
overall structure.  It was implied by these researchers that organizations needed to reflect the 
nature of their environment in designing their organizational structure.  Hotel organizations 
with high degree of formalization, high degree of centralization and high degree of 
complexity would be adopting an open system structure.  While hotel organizations with low 
degree of formalization, low degree of centralization and low degree of complexity would be 
adopting a closed system structure.  Hotel organizations with mixed degree of formalization, 
centralization and complexity would be adopting a mixed system structure.  Based on the 
mean score of the total structure, the hotel firms were grouped according to the respective 
system structure. 

One-way ANOVA was conducted to examine the relationship between strategy and 
overall structure.  Table 3 depicts the result of the test.  Of the three strategy types, 
differentiation strategy (F=1.978, p = .150) and low cost strategy (F = .987, p = .380) 
supported the null hypothesis. Therefore, it can be concluded that strategy is not related to 
overall structure.  Nevertheless, this study is looking into each structural variable rather than 
the overall structure.   
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Table 3: One-way ANOVA Strategy and Overall Structure 
 

Strategy Group  Sum of squares df Mean 
square 

F Sig. 

Differentiation Between Groups 
 
Within Groups 
 
Total 

.881 
 
10.496 
 
11.350 

2 
 

47 
 

49 

.441 
 
.223 

1.978 .150 

Focus Between Groups 
 
Within Groups 
 
Total 

2.671 
 
18.638 
 
21.309 

2 
 

47 
 

49 

1.335 
 
.397 

3.367 .043 

Low Cost Between Groups 
 
Within Groups 
 
Total 

.786 
 
18.715 
 
19.501 

2 
 

47 
 

49 

.393 
 
.398 

.987 .380 

 
To further investigate the nature of the relationship, a one-way analysis of variance 

was conducted to test the three sub-hypothesis.  The result indicated that there were no 
significant differences in the degree of structure across all the three strategy types in the 3-
star hotels.   

As noted by Habib and Victor (1991), strategy-structure relationship could not be 
extended to service firms, as there was lack of relationship between strategy and structure.  
Their findings supported the notion that manufacturing industries differ from service 
industries, whereby service operations require a different strategic orientation, and may 
require different competitive strategies from the manufacturing industries (Thomas 1978).   

Based on the findings obtained through the cross tabulation and ANOVA, Ho1 and the 
three sub-hypothesis are accepted.  These findings are in-line with Schaffer (1986), Tse 
(1988) and Dev’s (1990) findings and provided an empirical support stating that strategy was 
not related to structure.  In relation to hospitality industry, study done by Schaffer (1986), Tse 
(1988) and Nor Khomar and Salleh (1998) failed to validate the relationship between strategy 
and structure.  One probable reason to it was that generic strategies adapted in those studies 
might not be applicable for the service industry due to the existence of the fundamental 
differences in manufacturing and service.  
 
Conclusion 
 
The hypothesis attempted to explore the relationship between strategy and structure.  The 
concepts of strategy and the broader concept of strategic management are complex.  The 
strategy construct is multifaceted and it has evolved to a level of complexity almost matching 
that of organizations themselves (Chafee 1985).  Structure in this study was operationalized 
in terms of the workflow relationships between departments and divisions and of the 
relationship between central management and profit centers.  Therefore, structure was viewed 
in terms of its functional configuration (Chandler, 1962).    

Cross-tabulation was performed to identify the nature of the relationship between 
strategy types and structural configurations of the hotel firms.  The results showed that there 
was no significant relationship between strategy and structure across the 3-star hotels.  
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Structure has been defined as the relationship among organizational units.  It was suggested 
that the structure of an organization is contingent upon the environment, technology, size and 
origin of the organization (Child, 1972).  Chandler (1962) hypothesized that structure should 
follow the strategy decision. However, evidence from this study and past studies in the 
hospitality industry do not support Chandler’s notion. 

Miles and Snow (1978) pointed out that the structure of firms could be predicted with 
some reliability from their chosen strategy.  Using the hotel industry setting, the findings of 
this study however do not support this claim.  An ANOVA test revealed that there were no 
significant differences in the mean structure dimensions grouped according to strategic type.  
None of the three strategy types found in the hotel industry displayed distinctly different 
degrees of structures.  That is, statistically, none of the strategies studied can be said to be 
adopting one specific structure type.   

These findings differ from studies done in the manufacturing industry.  Chandler 
(1962) concluded that strategic choices and organizational structure have a direct influence 
on the performance achievement of organizations.  Robbins (1990), Eccles et al. 1997), 
Amburgey and Dacin (1994), and Covin et al. (1994) reported the same positive relationship.  
This study however, supported the findings of Schaffer (1988), which focused on the lodging 
industry and the findings of Tse (1991), which focused on the restaurant industry.   

There are some possible explanations for these findings.  First, structural 
characteristics of firms could not possibly be predicted from their strategy.  Top management 
of the firms will make decisions regarding the choice of the competitive strategy based on 
perceptions of the environment and the organizational structure (Chandler, 1962; Child, 
1972; Porter, 1980).  Thus, the characteristics of the firm’s structure are actually part of the 
strategic choices made by management.  In actual fact, the top management’s decisions and 
styles will influence the structural configuration; so much so, structural configurations do not 
essentially result from the choice of competitive strategy.  Competitive strategies cannot be 
claimed to be causing the adoption of certain structures any more than structures will cause 
the adoption of strategies.  Miller (1987) pointed out that strategies and structures commonly 
go together, and are often found in certain types of environments, but the relationship is not 
necessarily causal. 

Secondly, the difference in the findings of this study may in fact be due to basic 
differences between the manufacturing industry and the service industry, since services have 
different characteristics than goods. The critical differences lie in the nature of outputs and in 
the underlying production process.  For most service organizations, the output is generally 
intangible and focuses upon customer relationships.  Such organizations aim to meet market 
needs directly through actions.  In contrast, a manufacturing organization focuses upon 
inputs, products and processes, and aims to meet market needs through a tangible product.  
These differences simply represent different management viewpoints and therefore most 
service organizations will tend to consolidate ideas, goals and rational of competitive strategy 
for the method employed.  The implication is that the service organizations must be 
responsive to the nature of their competitive strategies and the process through which their 
strategies are implemented and controlled. 
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