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Biometrics for Hospitality and Tourism:
A New Wave of Information Technology
By Bomi Kang, Kathleen Pearl Brewer and Billy Bai

The technologies that empower biometrics have been around for a number of years, but until recently these
technologies have been viewed as exotic. In the not too distant future biometrics will be used to reguiate internal
processes and Lo improve securtty in the hospitality and tourism industries. This paper provides an understanding
of the current use of biometrics in general and its practical value for the future in bospitality and tonrism. The
Study presents a review of curvent practices of biometrics with special reference fo the hospitality and tourism
businesses, addresses key issues imposed by this technology, and identifies business and marketing implications for
these industries.

Introduction

Leading strategists suggest that the key to success is to differentiate a business from the
competition and to stake one’s territorial claim first (Floyd, 2003). Companies following this
advice would build a competitive advantage and become a leader in their field. Interestingly,
success for some hospitality companies has been achieved, in large part, by taking advantage of
information technology (Floyd, 2003; Siguaw and Enz, 1999).

Technology is one of the most important competitive weapons for any hospitality
company in today’s fast changing environment. Of those advancements in technology, experts
predict that biometrics will play an important role in the future (Floyd, 2003; Rinehart, 2000)
due to several reasons such as reduced cost of the technology and increased consiumer
acceptance. The acceptance and use of biomettic technology has grown quickly. Revenue from
the sale of biometric technologies, (including law enforcement and large scale public sector use,)
is expected to grow to $4.6 billion by 2008. (Intemational Biometric Group, 2005}.

The most notable function of biometrics in hospitality and tounism is the ability to
lessen operators’ concerns about security. Hospitality businesses have long suffered from
securnity breaches including, network and systems security, theft by employees, and credit card
theft and fraud (Rinehart, 2000). In addition, in the aftermath of September 11th the nadon
placed increased emphasis on security. Hospitality companies are increasingly feeling the
pressure to manage risk, loss prevention, and fraud.

It has become imperative for hospitality and tourism companies to have secure
identfication and personal verification technologies for everyday business operations. Since
many biometrical applications use unique parts of a person’s genetic code, biometrics is
considered as a more accurate personal authentification solution than current identification
methods such as passwords, pin-based or card-based systems.

While the value of this technology can be found in secured verification, biometrics can
facilitate the improvement of business operations and more importantly will enable companies to
serve their customers in a more secure manner. Once the technology is integrated into exiting
business solutions such as point of sales and time and attendance system, the processes are
greatly expedited. Moreover, transaction data attached to customers can be utilized to assist
further marketing efforts. By securely storing customer’s demographical and behavioral data in
company’s database, hospitality and tourism companies can query different segments of the
market and identify the most profitable markets more easily and accurately than inputting them
manually. Companies can launch effective promotion campaigns and provide customized service
to these markets in order to enhance customer retention.

Despite the great potential of the application of biometrics in hospitality and tourism
businesses, there is scant research that has been conducted in this environment and the literature
concetning the use and practical value of biometrics s limited. This study will 1) present a review
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of current practices of biometrics in general with special reference to the hospitality and tourism
industry, 2) address critical issues relating to the use of biometrics; and, 3) identity business and
marketing implications for the hospitality and tourism industries.

Biometrics: An Overview

Biometrics refers to “the auromated methods of identifying or authenticating the identity
of a bving person based on physiclogical or behavioral characteristic” (Floyd, 2003; Rinehart,
2000). Examples of physiclogical characteristics include hand geometry, fingerprint analysis,
facial recognition, voice recognition, and retinal ot iris scan.

Fingerptint technology reads below the user's surface layer of (dead) skin by bouncing
electromagnetic waves, similar to radio waves. These reflections are recorded to build up a
picture of the fingerprint, which is matched against the person’s known fingerprint recorded
earlier. Hand readers simultaneously analyze more than 31,000 points and instantaneously
records more than 90 separate measurements of an mndividual's hand-including length, width,
thickness and surface area.

Factal recognition systems analyze images of human faces for the purpose of identfying
them. The programs take a facial image and measure characteristics of distance between the eves,
the length of the nose, and the angle of the jaw. Voice recognition systems work sirilarly. It
compares a pre-recorded voice message with the current user’s voice inquiry.

Retinal scanning and irs scanning are two separate identification methods. While retinal
scanning was the first eve recognition device developed, 1ris identfication is the biometric
gaining acknowledgment due to its less intrusive nature. Iris scan involves analyzing patterns of
tssue in the colored ting that surrounds the pupil and it requires no intimate contact berween
user and reader. Retinal scanning analysis requires the user to keep their head still and eye
focused on the light when the device reads the patterns of the layer of blood vessels at the back
of the eye. The two technologies using eyes are considered the most accurate physiology-based
biometrics techniques.

Behavioral characreristics are more of a reflecton of an individual’s psychological trais.
Examples of these technologies included signature comparson and keystroke dynatnics.
Keystroke dynamics is where the speed and pentamerter of typing is recorded when ryping in a
password. This pattern must be matched on subsequent authentication attempts for the system

o allow entry.

Identification and authentication are key defining elements of this new technology.
Biometrics is typically used for two purposes: identificanon and verification. In these systemns
identification is the process of examining one individual’s characteristics and selecting the
individual from a group of srored images, therefore positively identifving that person from the
group. Verification, on the other hand, occurs when an individual makes a claim of their identity
by presenting documentation that can verify who they are. Unlike other identification o
verificadon methods, this cutting edge technique uses an individuals unique charactenistics,
which cannot be forgotten, misplaced, borrowed, forged or stolen.

There are various types of biometric systems being used {Avant, 2003). As can be seen
from Figure 1, the most popular one is based on fingerprints. This biometric is increasingly being
used in commerce, with roughly half of the biometric users choosing to use fingerprints
{(Internatonal Biometrics Group, 2005). As compared to other techniques, fingerprint
recognition has the advantage of ease of implementation and low cost. In most cases,
implementation requires a mirumal investment of identification sensors and the corresponding
software. Finally, fingerprint recognition is refatively reliable; at the same time, it is less intrusive
and generally more acceptable to people than other methods, (Klein, 2003).
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Figure 1. Market Share of Biometric Technology
2004 Market Share by Technology

Source: international Biometric Group

Signature,
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The 1nitial biometric application in the United States, the Automated Fingerprint
Identification Systems (AFIS), was developed by and mainly served the FBI. By the 1970s, law
enforcement began to use this type of biometrics for security and to identify criminals. The
Department of Defense was another early user relying on this technology to maintain the
integrity of their systems (Robert, 2003). In addition, federal and local governments also used it
to confirm identities in forensics, such as criminal identification and prison security, historically
used biometrics security applications. More recently, the United States Citizen and Immigration
Services has begun to update some of its systems with biometric enhancements using hand scans
or fingerprint identification at entry points into the country for immigration identification and
verification (Connell and Spence, 2002). Outside of the US, biometric systems have been and
continue to be used in national identfication databases in the areas of social entitlements, welfare
beneficiary identification, driver’s licenses, immigration control, and election management
(Davis, 1994). While the current use of biometrics appears strongest in the public sector, the
International Biometrics Group estimates that in 2007 only one-half of the total biometrics sales
will be to government and law enforcement.

As the level of security breaches and transaction fraud increases (Federal Trade
Commission, 2003) and the possibility of terrorist attacks intensifies, the need for highly secure
identification and personal verification technologies has become more apparent to the private
sector. Many organizations have realized the need to improve on the techniques they use to keep
their information and assets secure. Healthcare, social services, finance, and banking are only a
few industries that have begun to deploy biometrics-based applications. Hospitals have found
biometric systems to be an excellant way to respond to new government security mandates.
Hospitals now use biometric applications to insure and tract correct delivery of medications to
patients, to secure access to sensitive areas, and to protect electronic healthcare data (Hodgson,
2001). The banking industry with a new reliance on networked and Internet based access
systems, such as those employed by on-line banking, ATMs, and other remote-access
applications are taking a hard lock at improvements in security that might be realized through
biometrics. Automobile manufacturers and computer hardware manufacturers also have used
this technology as a method to secure the access to the car and other assets (Grimes, 1998).
Because of this growth in demand, companies are beginning to substantially reduce the cost of
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new biomettic technologies (Fratto, 2003). Since biometric idenufication technologies are now
mote cast-effective, rellable and accurate, it has become more feasible in a large range of
business applications where identification or authentication of a person is required.

Applications in Hospitality and Tourism

One of the earliest examples of biometric applications in hospitality and tourism would
be safes and door locks. The thumbprint safe developed by ElSafe was awarded "Editor’s
Choice" Award for best new product at the 2001 International Hotel/Motel & Restaurant Show
in New York. Biometrics-based door locks have rapidly advanced since the first installauon in
the Hilton Airpott Hotel in Los Angeles. More advanced tntegration such as VIP recognition
and guest room assess utilizing 3D facial recognition is currently 1n the works. Biometric door
locks have been widely applied to existing access control systems even for homes, offices, cars,
as well as safes and lockers.

One advantage of bitometric technology is that it is reasonably easily to integrate with
other applications. Many biometric solutions comply with open standards and therefore can be
incorporated into other hospitality systems such as point-of-sales (POS}, time and attendance,
and casino-player tracking systems, or to secure access to storage or other restricted areas
(Fratto, 2003). In addition, biometrics surveillance is widely used by casinos, using facial
recognition technology to check for “bad guys™ (Robert, 2003).

While there may be a multitude of biomeuic applications to hospitality and tourism
organizations in the future, there are several applications where thev could currently be applied.

Access Control Systems

The obvious use for biometrics is to control either physical access or computer system
or network access to data (logical control), through secure identification and verification.
Currently access to assets or data typically involves requinng the individual to provide an
identification card or input a personal identification number or PIN on a keypad. The difficulty
with these systems is that they could provide positive identification of fraudulent users. These
systems trely on the user to provide plastic cards and codes but they cannot determine who is
actually in possession of the card or code. In addidon, pins and passwords may be forgotten, and
the identification cards may be forged, stolen, or lost.

In hotels and restaurants, biometric technologies enhance the control of alcohol and
food storage areas as well as other areas of the property such as computer rooms. Access to
those areas will be restricted by emplovee work shift or authority level, reducing theft with a
visual event log of who entered what area at whart time.

The University of Georgla has reported posiive feedback using this technology. The
university has changed their photo ID systems to a hand recogninon system for access to
foodservice facilities, campus residence halls, and tecreaton venues. The school reported that
the new system saves time and is more accurate than their old identification method (Floyd,
2003).

Another use 1s to control unauthonzed physical or cyber access to customer and/or
employee data. Figure 2 illustrates how such a system works using a fingerprint. Once a2 person
enrolls in the system, their finperprint is stored in a database within the system or stored on
companion devices such as a smart card
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Figure 2, Fingerprint recognition system

Reader .
Input Device Output Device
Reference Access/Denial

Payment Systems

In the restaurant and shop environment, the most obvious benefit includes faster and
more secure payments from the guest. No longer will cashiers need to see identification or get a
signed credit card slip because the scanned image 1s almost fraud-proof identification (Floyd,
2003). With the touch of a finger, in seconds a restaurant could have a payment for meal, find
out a guest’s history, or have the address of the customer to send out future coupons. The
restaurant could provide better service and the guest receives his/her order faster (Floyd, 2003;
Blane, 2002; Gran, 2002).

Biometric systems can enhance the traditional point of sales systems (POS). Guests will
be freed from memorizing PINs and loyalty program numbers, carrying cash, checks, and credit
cards. Instead, they will register their finger images that are then linked to financial or personal
information in the system. The check can then be settled and payment completed electronically,
without using any of the tradittonal methods.

Quick service restaurants seem to see higher benefits because speed is their primary
concern. Major grocery stores such as Kroger’s, West Seattle Thriftway, and Wal-mart were
recently testing biometric payment systemns using fingerprints (Howell, 2002). And McDonald’s
had already joined in pilot programs that use fingerprint payment systems (Grant, 2002).
Participants of the study conducted by these retail stores, stated that the processing was faster
and provided convenience with more security. To use these systems, a typical checkout time
takes about 20 seconds and enrollment in the program takes less than four seconds (Howell,
2002).

In another example, when a property management system 1s networked with the
registered fingerprint of a guest, the front desk can check in the guest faster without
cumbersome procedures such as asking for an LID and a credit card. Such an online system will
communicate the image of the fingerprints directly to each door so that the guest can enter their
guest room without a key reducing the worry about a lock out situation. This elimination of
room keys can save money tied to keycard purchases (10 cents to 15 cents per card adds up) and
labor cost. At checkout, a reader scans user’s index finger and the computer matches the stored
print-map to the fingerprint. A loyalty discounts are automatically deducted and the account
charged (Rinehart, 2000). If the individual has their data linked to banking information, an
account could be debited or credit card charged at this tme.

Time and Attendance Systems

Biometric applications would also allow for more secure communications through
shared systems. For many years, hotels and restaurants have used 1.D.-based identification
method for time and attendance. Currently, certain software providers such as ADP, Stromberg
and Recognition Systems have introduced new labor management systems with the added
feature that uses biometrics to validate employee identification. The new system assutes that the
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person at the time clock s only making entries for him/herself, therefore eliminanng “buddy
punching,” {i.e., where someone clocks in or out for someone else.) The system will ensure that
no one else can use access card even though the card is stolen or lost. It will reduce password
entty error and the overhead costs related to producing 1D cards as well.

Critical Issues

The application of the biomerric technology in commerce and turther hospirality and
tourism is very complex because there are many issues in the process of implementing and
monitoring. While biometrics has received elevated levels of support from numerous groups, it
has similarly faced opposidon from others. It is important to look at both positions since they
provide an essential understanding of the key issues reflected in this new technology. The
foliowing secdon addresses several issues to resolve before the widespread adoption of
biometrics is likely.

1) Cost

Technological glitches and limited integratability with other applications, has lead
companies to be reluctant to invest in biometrics. Among the limitations, cost was the most
important reason people were skeptical about biometric applicauons. As costs are reduced the
price will be acceptable to the end user (O’Conner, 2002). Today a consumer can purchase a
fingerprnt scanner for less than $100 and this scanner is much more effective and accurate than
the $1,000 scanner on the market five years ago. In addition, many computer companies are now
producing computers and keyboards with built-in biometrics technology.

The cost of biometrics can also be offset in applications where several departments are
using the readers. In any enterprise, the company can do door security with security on
computers as well as titne clock, and get three departments to share the cost of the system
{Hodgson, 2001). In this way, the budget centers together on a single system which will reduce
the cost for each department. The system also offsets the operating costs because a company
does not have to have people full-time adtrunistering card funcuons. The overhead that used to
come from card purchases will be diminished. The savings from recurring cost of card buying
must be weighed against the additonal cost of the readers when looking at systems (Hodgson,
2001).

Repardless of which form of biometrics is used, the price of itnplementation will drop as
adoption increases, and extensive risk per reward analyses must be done in each organization to
justify the use and expenditure. The choice depends on the level of secunty required and the
budget to purchase the systems.

2) Privacy Invasion and Legislation

Biometrics is a promusing technology. However, in order for it to become fully accepted,
users have to be convinced to give up some of their privacy in exchange for greater security. The
use of biometrics inherently poses a threar to the privacy of an individual because of its ability to
track the individual from the information in a database. Therefore biometric technology is
perceived as intrusive and invasive.

There has always been psychological resistance when a new system is introduced. One
of the reasons that the public might be opposed to the implementation of biometric systems is
that tradiaonally this form of identification has been used as 2 method to track criminals, not the
common everyday person. Nevertheless certain privacy groups such as CASPIAN and Fight the
Fingerprint advocate consumer’s rights. Consumers are concerned that the data collected might
be divulged to the law enforcement or shared with third parties without their knowledge or
consent. Further, employee monitoring systems using biometrics provoke the issue of emplovee
privacy. The protection of emplovees under the law has evolved and become the focus of new
legislanon needed as the technology moves forward in the marketplace (Buzek, 2003).
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Thete are advocates on both sides of this issue. Both proponents and adversaries of this
technology have valid arguments. As systems are adopted, experts expect to see increased
legislation regarding how and when these systems can be used. If appropriately regulated,
biometrics might actually assist in guaranteeing privacy rather than detracting from it. For
example, biometric systemns have been found to be an effective way of reducing credit card fraud
and saving process time. (Howell, 2002; Buzek, 2003).

3) User Education

Because there are misunderstandings about the use of biometrics, it 1s important for the
public to be educated concerning the use of such systems. For instance, any system implemented
for authentication must be established as a “one-way” system; that is, the system can be used to
verify identity, not used to find a person from the biometrics data. One such system uses
extraction algorithms to convert a fingerprint image into a digital vector number, which is then
stored. Therefore, the fingerprint itself is not stored and it cannot be recreated from the stored
digital vector. Instead, the person is authenticated because the associated vector number of that
individual recorded in this reading is within acceptable limits of the initial reading.

Strengthening e-CRM

While experts do not envision real-time customer relationship management anytime
soon, the following are noted benefits and implications to the business marketing of using this
biomettic technology.

Customer retention

The traditional marketing mix activities are no longer able to capture the changing
behavior of today’s marketplace and customer relationship management {CRM) becomes
fundamental (Grénroos, 1990; Gréonroos, 1997). While it is important to gain new customers,
what matters most is how to retain them. Developing relationships with customers is a constant
challenge to businesses of all types. Through customer relationship building, companies will
benefit from customer loyalty in the end (Shoemaker and Lewis, 1999). With POS integrated, the
biometric technology can enhance relationships with customers in an electronic environment and
more importantly, it can improve loyalty programs for repeat customers. In an early testin a
quick service restaurant, a year Jong pilot reported that between 65 to 75 percent of the regular
customers signed up to use this technology and the restaurant eliminated the paper-punched-
redeeming cards for goods. Now with every customer purchase, loyalty points or rewards are
saved electronically and can be redeemed at the POS (Rinehart, 2000). One other benefit to the
hospitality industry is in the cleansing of information. Hotels are continually purging their
records to keep accurate information on their guests (Rinchart, 2000). With the right datz mining
software, this biometric technology makes it easier to track and identify customers accurately
with less labor cost. Customers’ previous purchases can be used to predict future purchase
behavicr. Thus, one-to-one marketing becomes more efficient.

Customized products and services

For hospitality and tourism businesses that also rely on loyal customers, biometric
systems can help streamline databases to better target and serve profitable customers. Once the
customer has registered his/her fingerprints, the customer’s profile associated with the
fingerprints can be brought up upon check-in, enabling emplovees to provide several services
specific to the profile of that customer. Some of these services may include room temperature
control, television channel access customized to that customer’s preferences, presetting wake-up
times, and a custom configuration of the in-room beverage and food services that are presented
on the television to that spectfic guest. It certainly differentiates the services for repeat customers
and therefore builds loyalty.
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Conclusion

The primary use of biometrics in hospitality and tourism 1s to regulate internal processes
and security. The initial application will hikely be time and attendance, workforce management
and access control (Buzek, 2003). These are environments in which the employer has the ability
to mandate the use as a condition of employment. It is also an area where the expense to add
biometrics can be easily justified by increased security and lower worker fraud. In the long run, it
is an extremely low cost method to capture and store personal preferences and identifiers. Not
only does it mean a lower operating cost, but the technology has tremendous implications
regarding customer relationship management and the service delivery systems provider. The
hospitality industry should be proactive in the development and use of this technology.

This paper is an exploratory attempt to increase the understanding of the current use of
biometrics and its practical value in the hospitality and tounism industry. Further, it 1s intended to
inidate furare discussion and research i the area of hospitality and tounsm marketing in relation
to the effective use of customer information via biometrics. Future research calls for more
empirical investigations regarding the perceptions and expectations of the use of biometrics.
Moreover, identification of actual contributions of biometric technologies to operations and
management in quantifiable rerms deserves special attention and consideration.
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Management Retention Factors
in the School Foodservice Industry
By Robin B. DiPietro

Management retenition in the schon! foodservice industry has been a growing concern for school
district decision makers due to the large numbers of managers reaching retirement age and ihe shortage of gualified
peaple to fill the positions. As with other foodservice positions, turnover rates and the shortage of service employees
will continue to be challenges well into the 2151 century. The current study employed a self-adpeinistered
questionnaire and asked 107 school foodservice managers in Central Florida to rate their perceived imporiance of
and their percetved experience with 20 employment characteristics of their job. There were significant differences in
17 of the 20 characteristics thus highlishting significant gaps between perceived importance and percetved actual
experience on the job. The survey alio questioned respandents regarding charactersstics that brought them to their
current job and what would keep them from changing jobs. Management and human resource implications are
disenssed,

Introduction

Manager tumover has been a concern in the hospitabity industry for many years.
Turnover issues in many segments of the hospitality industry 18 quite common and has been an
accepted parameter of the industry (Prewitt, 2000). This turnover is expensive in economic and
emotional terms. There 1s also a risk of a decrease in the overall customer service provided by an
organizaton as more qualified managers’ turnover. This situation may leave less qualified or
newer managers left to perform at a level beyond their capabilities. Also, “turnover” means that a
person i not “retained” and often a critical goal for organizations is to retain the best qualizy

people.

One of the reasons posited for the high turnover in the hospitality industry in general
and the foodservice industry specifically has been called, “turnover culture.” “Turnover culture,”
as described by Iverson and Deery (1997), 1s an acceptance by employees and managers of an
organization that high turnover is a norm in the workplace. Itis this belief that leads to a lack
effort to encourage retention and which can create a negative impact on the organization with
respect to the costs of recruiting, training and retaining employvees and managers. Some
operators and managers appear to have their operations and systems set up to accept the reality
of low skills, high turnover and littdle or no motivation in the foodservice industry (Enz &
Withiam, 2003). This fact exacerbates the mrnover culture seen in these organizations since
turnover may be an accepted component of the operations.

With the evolution of school foodservice, cateterias have become more organized and
school districts now find themselves in direct competition with restaurants and other food
outets (VanFpmond-Pannell, 1985). This fact makes it critical that school foodservice
operations start thinking in terms of how they can create a competiuve advantage over other
food outlets. Furthermore, high mirnover will be one of the most challenging problems facing
school districts in the 21st century (Pannell-Martin, 1999). Recrurtment, motivation and
retention of management in the hospirality industry in general will continue to be an ongoing
challenge for organizations (Milman & Ricci, 2004).

Much of the research done to this point regarding retention factors paimarily focuses on
the lodging and restaurant industries as well as on hourly emplovees rather than managers
(DiPietro & Milman, 2004; Milman & Ricci, 2004; Ricci & Miiman, 2002). There has been very
himited research to date on manager retention in the school foodservice industry. Part of the
reason for this lack of research has been the relatvely lower turnover in school foodservice
industry compared to other foodservice outlets. Despite the fact that tarnover of management in
school foodservice is not as prevalent as it is in foodservice in general, understanding the reasons
that managers stay can help to inform human resource practces.
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The following study, therefore, will add to the literature regarding the school
foodservice industry. The results of the study will aid school districts in creating policies and
practices to help encourage retention of high quality managers and decrease turnover rates and
the costs associated with it. With a new generation of managers entering the foodservice
industry, manager attitudes will change as personal career goals change and therefore the need to
reduce turnover and increase retention would need to be studied and encouraged on a
continuing basis. This management emphasis will help to allow school foodservice outlets to
function more effectively and efficiently with a healthier bottom line.

Literature Review

'The Foodservice Industry

The foodservice industry in the U.S. is projected to do over §537 billion in sales in 2007,
with approximately $46 billion of that representing the noncommercial foodservice sector. The
foodservice industry is projected to grow at a rate of 5% across the U.S. and to employ almost
12.8 million people or 9% of the wotkforce, hence making it the largest private sector employer
in the U.S. (National Restaurant Association, 2007).

The U.S. foodservice industry has had over 14 years of consecutive sales growth and is
strong due to the number of dual income homes and the continued increase in the desire for
convenient food options (National Restaurant Association, 2007). This increase in the desire for
food away from home has also transcended into the school foodservice area.

Despite the increasing sales, the foodservice industry in general continues to have one of
the highest turnover rates across industries because of wages, shift schedules, and social
perceptions of entry-level jobs. Hurst (1997) has found that as tumover rates increase, labor
costs rise. Tumover rates also can impact employee training costs, customers’ perceptions of
service quality, and employee job satisfaction. Turnover in the foodservice industry is very costly
to organizations. The estimates are that turnover ranges from 50-200% among houtly employees
and 25% for managers (Berta, 2003). Even with the downturn in the economy a few years ago,
turnover in the hospitality industry is still over 100% (Ricci & Milman, 2002). Furthermore, a
study conducted in 2001 of the top 100 restaurant companies in the U.S. found that the
restaurant industry loses an estimated $4 billion in turnover expenses for hourly employees
annually. The turnover of managers costs the industry an additional $454 million per year.
{Spector, 2003).

School Foodservice

School foodservice operations can vary in size and scope, and therefore may have
different management needs. The facilities can range from a small, single-unit, decentralized
school district with schools serving less than 100 meals per day to those operations in a
centralized city and county districts that have up to 1200 schools and serve up to a half a million
meals per day (Pannell-Martin, 1999). This wide varation causes some challenges in terms of
determining generalized best practices for the school foodsetvice industry in general and human
resource practices specifically.

The school foodservice industry is somewhat different from the foodservice industry in
general. The length of tenure of school foodservice employees and managers is usually much
longer than in the foodservice industry as a whole. School cafetetia employees and managers can
have tenure that is 10, 20 or even 30 years (Lipowski, 1999). The concerns in recent years have
been the fact that school foodservice has to compete in a tight labor market and face the fact
that many of the school foodservice managers are reaching retirement age and there are not
enough qualified people to fill those positions (Lipowski, 1999; VanEgmond-Pannell, 1985).
There is projected to be a shortage of school foodservice managers by the 21st century. Part of
the concern in staffing school foodservice manager positions with younger people is that the
Generation X and Y employees seem to be more dissatisfied with their jobs and are willing to
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leave their jobs much more quickly than foodservice managers of past generations (Lipowski,
1999). This will only exacerbate the existing labor crisis in the industry. This makes recruiting and
retaining new managers to till vacated positions very difficult.

Human resource professionals in the school foodservice area are anxious because of the
impending shortage of school foodsetvice managers. The average turnover rate of all senior
foodservice managers during 2001-2006 was projected to be 39%, while the turnover in schaool
foodservice was supposed to be over 48* (Schruntek, 2001). That is a large number of school
foodservice managers that will be retiring or leaving their jobs causing vacancies that will be very
difficult to fifl.

In the 1970%, a school foodservice employee was tvpically 45 to 50 years old with a high
school diploma and approximately 8 vears of industry experience. In the 1990s the average age
of the typical foodservice employee was 60-65 years old (Pannell-Martin, 1999). However, it has
been stated that in the 21st century, the typical foodservice manager will be 35 to 44 years old.
The reason for this shift to a younger age of the foodservice managers 1s due to the mass exodus
of the older foodservice employees and managers as retirement age approache< {DeMicco, et al.,
1997, Pannell-Martin, 1999). This exodus of foodservice managers 1s causing turnover that 1s
costly and concerning to human resource pracrtioners as they try to determine how to recruit
quality managers and retain those managers.

Manager Turnover Costs

Managers leave their companies for different reasons than houtly employees. It is
beheved that managers are proactive m their approach to manage and control their own careers
and development. To accomplish this, they seek positions that they perceive to be a good match
for them with respect to the job itself and the organization associated to that job (Taylor &
Walsh, 2005) The dollar amount of tumover for a single manager is said to be equivalent to the
manager’s annual base salary. The average salary of school foodservice managers is
approximately $41,.270 (U.S. Department of Labor, 2007). In addition, high turnover also leads
to lowered employee morale (LTaylor & Walsh, 2005).

Several studies have investigated the quantitative costs of tumover in the hospitality
mdustry (Hinkin & Tracey, 2000; Pine, 2000; Wasmuth & Davis, 1983; Woods & Macauly, 1989).
For example, a recent study by the National Restaurant Association of 50 companies in the
hospitality industry estimated the median cost of turnover of an hourly employee at $2,494 per
person. These costs include recruiting, training and retaining a person {Pine, 2000). Other studies
estimated that the cost of hourly employee turnover was approximately $3.000 (Wasmuth &
Davis, 1983; Woods & Macaulay, 1989). Turnover related costs for a foodservice operation may
include advertsing, recruiting, otientation, training, loss of profits due to a decrease in
productvity, as well as extra food waste and equipment breakage (Loret, 1995).

Some writers have argued that the strong work ethic of the previous generatdon may be
partially blamed for the challenge in filling positions and causing a shorrage of replacements. It
has been stated that this generation has had such a long retention period that they may have
inadvertently blocked newer emplovees from the opportunity of gaining the necessary expetience
and skills needed to advance in their positions (Lipowski, 1999).

Retention

Previous research on retention has focused on manager perception to the causes of
employee turnover and the opinions of managers on what can be done to decrease employee
turnover in the industry (Dermody. 2002; Gustafson, 2002}. There has been a limited numbers of
studies regarding manager turnover and retention in the foodservice area (Gustafson, 2002;
Taylor & Walsh, 2005; Zuber, 2001).
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Managers have stated that they would prefer a flexible schedule and the opportunity to
spend more time with their family over an increased salary. It was also found that managers
chiefly want growth opportunities through challenges in the current position (Taylor & Walsh,
2005). Studies have shown that when a work environment is more stable, employees are more
likely to stay with the company (Zuber, 2001; Gustafson, 2002). In addition, Taylor & Walsh
(2005) suggest that the key to retaining high-value managers and to increase their commitment
levels is to make certain the way in which these managers manage their careers is understood.

‘The cutrent study was designed to determine the retention factors of school foodservice
managers in Central Florda. The research questions that guided the current study are listed
below:

1) What are the factors that are most important in recruiting and attracting school

foodservice managers to their jobs?

2) Where ate there gaps in the level of importance and actual practices in school

foodservice manager jobs?

3) What factors would cause school foodservice managers to find another job?

Methodology

The current study employed a self-administered questionnaire of managers in the school
foodservice industry. The questionnaire was developed by using a modified instrument
previously employed in research on employee retention in the hotel and attraction industries
(Milman, 2003; Milman & Ricci, 2004; Rica & Milman, 2002). The survey was adapted for the
schoo] foodservice industry and qualitative review of the survey was done by 4 district managers
for the Orange County School district in order to ensure that the questions were worded
correctly and took into account that the respondents were managers rather than employees. In
order to get a large enough sample, the seven county area in Central Florida was surveyed. The
survey was administered by using two methods: via email sent to each of the schools and also
administered at school district meetings where possible. There were a total of 645 surveys that
were mailed to school foodservice managers. There were a total of 101 respondents for a
response rate of 15.65%.

Results

School Foodservice Manager Demographic Characteristics

The demographic characteristics of the respondents of the study are fairly representative
of the school foodservice manager. Slightly over 92% of the respondents were female, with
seven percent male. There were no managers who were under the age of 25 represented in the
sample. The median respondent was in the 36-40 year age group. Most of the respondents had a
high school education (44.1%), with 31.2% having some college education. Over 58% of the
respondents were married, 22.8% divorced, 9.8% widowed, and 8.7% were single. The details
regarding the demographics of the sample are shown in Table 1.

Table 1: Demographic Characteristics of the Respondents

Gender % Age Group % | Educational Background | % Family %
Status
Female 92.6 | 18 or under 0.0 Grade School 1.1 Single 8.7
Male 7.4 19-25 0.0 High School 44.1 Married 38.7
26-30 32 Technical Diploma 3.2 | Divorced/ | 22.8
Separated
31-35 53 Some College 31.2 | Widowed 9.8
36-40 42.1 | Community College Degree | 14.0
41-50 40.0 College Degree 54
51-60 8.4 Advanced Degree 1.1
61 or over 1.1
Total 100 Total 100 Total 100 Total 100
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Job Tenute

The length of time that the respondents have been 1n their current job 1s shown in Table
2, The median length of time that a respondent has been in their current job is “more than 10
years.”” This shows that there has been approximately half of the respondents have been with
their current employer for more than 10 years, while the other half has been in their jobs for less
than that time. Approximately 12% of the respondents have been in their jobs for less than 2
years. See Table 2 for more details on the job tenure.

Table 2: Employment Tenure in Current School District
[

Length of Time %
1. Less than ¢ months |10
| 2. 6-12 months 5.0
3.1-2 vears 6.0 |
4, 2-4 years [ 110
| 5. 4-6 vears KX
6. 6-8 vears 5.0
7. 8-10 vears 11.0
8. More than 10 vears 51.0
Total 1000 |

N=100  Median= “More than 10 vears”

Respondent Sources Regarding Current Jab

Respondents were asked to indicate how they learned about their current job vacancy in
the restaurant. The respondents could choose multiple sources that they may have used to learn
about the job that they currently occupy. The majority of the respondents (21.9%) learned about
their cutrent job through referral by another emplovee who worked there or worked there in the
past. The second largest source for helping respondents learn about their current job is “other”
(17.5%). This category has the majonity of their responses related to the respondent “being a
parent at the school,” “having children in the schoo!” and “wanting hours that marched their
children.” Other sources were the website of the school system (7.5%), just dropped by looking
for a job (6.3%), through other members of the communzry (4.4%), mternet job search (2.5%),
school/university recruitment (1.9%), and only one respondent each selected
newspaper/magazine ads and community job fair. See Table 3 for more details.

Table 3: Sources That Helped Respondents Learn About Their Current Job

How Did You Learn About The Job? %o
Referral by another emplovee who werks there or worked there in the past 21.9
| Other 17.5
| Web site of the school system 7.5
ust dropped by looking for a job 6.3
Through other members of the commumty 4.4
Intemet general job search 25
| School/university recruitment 1.9
Newspaper/magazine ads 0.6
Community job fair 0.6

N=101

Respondents’ Reasons for Attraction to Job

The respondents were also asked what attracted them to their current job. Muluple
responses were allowed in this question as well. The biggest reason for respondents to be
attracted to their current job was the emplovee benefits (31.9%). This was followed closely by
flexible schedule (26.3%), interaction with people (20.6%), pay level (20.6%), and ease of
commuie (20.6%). The “othet™ respondents’ comments (13.1%0) ranged from “it was a nice, fun
job to “no nights, no weekends.” The comments also reflected that some of the respondents
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had been in foodservice jobs their whole lives and so this job made sense for their background.
See Table 4 for additional charactenistics that attracted respondents to their current jobs.

Table 4: Characteristics that Attracted the Respondent to Their Current Job

Employment Characteristic Thar Artracted You To Job %
Employee benefits 31.9
Flexible schedule 263
Interaction with people 20.6
Pay level 20.6
Ease of commute/location 20.6
Other 13.1
Job duties 10.6
Employee wortking environment 10.6
Reputation of the entire school district 8.1
Friend/family member who already works there 7.5
Reputation of the particular school 5.0
Note: Percentages add up to more than 100% due to multiple responses N=101

Managers’ Evaluation of Current Employment Experience

Respondents were asked to rate 20 employment characteristics with regard to their
perceived importance. The respondents were also asked to rate their actual experience with these
characteristics, more specifically to what extent these charactenistics were mantfested in their
current employment. Each characteristic was evaluated according to its level of importance on a
5-point scale with “1” indicating “unimportant™ and “5” indicating “very important.” The actual
experience that the respondents had with these characteristics on the job was then measured on
a 5-point scale where “1” indicated “poor experience” and “5” indicated “excellent experience.”
The results of the specific employment characteristics are summarnzed in Table 5.

The most important employment characteristics to respondents were retirement plan
(4.67), health benefits for manager (4.67), humane and caring approach to employees (4.65), clear
information on job tasks and responsibilities (4.65), and introductory training (4.61). Of the 20
employment characteristics, 17 of them had statistically significant gaps between the perceived
importance and the perceived actual experience in the current workplace. The largest gaps
between importance and experience occurred in paid vacation, hourly wage, clear information on
job tasks and responsibilities, and introductory training.

The three areas where there were not a significant difference between importance and
expetience were: direct deposit of paycheck, company policies, and flexible working hours. For
more details regarding the employment characteristics, see Table 5.
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Table 5: Comparison Between Level of Importance and Actual Experience of
Respondents’ Employment Characteristics

Employment Characteristic Level of Actual ‘ T-Test
Importance Experience
Mean | s d. Meaﬂ s.d. | T Value Sig. af
1. Retirement plan 467 | 651 3.93 | 998 6.544 000 90
| 2. Health benefits {for manager} 4.67 681 3.99 1.011 5771 .000 !
3. Humane (caring} approach to 4.65 086 353 1.104 9.443 000 9N
employees - ]
4. Clear informaton on job tasks 4.63 654 3.67 1.087 7.706 000 92
and responsibilities
5. Intzoductory traimng 4.61 80 3.56 1.186 7.645 000 93
6. Nice people to work with 4.60 010 3.89 914 6.729 000 92
7. Consistent working hours {for 4.59 792 4.18 801 4758 000 8%
steady income)
| & Ongoing training 4.53 682 | 363 | 1011 8027 000 94
9. Hourly wage 449 773 341 1.20 8.511 000 92
10. Advancement opportunities 442 774 3.54 1.123 6.148 000 91
11. Company policies (dress code, 434 770 379 1.046 5141 000 93
| etc)
12. Fun and challenging job 4.34 .849 3.71 1.033 3.812 000 93
13. Convenient travel to work 4.28 864 3.96 1.073 2.950 004 02
14. Performance reviews 4.28 754 3.69 951 5.293 .000 93
' 15, Company policies 4.15 1.138 427 1.007 -.946 347 91
16. Health benefits (for family) 4.04 1.382 3.09 1.315 5.185 000 80
17. Paid vacation 3.9% 1.367 2.85 1.435 6.095 .000 84
18. Crew unform 3.99 1.038 3.62 1.123 2.997 004 90
19. Flexible working hours 3.98 1.041 379 1.071 1.734 086 94
20. Direct-deposit of paycheck 3.96 1.197 4.06 987 - 784 435 02

cgar
bl

Note: Level of Importance: 1 to 5 scale: *1”=Unmmportant, “3”=Somewhat Impertant, “5”=Very Important

Actual Expentence: 1 to 5 scale: “17=Poor, “3’=Good, “5”=Excellent

Job Retention Indicators

To help determine retention intent in the school foodservice industry, respondents were
asked to reflect on their level of satisfaction with their current job, their level of likelihood to
refer a friend or a family member to their current emplover, and their likelihood to remain with
their current emplover for the next six months,

For the most patt, managers were satisfied with their jobs (58.8%). There were 17.5% of
the respondents that were very satsfied with their jobs. More than twelve percent (12.4%) were
neither dissatisfied nor satisfied with their jobs. There were 6.2%¢ of the respondents that were
dissatisfied and 5.2% that were very dissatisfied with their current job (Table 6).
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Table 6: Level of Satisfaction With Current Job

Level of Satisfaction with Current Job %

1. Very Dissatisfied 5.2

2. Dissatisfied 6.2
3. Neither Dissatisfied nor Satisfied 12.4
4. Sansfied 58.8
5. Very Satisfied 17.5
Total 100.0

N=97 Mean=3.77 Standard Deviation=.984 Median=4 “satsfied”

The majorty of the tespondents were likely (37.8%) or very likely (30.6%) to refer a
friend or family member to the current employer, while 16.3% were somewhat likely to refer a
friend or family member. Only 9.2% were unlikely and 6.1% very unlikely to refer a friend or
family member to the current employer (see Table 7).

Table 7: Level of Likelihood to Refer Friend or Family to Apply for a job in the

School District
Level of Likelihood to Refer Foend or Family Ya
1. Very Unlikely 6.1
2. Unlikely 9.2
3. Somewhat Likely 16.3
4. Likely 37.8
5. Very Likely 30.6
Total 100.0

N=98 Mean=3.78 Standard Deviation=1.162 Median=4 “likely”

In a question regarding intent to turnover, very few respondents were considering
tumning over in the next six months. Over 77% of respondents were very likely to remain with
their current employer for more than six months. There were 13.5% of the respondents that
were likely to remain with their current employer and 5.2% were somewhat likely to remain.
Only 1.0% were unlikely and 3.1% were very unlikely to remain with their current employer for
the next six months (see Table 8).

Table 8: Likelihood of Remaining with Current Employer for Next Six Months

Likelihood of Remaining with Current Emplover for Next Six Months %
1. Very Unlikely 3.1
2. Unlikely 1.0
3. Somewhat Likely 5.2
4. Likely 13.5
5. Very Likely 771
Total 100.0

N=9¢ Mean=4.60 Standard Deviation=.888 Median= 5 “very likely”

Employment Characteristics That Conttibute to Turnover

Respondents were asked to assess 13 employment characteristics that might make them
move to another employer. Each item was assessed by the respondents on a 5-point scale where
“1” indicated “no value” and “5” indicated “very high value.” The respondents rated better pay
as having the highest value to them wnth regards to going to work for another company (4.33).
The other job characteristics that would artract them to another company wete better health
benefits (3.99), better retirement plan (3.90), improved communication to employees (3.86), and
a more humane or caring approach ro employees (3.86). See Table 9 for the complete list of job
characteristics.

FIU Rewew Vol. 25 No. 1 Page: 17

Contents © 2007 by FIU Hospitality & Tourism Review.
The reproduction of any artwork, editorial or other

material is expresslv prohibited without written permission

from the publisher, excepting thatone-time educational reproduction is allowed without express permission.



Table 9: Job Characteristics That Would Attract Managers to Move to Another

Company
Valued Characteristic _ Mean | wd |
1. Better pay - 4.33 1.265 '
| 2. Better health benefits - 3.99 1.335
3. Better retirement plan 3.9 1.311
4. Improved communication 1o emplovees 3.86 1.279
5. More humane (car:ing'; approach te employees 3.83 1.252 B
6. Improved chance ofwotior_l 3.78 1.368
7. Flexible working hours 375 1.341
8. Nice people to work with 373 1.311
| 9. Easier travel to work 3.72 1.583
10. Better company policies 3.67 1.260
11. Different management stvle | 3.55 1.236
12. Improved consistency in working hours ] 3.52 | 1.38%
13. Larger organization with more resoutces 1 335 | 1.373
Note: Value of Charactenstic: 1=No value, 2=Low value, 3=Some value, 4=High value, 5=Very hugh
value

Discussion and Implications for Practitioners

As was shown in the demographic dara, the sample of respondents has a long
teriure with their respective schools with more than half of the respondents in their jobs for
more than 10 years. This is very typical of a school foodservice manager as their length of tenure
can be quite Jong (Lipowski, 1999). As the demographics start to shift as the older manager
retires and a younger generation takes over the school foodservice positions for them, the factors
that help recrut and retain these managers will be important to understand.

In responding to the first research question -What are the factors that are most
important in recruiting and attracting school foodservice managers to their jobs, the following
responses were determined to be important for school foodservice managers. In developing
recruiting plans for school foodservice, it is tmportant to note that referrals from another
employee who works there, along with “other” responses such as “being a parent at the school,”
“having children in the school” and “wanting hours that marched their children” are the two
significant responses for how people found out about their current job. This is an indication that
by marketing through other employees and through the school itselt is probably the most cost
effective way to recruit new managers.

The top characteristics that attracted people to their current jobs were employee
benefits, flexible schedule, interaction with people, pay level, and ease of comnmute or location.
These responses are different from similar studies that were conducted with quick service and
casual dining restaurant emplovees. In those studies, flexible schedules was the most important
characteristics that attracted people to their jobs and employee benefits were down lower on the
list. This may be due to the average age of the respondents. In the current study, the median age
was 30-40, in both of the other studies, the median age was 19-25 (IhiPietro & Milman, 2004,
DiPietro & Milman, in press). This finding indicates that the strongest reason that attracted
people to work for the school district is because the employvee benefits that are offered. If the
school foodservice manager’s average age contnues to decline as it has (Pannell-Martin, 1999),
the implications for human resource practutioners may be to reevaluate these characteristics.

To determmune where there are gaps 1n the level of importance and actual practices in
school foodservice manager jobs, the respondents were asked to evaluate 20 employment
charactenstics’ level of importance and the actual expenience that the respondents had with each
of the job characteristics. It was determined that there are large gaps berween these
characteristics in 17 out of 20 situatons. The most imporrant job characteristics as rated by
respondents were retirement plan, health benefits for the manager, humane and caring approach
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to employees, and clear information on job tasks and responsibilities. These again may be a
reflection of the average age of the respondents. The largest gaps were found between the
importance and experience regarding humane and caring approach to employees, houtly wage,
ongoing training, and clear information on job tasks and responsibilities. There were no
significant differences between the importance and experience with direct deposit of paycheck,
flexible working hours, and company policies. This may be due to the fact that respondents were
aware of these characteristics before starting their current jobs.

Respondents were very positive inn their responses to the questions regarding
level of satisfaction with their current job as most of them responded that they were satisfied or
very satisfied with their current job (76.3%). This followed that many of them would refer a
triend or family member to a job in the school district (68.4%) and the majority of them would
stay in their current job for the next six months (90.6%5). This shows that the respondents
surveyed were very positive about their job and would likely stay.

When asked what job characteristics would attract them to another company, the largest
response was better pay. In keeping with the desire for good benefits, better health benefits and
better retirement plans were the next highest characteristics that would attract the respondents to
another company. This once again emphasizes the need for school foodservice organizations to
ensure that their benefits packages are an outstanding component of the recruiting package.

Conclusions

One of the limitations of the curtent study was that it was done in one limited
geographical area and therefore is not representative of a larger area. It was also performed with
schools that were self-operating their school foodservice operadon rather than contracting out or
using a management company to run their foodsetvice opetation.

Future research could look at employees in school foodservice to determine if
they rate job characteristics the same as the managers in the current study. This would help to
guide the human resource practices in both managetial and employee ranks. Future research
could also analyze self-operating school foodservice compared to foodservice in schools that
were contracted out or operated by a management company.

The current study adds to the literature regarding school foodservice managers
and why they choose school foodservice jobs and what keeps them in those jobs. This
information can help to create human resource practices to allow school districts to more
effectively and efficiently recruit managers. The current study also found that there were gaps in
importance and experience with 17 of 20 job charactetistics. This could be a reason for some of
the turnover in management and could be an area that organizations could focus on in order to
close the gaps and ensure that good managers are retained.

FTU Retgew Vol. 25 No. 1 Page: 19

Contents © 2007 by FIU Hospitality & Tourism Review.
The reproduction of any artwork, editorial or other
material is expressiv pronibited without writtei permission
from the publisher, excepting thatone-time educational reproduction is allowed without express permission.




References

Allen, R. L. (2002). “Choice advice: Foodservice must heed value of family life to attract, retain
best managers,” Nation's Restaurant News, 36(38).

Berta, D. (2003). “People Report confab: Wane in hourly workers” mrnover,” Nation'’s Restanrant
News. 37(46).

Caton, . & Nix, M. {1986). I Can Manage : A Practical Approach to School Foodservice
Management, New York : Van Nostrand Reinhold.

DeMicco, F., Williams, J., Oh, H., Maurice, W, McElwain, P., Boss, D. (1997), “In search of
school foad service leadets: The next millennium..” Svhao/ Food Service Research Review,
21(t.

Dermody, I(V[)B (2002), “Recruitment and retention practices in independent and chain
restaurants,” International Jonrnal of Hosprtality & Tourism Administration, 3(1).

DiPietro, R.B., & Milman, A. (2004), “Hourly emplovee retention factors in the quick service
restaurant industry,” [nternationa! Journal of Flaspitality & Tonrism Administration, 3(4).

DiPietro, R.B., & Milman, A. {in press}, “Retention factors of tpped hourly employees in the
casual dining restaurant segment: Exploratory research in Central Florida,” International
Journal of Hospitality & Tourtsm Administration,

Enz, C. A, & Withiam, G. (2003), “Kev 1ssues of concern for food-service owners and
managers,” CHR Report, 3(4).

Gustafson, C.M. (2002), “Employee turnover: A study of private clubs in the USA,” International
Journal of Contemporary Hospatality Management, 14{3).

Hurst, A. (1997), “Emerging trends in college and umiversity foodservice,” Jowmal of College &
Uniersity Foodservice, 3(3).

Iverson, RI). & Deery, M. (1997}, “Tumover culture in the hospitality industry,” Humrar Resource
Management Journal, 7(4).

Koteff, E. (2004), “Don’t fuel burnout—thinking of vour employees’ needs will fan their
passion,” Nation' s Restaurant News, 38(7).

Lam, T., Zhang, H. & Baum, T. (2001}, “An investigation of employees’ job sausfaction: the
case of hotels in Hong Kong,” Tourism Management, 22(2),

Lawn, ]. (2005), “The foodservice directors of tomorrow,” Food Management, 40(9).

Lipowski, M. (1999), “The age wave,” Food Management, 34(2).

Loret, M. (March, 1995}, “Less employee turnover: The hidden key to profitability,” Nazion s
Restaurant News, 29{12).

Lucas, R. (1996), “Industrial relations in hotels and catering: neglect and paradox?” Britich Journa!
of Induitrial Relatigns, 34.

Matsumoto, |. (1999, “The nght staff,” Rertanranis and Institutions, 109(18).

Mikkelsen, B. E. (2004), “Are traditional foodservice organizations ready for organization
change?” (a case study of implementation of environmental management in a work
place canteen facility). Foodservice Research International, 15.

Milman, A. (2003), “Hourly emplovee retention 1n small and medivm attractions: The Central
Flonida example,” Infernational Journal of Hospitality Management, 22.

Milman, A. & Ricci, P. {(2004), “Predicting job retention of hourly employees in the lodging
mdustry,” Journa! of Hospitality and Tousiser Managemens, 11{1).

Mobley, W. H. (1982), Emplevee Turncver: Causes, Consequences, and Control. Reading, MA:
Addison-Weslev.

National Restaurant Associaton {2007), “2007 Restaurant Industry Overview,” Retrieved from
httprwww.restaurant.org/research /ind_glance.cfm on Febmary 19, 2007.

Pannell-Martn, D. (1999). S5chool Foodservice Management for the 215t Century, Fafth
Edidon. Alexandria: mTEAM Associated, Incorporated.

Poce, L. L. (1977). The Price of Turnover. Ames, IA: Iowa State University Press.

Ricei, P. & Milman, A. (2002), “Retention of hourly hotel employees: A look at select hotels in
the Southeastern Unuted States,” Jowrna! of Human Resonrces in Hospitaliry and Tourism, 1(4).

Page: 20 FIU Regiew Vol. 25 No. 1

Contents © 2007 by FIU Hospitality & Tourism Review.
The reproduction of any artwork, editorial or other
material is expresslv prohibited without written permission
from the publisher, excepting thatone-time educational reproduction is allowed without express permission.



Schruntek, W.]. (2001}, “Looking up: Labor issues,” Foodrervice Director, 14(12).

Schruntek, W. J. (2005), “Foodservice jobs: 2005,” Fooedservice Director, 10(2).

Spector, A. (2003), “Recruiting execs learn economics of retention at annual conference,”
Nation's Restaurant News, 37(27).

Susskind, A.M,, Borchgrevink, C.P., Kacmar, M. & Brymer, R.A. (2000), “Customer service
employees’ behavioral intentions and attitudes: An examination,” International Journal of
Hospitality Management, 19(1).

Taylor, M. S. & Walsh, K. (2003). “Retaining management talent: what hospitality professionals
want from their jobs™ [Electronic version). The Center of Hospitality Research
Reports, 5{1).

Travel Industry Association of America (2002). Retrieved February 14, 2004 from
http:/ /www.tia.org/Travel/Econlmpact.asp.

U.S. Department of Labor, Bureau of Labor Statistics {2005). Rettieved October 20,

2005 from http://www.bls.gov/oco/pdf/ocos024.pdf

U.S. Department of Labor, Bureau of Labor Statistics (2007). Retrieved on March 27th, 2007
from http:/ /www.bls.gov/oes/current/naics4_611100.htm

VanEgmond-Pannell, D. (1985). School Foodservice Third Edition. Westport: The AVI
Publishing Company, Inc.

Zuber, A. (2001), “A career in food service cons: high turnover,” Nation’s Restaurant News,
35(21).

Abut the author: Robin B. DiPietro, Ph. D., is an Assistant Professor at the Rosen College of
Hospitality Management, University of Central Florida, Otlando.

FIU Repiew Vol. 25 No. 1 Page: 21

Contents © 2007 by FIU Hospitality & Tourism Review.
The reproduction of any artwork, editorial or other
~ " “material is expresslv prohibited without written permission
from the publisher, excepting thatone-time educational reproduction is allowed without express permission.




Agency Costs, Bankruptcy Costs and the Use of Debt
in Multinational Restaurant Firms

By Arun Upneja and Michae] C. Dalbor

The purpose of this paper is lo understand whether multinational restanvant firms (MNRE's) have
higher agency and expected bankruptey vosts. Given this expectation, this may have an impact on the amonnt of
debt incurved by MINREs. Querall, the findings are consistent with the exisiing literature in terms of the poiitive
relationship between MINRF v and agency and bankruptey costs. However, it was found that MINRE's also have
more total debt. This is a surprising result grven the higher qgency and bankruptey coits. The importance of this
research is that there may be considerations other than agency and bankrupicy costi affecting the capital structure
decision of MINRFE'.

Introduction

The purpose of this paper is to assess the relationship berween agency costs, bankruptcy
costs and the use of debt in multnational resraurant firms (MNREF’s). The underlying tradeoff is
between the benefits of international diversification against the expected tncreases in agency and
bankruptey costs from the use of debt

This research represents a continuanon of work done regarding capital structure.
Capital structure has been acuvely researched in the field of finance since the seminal work of
Modigliani and Miller (1958). More recently, a stream of research has begun in the field of
hospitality (Sheel, 1994; Kim, 1997; Dalbor and Upneja, 2004). However, much of the
hospitality literature in this area has focused primarily on domestic firms or has paid very lictie
attention to the multinanonal aspects of companies. International revenues are becoming more
important to the industry. McDonald’s, for example, is a2 component of the Dow Jones
Industrial Average and ts one of the most well-known hospitaliey firms. In 2004, it derived more
than 65 percent of its total revenues from cutside of the Unuted States. Accordingly, the
significance of this research is that it extends an understanding of the factors that influence the
capital structure decision of MNRF’s.

One of the motivations for this research is to continue to invesngate the link between
diversification benefits for multinational firms and capital structure. One theory 1s that
multnational firms invest in countries that are negatively correlated with the United States,
mitially lowering their risk. This subsequently allows them to take on more debt. This
diversification benefit was confirmed by early research conducted by Hughes, Logue and
Sweeney (1975). However, Reeb, Kwok and Baek (1998) find that multinational firms have
more risk. This may be from an increase in systemadc risk due to extra exchange rate risk as
suggested by Bartov, Bodnar and Kaul (1996). In terms of capital structure, Lee and Kwok
(1988) find that multinational firms use less debt than their domestic counterparts. One reason
for investgating the capital structure of MINREs is to assess whether the benefits of
diversification outweigh the extra agency momnitoring costs in a multinational environment.

Muldnational firms grow in different ways. Maay induserial firms will build and own
faciliies overseas. This is not always the case for restaurants. As an example, Yum Corporaton
is the largest MNRF with about two-thirds of its stores operated by franchisees. Moreover, this
does not mean that Yum does not bear the same type of risk 2 company owned manufacturer.
For example, at the end of 2004 Yum Corporation was contingently liable for lease payments
totaling $365 million. Additionally, the company provided guarantees on loan pools to
franchisees of $16 million and various letters of credit totaling $22 million during this same
period (Yum Corporation, p. 70). Thus. direct ownership is not a necessary condition to bear
the risks of international expansion.
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An important consideration in this type of research is the definition of a MNRF. There
is no single definition of a multinational firm that is recognized within the financial literature.
Differing variables such as the nationality of management, the number of different countties in
which firms do business and sales or profits have been used. When attempting to use either
sales or profits, sales are generally considered superior because of the smaller likelihood of
earnings manipulation.

Lee and Kwok (1988) address this issue by using the foreign tax ratio, or the percentage
of total taxes paid to foreign governments. In their research, Lee and Kwok used a wide vanety
of firms to increase their sample size. Here, the research is limited to one particular industry, the
use of the foreign tax ratio severely limits the sample size available for analysis. In addidon,
there 1s a possibility of manipulation of the foreign tax ratio through use of transfer pnang and
other accounting techniques. Finally, we had to determine a cut-off point for foreign revenue as
a percentage of total revenue, to classify the firm as foreign or not. Again there was no uniform
number used in the literature. Therefore, this study was begun using an arbitrary number (10%)
and said that if the firm has to derive at least ten percent or more of its revenue from foreign
soutces it would be classified as a MNRF. Use of different levels of threshold amounts does not
materially change the results.

The capital structure of multinational firms is a relatively recent endeavor for capital
structure researchers. The common capital structure model according to Megginson (1997) is
shown:

VL = Vu + Tax Shield — Expected Bankruptcy Costs — Agency Costs

Where VL is the value of the levered firm and Vu 1s the value of the unlevered firm. As
shown in the equation, the value of the firm 1s increased by the present value of the tax shield of
the deductibility of interest payments and decreased by expected bankruptey and agency costs.

We hypothesize that differences in expected bankruptcy costs and agency costs will have
an impact on the capital structure of MNRF’s. Specifically, firms with higher costs are less likely
to have debt in their capital structures. Qur research finds that MNRF’s have higher agency
costs, but bankruptcy costs ate indeterminate. The overall effect in our research is that there is a
positive relationship between MNRFE’s and total debt despite the increased agency costs.

Agency Costs, Bankruptcy Costs and Internationalization

Agency costs associated with debt

Research conducted by Myers (1977} hypothesizes that capital structure choice is related
to the agency costs of debt. Myers argues that firms have real options whose value is dependent
upon further discretionary investments. Examples of these investments include advertising and
research and development costs. If bondholders have a contract that matures after the
expiration of a real option, the benefits will accrue primarily to the bondholders. Myers refers
this as the underinvestment problem; where shareholders pass up projects with positive net
present values.

Bondholders, aware of this potential problem, take all of this into consideration.
Therefore, because of this underinvestment risk to the shareholders, bondholders will pay less
for the debt secunities of the firm. This reduction in purchase price, paid by the bondholders,
represents an agency cost to the firm. The more a firm spends on research and advertising costs,
the higher the agency costs and the potential for underinvestment by the firm. These costs have
been used in previous research as proxies for agency costs by Lee and Kwok (1988) and Bradley,
Jarrel and Kim (1984).

Another agency cost to the firm is the substitution problem hypothesized by Jensen and
Meckling (1976). The owners of the finm will have an incentive to engage in risky project that
transfers wealth from bondholders to the shareholders. Specifically, the upside potential of the
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project accrues to the shareholders while any downside loss is borne more by the bondholders
than the shareholdets. There are two types of agency costs associated with this problem. The
first cost is the reduction in price paid for the firm’s bonds by bondholders (similar to the
underinvestment problem). Secondly, because of the potential for a substitution problem,
bondholders will most likely require bond covenants and monitoring of firm activities. These
activities represent real costs to the firm. Thus, the lower price paid for the bonds along with the
costs of bond covenants are all considered apency costs of debt.

The agency costs of debt can have a particular effect on the capital srructure of MNRIs
as hypothesized by Kwok and Reeb (2000). They argue that given the wider diversity of MINRF
operations, it takes greater effort to monitor the actions of a mulunational firm. Therefore, this
would discourage the use of debt. Additionally, the authors argue that that MINRF's have more
real options, thereby bondholders are less willing to pay the price for debt. Both of these points
support the notion that a MNRF would have less debt in 1ts capital structure than a DRF.

Agency costs and the use of debt in hospitality firms

Capital structure research in hospitality is an emerging field. Sheel (1994) examines the
potential determinants of debr use by hotel and manufacturing firms. His research only includes
domestic firms and excludes restaurants. Gu (1995/96) attempts to test the pecking-order
theory of financing by using a sample of domestic lodging and manufacturing firms. Upneja and
Dalbor (2001) and Dalbor and Upneja (2002) examine the use of debt by domestic restaurant
firms and find key determuinants to be firm size, age and firm risk (positive) and growth
opportunities {negative). Debt is used by larger and older firms as an effective monitoring agent
to help reduce the agency costs associated with potential empire building by management. On
the other hand, restaurant firms with large growth opportunities may choose less debt because of
the pecking order as defined by Mvers (2001).

Further research by Dalbor and Upneja {2004) find 2 positive relationship between
growth opportuniaes and total debt for domeste lodging firtns. This 1s different from restaurant
firms as growth opportumties for lodging firms can involve expansions, renovadons ot
acquisitions that have tangible value for lenders even in the case of Anancial distress. Overall,
while there has been capiral scructure research in the hospitality, none has covered of focused on
the behavior of multinational restaurant firms. Also, the results of previous studies indicate the
hospitality industry may not be homogeneous in terms of capital strucrure choice.

Bankruptcy costs and debt

The relanonship berween the use of financial leverage and potental bankruptey costs
has been ambiguous in the hiterature. The first theory is parallel to using international
investments to reduce the varance in a portfolio. As discussed by Shapiro (1978), a company
developing overseas operations can reduce the volatility of expected cash flows, subsequently
reducing the likelihood of bankruptey and its associated costs. Accordingly, a MNRF should use
mote debt.

Kwok and Reeb (1998) develop an extension of the international diversification
hypothesis. They argue for an “upstream/downstream” effect where less developed countries
represent increased risk, leading 10 the use of less debt by the international firm. On the other
hand, expansion into a reladvely developed country represents less risk, and would therefore lead
to the use of more debt. Therefore, the use of debt is dependent upon the condition of the
country mnto which operations are betng expanded.

Anorther approach 1s taken by Khambata and Reeb (2000). A MNRF has operations in a
variety of international locations, subject to a large varery of legal jurisdictions. While holding
bankruptcy costs constant, the hetetogeneity of lenders’ rules and regulations increases the costs
of potenaal bankruptcy. Therefore, the authors argue that this would lead to a MNRF to use
less debt in the capttal strucrure.
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There seems to be a consensus in the recent capital structure literature regarding
internationalization and agency costs. Higher agency costs are associated with
intetnattonalization and therefore those firms should use less debt. But, there seems to be no
consensus on the effect of bankruptcy costs and debt in the multinational firm. Because of the
conflict between the diversification and upstream-downstream hypotheses, there is no a prior
expectation of a relationship between the use of debt and bankruptcy costs.

Empirical evidence from Lee and Kwok (1988) indicates that multinational firms do
have higher agency costs than domestic firms. In terms of bankruptey costs, the authors find
that muidtinational firms do not have lower bankruptcy costs than domestic firms after
controlling for firm size. Size is accounted for in their research by grouping the firms by amount
of assets and placing each firm in one of seven categories.

The authors also tested the multinational and domestic firms for debt ratos and found
that domestic firms have higher debt ratdos. However, this was not true for all industries.
Domestic industries with lower debt ratios include mining, textile, publishing and primary metals.
Moreover, the authors did not examine any hospitality firms such as hotels or restaurants.

Upneja and Daibor (2001) examine the use of debt and expected bankruptcy costs for
domestic restaurant firms. While they find a positive relationship between firm risk and debt
use, this merely confirms the pecking order theoty of Myers (1977) rather than address the
higher potential bankruptcy costs for restaurant firms, whether they are DRF’s or MNRFs.
While bankruptcies and their associated costs are high for small private domestic restaurant
firms, it remains an empirical question for publicly traded MNRFs.

Measurement of agency costs and expected bankruptcy costs

As previously discussed, a MNRF would be expected to have higher agency costs.
Myers (1977) argues that research and development expenditures and advertising expenditures
create future opportunities for the firm that may or may not be uahized. Accordingly, the greater
the amount of expendttures, the greater the potential for underinvestment by the owners and
thus, higher agency costs.

Lee and Kwok {1988) use the percentage of sales represented by advertising and
research and development costs as proxies for agency costs. This had also been used in other
studies including Bradley, Jarrel and Kim (1984). We use a similar measure, although we do not
expect a large amount of research and development expenditures in our sample.

As argued by Lee and Kwok (1988), bankruptcy costs can generally be expected to
remain constant. Therefore, expected bankruptcy costs are largely a factor of the probability of
bankruptcy. Although Lee and Kwok use the vanability of cash flows as a measure of this, we
have decided to use Ohlson’s Revised O Score as used by Dalbor and Upneja (2002). This score
makes use of number of key ratios to effectively predict bankruptcy and has been used in other
hospitality capital structure research (Upneja and Dalbor, 1999).

Hypotheses to be tested
Based on the established theory, we propose two alternative hypotheses:

H1: There is a positive relationship between agency costs and MNRF’s.
H2Z: There is a positive relationship between bankruptcy costs and MNRF’s.

If the first hypothesis were correct, then this would appear to indicate that MNRF’s
would use less debt. On the other hand, if MNRF’s have lower expected bankruptcy costs, this
would indicate that they would use more debt. Since these two elements are in contradiction, it
1s uncertain which factor has greater influence on the overall debt in the capital structure of the
firms in the sample. Accordingly, we propose a third altemative hypothesis to assess the
relationship between total debt and MNRF’s.
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H3: Thete is a negative refationship between total debt and MNRF’s .

We were prepared, in fact, that the results could indicate an opposite effect depending
on the balance of agency costs of debr and expected bankruptcy costs.

Methodology - Data sample

The sample of restaurant firms is from the COMPUSTAT database for the years 1980
through 2004. We excluded from our analysis firms that did not have data for the entire period.
However, the exclusion was selective, based on the regression model. Only those firms were
excluded for each model that did not have the required dara for that model. For example, the
variables required in the first regression are agency costs, size, and an indicator vanable for
multinational character of the firm. Note that the Ohlson’s revised O-score is used only in the
second tregression model, therefore observations were not excluded 1f they did not have the
required information to calculate the Ohlson’s O-score. Therefore, the exclusion for the first
model was based only on the three varables required for the first model. In the second model,
we excluded based on the requiremnents of the second model. The number of observatons for
each model vaned from 38 to 90. Summary statistics of the data are provided in Table 1 and a
correlauon matrix 1s shown in Table 2,

Table 1: Summary statistics for the variables used in the regression analysis.

L Variable rl\} L Mean | s d. | Minimum J Maximum |
AC 75 0.038 0.034 001 062
DR 01 0.560 0.249 139 968
OR 39 0.213 0.247 0 .60
SIZE 101 2.000 1.420 0 4
MNRF 101 0.406 (.493 0 1

The table lists the descriptive statistics for the dependent and independent variables used in the
regression analyses.

Terms used:

AC: agency costs of the firm represented by the ratio of advernsing and research and
development costs to total sales.

DR: total debt ratic and is defined as the total debt of the firm (both long and short
term) divided by total assets.

OR: Ohlson’s revised O score, a measure between 0 and 1 indicating the probability of
bankruptey (1 1s the highest probability).

SIZE: categorical variable with the firms divided into five categories based upon the
log of the number of total assets. 1 is the largest firm while 5 is the smallest firm.

MNRF: an indicator variable where 1 1s a multinational restaurant firm.

Because the number of observatons varied between the three models, the correlation
matrix is shown in three panels in table 2. Each panel cotresponds to each of the three
regression models.
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Table 2: Correlation Matrix by Regression Models*
Panel A: Correlation matrix for first regression model AC = Size + MNRF

Variable AC SIZE
AC e
SIZE 0.13
MNRF 0.28 .76
Panel B: Correlation matrix for second regression model OR = Size + MNRF
Variable | OR SIZE
OR
SIZE
MNRF
Panel C: Correlation matrix for third regression model DR = Size + MNRF
Variable DR | SIZE
DR
SIZE
MNRF 6 |

* Because there were different numbers of observations in each model,
resulting in different values for correlations between the same variables, we
decided to show the correlation matrix separately for each model.

Terms used:

AC: agency costs of the firm represented by the ratio of advertising and research and
development costs to total sales,

DR: total debt ratio and is defined as the total debt of the firm (both long and short
term) divided by total assets.

OR: Ohlson’s revised O score, a measure between 0 and 1 indicating the probability of
bankruptey (1 is the highest probability).

SIZE: categorical variable with the firms divided into five categories based upon the
log of the number of total assets. 1 is the largest firm while 5 is the smallest firm.

MNRF: an indicator variable where 1 is a multinational restaurant firm.

Methodology — linear models

Our methodology uses general linear models to investigate the relationship between
agency costs, expected bankruptcy costs and debt ratios and MNRF’s. We considered a firm that
has more than 10 percent of its sales from international sources to be a MNRF. Additionally, to
alleviate any size bias, we placed the firms into 5 different categoties based upon the number of
assets under their control. The largest firm was a 1 and the smallest is given a 5. This is
consistent with Lee and Kwok (1988). Accordingly, the three linear models are as follows:

AC =y + o SIZE + oy MNRF + ¢; .

OOR =qay+ o, SIZE + a; MNRF + g;.

DR =ay + ¢ SIZE + o MNRF + g .
Where:
AC = the ratio of advertising and r&d expenditures to total sales
OOR = Revised Ohlson’s O score, a predictor of bankruptcy and an indicator of expected
bankruptcy costs
DR= the ratio of total debt to total assets
SIZE = indicator varable based upon total assets
MNRF = variable indicating if the firm is multinational
£; = the etror terms of the model.
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Results

The regression results are shown in Table 3. The table reports regression results tor the

three regression models.

Table 3: Regression Analysis Results

Dependent Adj.R2
Regression Variable Intercept SIZE MNRF F+ {%0)
1 AC 0.03 -0.01 0.03 3,73 6.88
(5.55)=~ -1.07) (2.46)"+
2 OOR 0.38 -.16 A7 15.14~~ 42.67
(8.86)~ {510 (1.71)
3 DR 0.35 -0.05 0.25 3.01% 9.29
(12.97)*~ (-1.99y" (3,27

* Significant at p < .05.
*Sipnificant at p < .01

Terms used:

AC: agency costs of the firm represented by the ratio of advertising and research
and development costs to total sales.

DR: total debt ratio and s defined as the total debt of the firmn (both long and short
term) divided by total assets.

OR: Ohlson’s revised O score, a measure between () and | indicating the
probability of bankruptcy (1 1s the highest probability).

SIZE: categorical vanable with the firms divided into five categories based upon
the log of the number of total assets. 1 1s the largest firm while 5 1s the
smallest frrm.

MNRF: an indicator variable where 1 is 2 muldnatonal restaurant firm.

The first regression shows the results with agency costs as the dependent variable. After
taking into consideraton the size of the firms, there is a significant and positive relationship
between MNRF’s and agency costs. This result confirms previous research with other firms,
indicating that more costs have to be incurred to reduce the information asymmetry regarding
the firm as it expands internatonally,

The second regression shows the relationship between MNRE’s and expected
bankruptcy costs as operationalized by the revised Ohlson’s O Score vanable. The predicted
sign of the MNRF vatiable was indeterminate a priot because of the relative importance of
exactly where a firm was going to expand overseas. But after taking size into consideration, the
result supports the noton that risky firms take on more debt overall as found by Dalbor and
Upneja (2004) for domestc restaurant firms.

The final regression shows the relationship between MNRF’s and total debt. Given the
higher agency and bankruptcy costs shown in the first two regressions, we expected to find a
negative relationship between MNREF’s and total debt. Instead, we find a significant and positive
relationship between MINRE’s and total debr.

This unexpected result could be for a number of reasons:

® The MNRF’s may be more “mature” than expected, thus they mav have less prowth
opportunities and according to Myers” (1977) pecking order theory of financing,
would use more debt.

& We have used total debt as 4 dependent variable, which could include a substantal
amount of short-term debt, which 15 easier to re-finance.
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¢ MNRF’s may have more locatons that are actually owned instead of leased. Real
estate ownership would seem to imply greater use of debt that is secured by valuable
tangible assets such as land and building.

It should be noted that we ran other regression models using different measures for total
debt. We ran a regression with total current liabilities as the dependent vatiable and another
model with long-term debt as the dependent variable. Both regressions indicated a significant
and positive relationship with MINRF’s and the measure of debt confirming the resuits of our
otginal model.

Conclusions and Implications for Further Research

This research examines the relationship between agency costs and expected bankruptcy
costs and MNRF’s. Our first result supports the existing literature that states that these types of
firms should incur higher agency costs. Our bankruptcy cost model has borderline significance,
but the sign of this coefficent was indeterminate because of the dependence upon the location
of foreign expansion. Additionally, we find that MNRF’s use mote total debt, a result that was
unexpected.

The results generated by this research warrant further investigation. Overall, operational
charactenistics of MNRF’s should be examined in greater detail to understand the similarities and
differences as compared to domestic firms. Additionally, agency costs in general, and for the
restaurant industry in particular, need to be better defined. Moteover, more research should be
conducted as to the approprate definition of a multinational restaurant firm. There is no current
consensus on this issue and, unfortunately, a consensus may not be forthcoming anytime soon.

‘The research highlights the very fluid siteation confronting research into multi-national
activities. Firms are still experimenting with investment structures and there are still surpnises
when doing research in this area.
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Appendix
The revised O-score (probability) of bankruptcy is calculated in the following manner:
First, we calculate the numerical value (NV) of the probability of bankruptcy. The second step is
to calculate the O-score that represents the probability of bankruptcy.

NV = -1.32 - (407*SIZE) +( 6.03*TLTA) - (1.43*WCTA) + ((076*CLCA) — (1.72*OENEG)
— (237*NITA) — (1.83*FOTL) + (285" INTWQ) — (.521*CHIN)
The revised O-Score ranges from 0 (extremely low probability of bankruptey) to 1 (indicating a

100% probability of bankriptey). ‘The procedure for calculating the revised O-score is based on the

equation below.
Revised O Score = 1/(1 + V)
An explanation of the variables is shown below.

Log of total assets

TLTA Total liabilities/total assets

WCTA Working capital/total assets

CLCA Current Habilities/current assets

QOENEG If total liabilities > total assets, OENEG = 1
If total liabilities < total assets, OENEG = 0

NITA Net income or loss/total Assets

FOTL Funds received from operations/total habilities

INTWO If the firm has reported a net loss for the current penod AND the
previous period INTWO =1; O otherwise

CHIN Net income in current year — net income in pdor year
Absolute value of cutrent year net income plus absolute value of net
income in pdor year

About the Authors: Arun Upneja, Ph.D., is an Associate Professor at The Pennsylvania
State University, School of Hospitality Management, University Park, PA.
Michael C. Dalbor, Ph.D., is an Assistant Professor at the University of Nevada
Las Vegas William F. Harrah College of Hotel Administration, Tourtsm and
Convention Department, Las Vegas, NV.
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Global Pricing Strategy for a Quick-Service
Restaurant Chain

By David C. Bojanic

The purpose of this paper is to compare prices for a popular quick-iervice restgurant chain (Le.,
McDonald’s) across countries throughont the worid using the “Big Mac Index” published by “The Economist.”
The index was originally developed to measure the vaination of international currencies against the U. 5. dollar.
The analysis in this siudy examinzs the relaiionship between the price of a Big Mac and other variables such as
the cost of beef, price elasticity, and income. Finally, these relationships are reviewed to draw inferences concerning
the ase of demand, cosis, and compelition in selting prices.

Introduction

People continue to purchase meals away from home at an increasing rate, inclhuding
dining in restaurants, ordering delivery or carrvout, and using drive-thru services. The Census of
Retail Trade published by the U.S. Census Burcau estimates the 2005 sales for food service and
drinking places at $396.6 biliion, up from $203.4 billion in 1992, Quick-service restaurants are a
major benefactor of this trend, but “fast casual” restaurants and other full-service concepts are
cashing in as well. People around the globe have more discretionary income and less time
because of the growing number of demands on them in the form of work, social life, and family
activities.

There are many restaurants and other food service firms that have expanded globally in
an attempt to take advantage of this trend and to realize increased growth in sales and revenues.
One of the prerequisites for competing in the international arena is the ability to adapt the firm’s
marketing program to fit the local customs and economic conditions. A restaurant’s menu must
include items that appeal to the local populatons and present them in a fashion that adheres to
local tastes for ambience and armosphere in a convenient locanon. The restaurant chain should
also be able to reach its target markets through specific promoton vehicles that limir wasted
coverage. Finally, the price point for the menu items should be consistent with the competition
in that product class and the standard of living in that geographic location.

The purpose of this study is to examine the global pricing strategy for a fast food
restaurant chain (1.e., McDonald’s). The “Big Mac Index™ published by The Economist uses the
prices for a popular sandwich as a “basket” of goods and services to measure purchasing power
parity (PPP) after converting the prices to U. S. dollars. The relationships between price and
various economic vanables are exarmned to determine the degree to which the varables are
related. In addition, the influence of the standard of living in the country {e.g., level of
development and income} on price and the other economic variables is evaluated. Finally, the
results of the analysis are used to make inferences regarding the restaurant chain’s use of
information on demand, costs, and competition in setting its prices in various countries.

Literature Review

First, it is important to examine the general pricing strategies and tactics used in all
mdustries, and how they are applied on a global basis. Kotler (2007) proposes a decision-making
framework for pricing decisions consisting of six stages:

(1) selecring the pricing objective,

(2) determining demand,

(3} estimating costs,

4 estimating competitors’ costs, prices, and offers,
(5 selecting a pricing method, and

(6) selecting the final price.
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This approach recognizes that prices should be based on demand, costs, and
competition rather than focuses on one’s orientation. The decision maker must select among the
alternative outcomes and implement the strategy. Implementing a pricing strategy is relatively
easy, but pricing 1s a complex function.

Reviews in the marketing literature on pricing normally cover price promotion decisions,
behavioral aspects of pricing, and the role of price in the marketing mix (Rao, 1984). One of the
pricing strategies that is particularly relevant for global pricing is geographic pricing (Tellis, 1986).
Geographic pricing is used when consumers have special transaction costs and the objective of
the firm is to exploit its competitive position. The other characteristics are geographically
distinct markets, higher costs in adjacent markets, and economies of scale or unused capacity.
The main objective for geographic pricing is to minimize the difference between markets by
shating, or absorbing, the costs between them. This strategy allows firms to adapt their prices to
the living standards in various countries where they compete.

Restaurant Pricing Strategies

The three common approaches for setting price are cost-based, demand-based, and
competitive-based. Often, firms use a combination of these various approaches because it is
possible to ovetlook important factors that will have a negative impact on revenues and profits.
For example, a cost-based strategy could underestimate the potential demand for a product
resulting in unreahzed consumer surplus. One group of researchers examined this phenomenon
using an experimental design at a medium-priced family restaurant (Kiefer, Kelly and Burdett,
1994; Kelly, Kiefer and Burdett, 1994.) Price and quantity demanded were compared for a fried
fish haddock dinner over four weekends. There were four levels of price that were varied over
the four weekends, and the original price (lowest level) was based on the cost of the ingredients
with a desired markup. The demand was found to be inelastic over the price range used in the
experiment which indicates that there was more flexibility in price than was originally thought.

Another, more recent study, examined the perceived faimess of the demand-based
approach to pricing in restaurants. The authors (Kimes and Wirtz, 2002) conducted a survey of
guests at a college hotel to obtain their fairness perceptions for some less common demand-
based strategies that could be employed by restaurants. The main premise was that restaurants
could use revenue management models that are similar to those used by hotels. There were five
scenatios explaining five demand-based strategies: 1) lunch vs. dinner, 2) weekday vs. weekend,
3) tme-of-day, 4) coupon (two for the price of one), and 5) table location. There were two
versions of the survey; one using a price discount and the other using a price surcharge. The
findings of the study indicated that price expressed as a discount was typically viewed as more
fair than a surcharge; the two-for-one coupon, the time-of-day, and lunch vs. dinner were the
most readily accepted strategjes.

The cost-based approach to pricing was also studied using a simulation based on the
actual data for 18 restaurants in a fast food chain in the Southeastern United States (Robbins and
Haas, 1981). The restaurants were divided into six strata based on the mean sales volume for
groups of three and the financial and operational data were used to create a simulation using
alternative cost/volume conditions. The results indicated that successful attempts at increasing
purchase size provide substantially more revenue. In addition, profits were highly sensitve to
fixed costs, as well as variable costs such as labor costs and food costs. Finally, it was concluded
that it is particularly important for smaller restaurants to improve efficiencies in these areas in
order to survive. Aaronson (2001) investigated the impact of increases in minimum wage on
restaurant prices in the United States and Canada using an overall restaurant price index as well
as prices for specific menu items at three fast food chains (Aaronson, 2001}. The author
concluded that restaurant prices tend to rise with increases in the minimum wage and that the
restaurants’ responses to wage increases tend to take place in the quarter surrounding the date of
the wage changes.
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Environmental Influences on Restaurant Prices

The demand for restaurant services can be difficult to understand. For example, why do
restaurants with excess demand maintain their prices rather than increase prices and realize a
higher level of profit? Becker (1991) pondered this question and decided to examine the
relationship between demand and supply for restaurants.  The analysis was theoretical and
focused on the equilibrium price and trs instability. The author posited that the demand for a
popular restaurant can shift quickly and an “in” restaurant can become “out” in an instant. In
fact, it is the author’s contention that it is much easter to move from “in” to “out” than from
“out” to “in.”  The main reason for the instability is the social influence on demand (i.e., the
restaurant’s exclusivity). Therefore, the restaurant owner should determine the degree of social
influence when determining their restaurant’s pricing strategy.

Other environtmental variables such as income and ethnic background in various
geographic locations have been researched in relation to pricing by fast food restaurants. Card
and Krueger (1994) conducted an analysis of 400 fast food restaurants in New Jersey and
Pennsylvania to determine whether prices varied by geographic area.  Graddy (1997) investigated
the link between income, race, and geographuc price differenices for fast food menu items. The
author used the price data from the Card and Krueger {1994) study and matched it with income
and race data from the 1990 census report. The results indicated that there is a relationship
between prices and the percentage of blacks living tn a zip code area. even when income and cost
differences (e.g., wages) are taken into account. Prices increased about 5% for a 50%%6 increase in
the proportion of blacks.

This is consistent with the findings in other studies that wages in Adanta fast food
restaurants were negauvely correlated with the percentage of white customers, and that prices
were higher for groceries in areas with a greater proportion of black residents (Inlanfeldt and
Young, 1994; Sexton. 1971). There is also evidence that employee wages at fast tood restaurants
differ according to ownership (Krueger, 1991). Tt was determined that low-level managers and
crew workers at company-owned units had higher wages than their counterparts at franchised
units. This difference was even more pronounced when benefits were considered. One possible
explanauon is the incentive for franchise owners to closely monitor expenses, including wages, in
an effort to maximize the return on their investment. This is meaningful in the international
arena because most of the units are franchised to owners, or ownership groups, that are cinzens
of the country. Therefore, the owners should closely monitor wages and keep them in line with
living standards in the country.

Global Pricing Issues

It is clear that there are differences in prices for fast food testaurants in the United
States based on location. Further, these differences can be attributed to factors such as income,
race, costs of operation, and level of compettion. Therefore, prices will vary by country due to
the variations in income and cost of living. However, there have been some problems associated
with the measurement and comparison of the cost of living across countries (Ruff and Jackson,
1974). Some of the issues include the determination of the patterns of consumpuon (e.g., the
basket of goods and services used for comparison), setting weights and prices for the goods and
services in the basket, and monetary and fiscal adjustments for things like raxes and inflation. In
additon, Dowrnick and Quiggin (1994) caution about using GDP per capita or the United
Nations International Comparison Project data based on purchasing power parity (PPP) without
accounting for the country’s level of development.

The purchasing power parity (PPP} proposition suggests that price levels across
countries should be equal after converting them to a common currency using exchange rates
(Balassa, 1964; Cassel, 1921).  In other words, a dollar should buy the same amount of goods
and services in all countries. Rogoff (1996) examines the impact of the short-term volatility of
exchange rates on PPP and concludes that internatonal markets are more segmented than
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domestic markets with large trading frictions across a broad range of goods. These frictions are
in the form of changes in monetary and fiscal policy (e.g., taxes and government spending) and
changes in the costs of capital and labor. This would suggest that PPP is 2 good barometer for
long-term exchange rates, but not very accurate in the short-run. Fullerton and Coronado (2001)
used the prices for identical menu items in restaurant chains operating in Texas and across the
border in Mexico to test the “law of one price.” Their tests indicated that the Peso value
differed from the exchange rate implied by the restaurant price ratios.

The Economist developed a Big Mac Index based on the theory of purchasing power
patity. The "basket" is 2 McDonald's Big Mac, which is produced in about 120 countres with a
similar recipe. The Big Mac PPP is the exchange rate that would mean hamburgers cost the same
in America as abroad, and comparing actual exchange rates with PPPs indicates whether a
currency is under- or overvalued. The issue surrounding the Big Mac Index is whether its
“basket” of goods and services (i.e., the Big Mac sandwich) is appropriate for measuring
purchasing powetr. Ong (1997) tested the “tradeability” of the Big Mac (and its components) to
determine if it is the “perfect universal commodity.” The results indicated that the index 1s fairly
accurate in tracking exchange rates over the long-term, which is consistent with other PPP
instruments. However, there were some large variations over the short-term as with other PPP
mstrurnents.

The variations could be due to sodial influences such as the “uniqueness” of fast food
restaurants in a country, resulting in lower price elasticity and a higher price than expected. In
other words, the concept of purchasing power parity assumes firms use the cost-oriented
approach to pricing. It does not account for firms using demand-oriented pricing strategies such
as prestige pricing or psychological pricing. Other possible factors that influence the Big Mac
price across countries in the short-run are the inclusion of value-added taxes in some countries
and/or differing profit margins based on the competitive environment (Miljkovic, 1999). Firms
must take their competitive environment into account when determining pricing strategies, in
addition to cost differences across countries.

Methodology

The data for this study were obtained from a variety of secondary sources. The Big Mac
price, exchange rate, implied PPP, and the valuation versus the U. S. dollar is from the Big Mac
index published in the May, 2006 issue of The Economist that includes data for 58 countries. Data
for common economic variables like GDP per capita, consumer price index (CPI), level of
income, and inflation rate were obtained through various government sources. The GDP per
capita and inflation rate are from the 2006 World Factbook published by the Central Intelligence
Agency (CIA) of the United States of America. The level of income is from the Living
Standards Measurement Study of the World Bank. The CPI for each country is from the United
States Department of Agriculture’s Economic Research Service.

In addition to the common economic variables, some other price-related variables were
obtained. The country per diem for meals and incidental expenses is from the U. S. Department
of Defense Travel and Transportation Allowance Committee. The figure used in the study is a
composite of the per diem rates for the cities on the list for each country, weighted toward the
more popular cities where there are definitely McDonald’s restaurants. The price of beef is from
the International Labour Office’s data on retail prices for round of beef. In some cases, a price
for round of beef was not available and the price for stewing beef or beef with/without bone
was used. Finally, the food expenditures and elasticities are from the United States Depatrtment
of Agriculture (USDA) Economic Research Service. All of these figures were from the latest
sources for 2005 and 2006 depending upon the type of data collection and reporting method.
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Results

The first step in the analysis was to examine the intercosrelations among the price tor a
Big Mac and the economic variables (see Table 1). The highest level of correlations (.60 to .70)
represents a strong relatonship between price and the federal per diem for food {.602), the GDP
per capita (.636), the food price elasticity (.634), and the food income elastcity (-.641). The U.S.
federal government’s per diem for food by country is closely aligned with the price for the Big
Mac in that country. Both the price and per diem have strong correlanons with GDP per capita,
which would suggest that both could be pegged to the level of development and income in the
country. The price elastcity shows that as price increases, the price sensinvity of the consumer
increases as well. Conversely, the income elasticity is inversely related to price. The countres
with higher prices have larger negative income elasticities, indicating that consumers are less
sensitive to food prices as income increases, and both tvpes ot elasticity measures are highly
correlated with GDP per capita {r>..90).

Table 1: Intercotrelations among Big Mac Price and Economic Variables

Price in Per | Foor‘ Beef GDP CPI Inflation Food
USs Diem % Price Per Rate Prce
Capita Elasdcity
Per Diem 602
(000) | |
[ Food % -386 | -.510 ]
(.01G) {.000)
Beef Price 469 486 -.284
(000) | (000) | (O72)
GDP Per 636 770 =712 520
Capita {000} (.000) | (.00 (.000)
CTI -194 -.204 211 =181 -.406
(198) | (o6 | ¢170) | (191 | (002
Inflation -.339 -.5334 383 -.386 -.568 634 (.000)
Rate {.009) (000} | (010 (004 (.000)
Food price 634 T67 -.656 546 938 -403 =503
clastcity (000 (000) | (000) (.00G) {.000) {.007) {001)
Food income -.641 -.788 645 -564 -.968 395 (008 | .606 (000 =962
elasticity 000y | (.000) ] 000y | 000y | (000) (000

The only correlation berween .40 and .60 is beef price (469}, which is significant and
considered somewhat strong. Inflation rate {-.339) and the food percentage of consurners’ total
expenditures (-.384} are also significantly correlated with price. This suggest that countries for
which food expenditures represent a larpe percentage of total expenditures and with higher levels
of inflation tend to have lower praces. However, the correlations are below .40, which is not
considered particularly strong. The lowest correlation, and the only one that is not significant at
the .05 level, is between the Big Mac price and the consumer price index (-.196).  All of these
findings are probably related to the level of developmenr and income associated with the
country.

Level of Income Analysis

The next step in the analysis included separating countries into income categoties based
on Living Standards Measurements provided by the World Bank. Middle income and high
income were chosen as the groups for the correlation analysis. A separate cormrelaton analysis
was performed on each of the two income groups (see Table 2). There are two significant
correlations (at the .05 level) with the Big Mac price for the middle income group: beef price
(-596) and food income elasticiry (-483). Similarly, there are only two significant correlations
with the Big Mac price for the high income group: GDP per capita {.585) and meal per diem
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(.557). Itis interesting that these four varables were all significant in the first step of the analysis
for the entire sample. However, this analysis by level of income demonstrates that there are
differences between the countries.

Table 2: Intercorrelations by Country Level of Income

Economic Vanable Middle Income High Income
Pearson Significance Pearson Significance
coefficient coefficient

Per Diem 151 365 557 013
Food % -108 571 .009 974
Beef Price 596 .000 247 308
GDP Per Capita 271 099 .585 007
CPI -028 867 .188 441
Inflatdon Rate -.297 070 .024 919
Food price elastiaty 215 253 346 226
Food income elasticity -.483 007 -.341 233

Analysis of vartance (ANOVA) was used to determine the significance of the differences
between the means for the economic variables across three income levels (see Table 3). As
expected GDP per capita was highest for the high income group (27,470), followed by the uppet

middle income group (11, 572}, and lowest for the lower middle income group (5,105). The
Duncan mean separation test was used to examine the means and determine where there were
significant differences. In this case, the means for all three groups were significantly different
than one another.  Also, the food income elasticity decreased from the lower middle income
group (.670), to the upper middle income group (.583), and was the lowest for the high income

group (.335).
Table 3: Price and Economic Variables by Level of Income
Lower Middle Upper Middle High Income F Sig.
Price in US§ 2.04a 2.30a 3.32b 9.674 .000
Per Diem 63.05a 72.72a 99.32b 23.202 .000
Food % 35.50b 29.52b 16.22a 16.121 000
GDP Per Capita 5,105a 15,572b 27,470c 147.119 000
CPl 145.32b 161.63b 111.652 6.064 004
Beef Price 3.42a 5.72a 15.72b 10.972 .000
Inflation Rate 6.53b 5.87b 2.1% 10.487 000
Food Price Elasticity -.390a -378a -.248b 95.597 000
Food Income Elasticity £70c .583b 3352 | 126.496 .000

The high income group sepatated from the middle income groups for the rest of the
economic variables. The high income group was significantly higher than the middle income
groups for Big Mac price, beef price, and per diem. The high income group was sigmficantly
lower than the middle income groups for food percentage of total expendirures, CPI, inflation
rate, and food price elasticity. Once again, the consumers in the high income level countries
have more disposable income (i.e., food is a lower percentage of their expenditures) and are less
sensitive to price changes.

Conclusions

Pricing decisions are complex because of the multitude of factors in play in the
marketplace. These decisions are particularly difficult in the global arena because there are
additional factors such as taxes, the cost of capital, labor issues, and other government policies
and regulations. The concept of purchasing power parity suggests that $1 should buy the same
amount of goods and services in all countres. However, the economics literature is clear that
purchasing power parity is not achieved in the short-run, and that exchange rate conversions do
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not result in “one prce” for specific goods or services across countries. The major goal of this
paper was to determine whether other economic variables besides the exchange rate could help
explain the variation in prices across countries.

The price for Big Macs did varv in accordance with the meal per diem set by the US.
Department of Defense Travel Allowance Committee. This would suggest that McDonald’s sets
the price based on the general economic conditions in a country and the overall level of prices
based on demand and competition. This is further supported by the significant correlation
between the price of a Big Mac and the food price elastciry for the country. Higher prices were
found in countwries with lower price elastcities, but there was a much weaker correlation berween
price and food as a percentage of total expenditures. This would suggest that food
establishments take advantage of the strong economic environment in developed countries with
high tncomes by using demand-oriented pricing and charging relatively higher prices for food.

Some of the other economic variables used in the analysis are related to the income level
in the various countries. The correlation between price and GDP per capita 1s sipnificant and
relatively strong. The same is trme for price and food income elasdcity. Countries with higher
prices tend to have high food income elasticities as well (i.e., the quantity of food demanded
increased with level of income). The analysis by country level of income also showed significant
differences between high income countries and middle income countries for the Big Mac prices.
Lower income countties seem to use some form of cost-oriented pricing because the price varies
with the cost of beef. Also, the relationship between price and food income elasticity is more
relevant in the Jower income countries. People in lower income countries do not increase their
expenditures on food as quickly when income rises. This is probably because food expenditures
already represent a relatively large percentage of total expenditures.

Tt is certainly evident from this study that McDonald's uses a combination of pricing
approaches and follows a pricing decision-making framework similar 1o Koltet’s six step
approach. The restaurant operators look at demand, cost, and competition in setting final prices.
The approach leans more toward cost-oriented pricing in lower income countries and shifts
more toward demand-onented pricing in higher income countries. Consumers in Jower income
countries spend a larger percentage of their annual incomes on food and they are more sensitive
to price. Food purchased away from home cannot cost much mare than the food prepared at
home. Conversely, consurners in higher income countries are less sensinve to price and look for
a unique expetience when purchasing food away from home.

Limitations of the Study and Future Work

The data used in this study were obtained from secondary sources mostly compiled by
national and international organizatons. These organizations are responsible for producing the
statistics used in the study, but they are not tailored to meet the exact needs of the study. For
example, the food price and food income elasticities are for all forms of food, not just food
purchased at restaurants, or any particular type of restaurant. Also, the timing is suspect because
the data are mostly annual, but are not collected the same month as the prices and exchange
rates. Future studies should incorporate a ime sertes of price data from individual restaurant
units and observe the relationships and changes over an extended petiod of time.
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Emotional Intelligence and Organizational
Commitment Among Private Club Board and
Committee Volunteer Leaders: A Pilot Study*

By Ronald F. Cichy, Jaemin Cha, Seung Hyun Kim and James B. Singerling

Thir pilot study explored the relationship between emolional intelligence and organizational commitment
among private ciub board and committee voluntecr members. The top three items. ranked by niean roores, of each of
three EI dimensions — IN, OUT, and REILATIONSHIPS were discuiied. A sampie gf 57 volunteer leaders

further was spift into high EI and low LI groups, based on respondents” operal! EI median score. Statistivcal
differences between high and low ET groups in three aspects of organigational commitment — affective, continuance.
and normative commitment- were presented, A 1-test resnlt showed that the difference between high and low EI
Lroups in affective commitment among private club volunieer leaders war statistically significant at p < .05

Introduction

Undl the late 1980s, the major focus of researchers was on copnitive intelligence, when
they examined human intelligence. Rescarchers generally have found that this traditional
measure of intelligence (IQ) only accounts for a small proportion of vanance in outcome
variables (Hunter & Hunter, 1984: Sternberg, 1997). Since the early 1990s, intelligence, however,
has been expanded to incorporate experiences and expressions of emotions and feelings —
known as emotional intellipence (EI). EI 1s generally defined as a set of abilites or capabilities
whereby an individual understands, regulates, uses, and manages his or her emotions (Law,
Wong, & Song, 2004). EI first surfaced in 1920 as social intelligence, defined as an individual’s
ability to act wisely in human relations (Thorndike, 1920). Salovey and Maver (1990) used the
term of EI inutially, and defined it as “the subset of social intelligence that involves the ability to
monitor one’s own and others’ feelings and emotions, to discriminate among them and to use
this informarion to guide one’s thinking and actuons” (p. 189). Goleman (1993) popularized the
concept of El via the book, Emotional Intethgence: Why It Can Matter More Than 1Q). He
claimed that EI 1s expected to contribute to eftective performance at work as well as to success
in personal life {1995; 1998).

Cichy, Cha, and Kim (2007} recendy developed a new EI model, consisang of IN, OUT,
and RELATIONSHIPS. They tested this EI model using various samples including leaders from
the private club industry, and vending and coffee services industries {Cichy, Geerdes, & Cha,
2006; Cichy et al., 2007; Cha, Cichy, & Kim, 2007; Cichy, Kim, & Cha, 2007; Cichy, Kim, &
Longstreth, 2006a; Cichy, Kim, & Longstreth, 2006b). The revised three-factor structure of their
EI model showed evidence of convergent and discriminate validity. Cichy et al. (2007} suggested
that the newly developed EI model can be a useful tool for application in real organizational
settings.

Researchers tend to hold the view that EI can be a contributing factor to influencing
positive attitudes, behaviors and outcomes in workplace settings. Researchers acknowledge the
need to further test empirically the effect of EI on desired outcome variables. For one of these
desired outcome variables, this present study explored the role of EI in organizational
commitment among volunteer leaders, such as committee and board members in private clubs.

* Authore’ note: This research was supported in part by a grant from The Club Foundaton.
Ann Dore, 2 Master’s student in The School of Hospitality Business at Michigan State University
was a research assistant on this project.
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Although a significant amount of research has focused on understanding antecedents of
otganizational commitment in business organizations, relatively little research addressed secking
antecedents relating to the organizational commitment among volunteer leaders. Currently, few
researchers have discussed organizational commitment among volunteer board members
(Preston & Brown, 2004; Stephens, Dawley, & Stephens, 2004).

Volunteer leaders, such as committee and board members, in private clubs are
committed so deeply to their club that they volunteer numerous hours each year without
remnunetation 1o ensure that their club remains true to its mission (Cichy et al., 2006). Some
ptivate club volunteer leaders may serve as board and/or committee members, because they are
attached to the club emotionally and feel loyalty to their club (known as “affective
commitment”). Some private club board and committee members, on the other hand, may feel
obligated to setve in their volunteer roles (known as “normative commitment”), while others
may be committed to their club as volunteer leaders simply because they believe it is necessary to
make important social contacts (known as “continuance commitment™} (Meyer & Allen, 1991).
These are all possible explanations for private club volunteer leaders’ psychological relationships
with their clubs. Understanding the person’s organizational commitment has implications for the
decision to continue or discontinue membership in the organization (e.g., volunteer positions in
the private club), according to the organizational commitment theory (Meyer, Allen, & Smith,
1993).

Study objectives identified

Previous studies have shown that personal characteristics are related to a person’s
organizational commitment. This pilot study explored how El is related to three components of
organizational commitment — affective, continuance, and normative commitment — among
private club volunteer leaders such as board and committee members. Due to the relatively small
sample size, this study did not attempt to validate three dimensions of El and organizational
commitment using private club volunteer leaders. Rather, this pilot study examined differences
between high EI and low EI groups, divided based on the respondents’ median score, in the
three components of organizational commitment. It was necessary to examine the effect of EI
on each of three organizational commitment components separately, rather than summing the
overall organtzational commitment score, cecause researchers have been defining each
commitment in different ways.

Three dimensions of the EI model used in this study

With the increased interests in the field of emotional intelligence (EI) and different EI
frameworks, various researchers have developed their own EI models. EI frameworks developed
by Goleman (1995; 1998; 2000}, Salovey and Mayer (1990) and Mayer and Salovey (1997), and
Bar-On (1997; 2000) have contributed to the field of organizational behavior in understanding
different dimensions of individual EI abilities. Mayer and Salovey (1997) classified the
emotionally intelligent person’s skills in four areas: identifying emotions, using emotions,
understanding emotions, and regulating emotions. Goleman’s EI model consists of four general
abilities: self-awareness, self-management, social awareness, and relationship management
(Goleman, 1995; 1998). Bar-On (1997; 2000} later developed EQ-i consisting of 15
competencies in total, in five composite scales including intrapersonal, interpersonal, adaptability,
stress management, and general mood. Bar-On’s EI model is broader in scope than are the
other models of EI developed by Salovey and Mayer (1990) and Goleman {1995). Bar-On
(2000) claimed that his model is applicable to a wider range of settings such as clinical assessment
and education settings, in addition to the workplace setting. Bar-On sought to develop a general
measure of social and emotional intelligence predictive of emotional well-being and adaptation.
Bar-On (2000, 2006) referred to his framework as “emotional social intelligence (ESI),” rather
than referring to his framework as either EI or social intelligence.
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Cichy et al. (2007) observed that there are several constructs from these existng and
popular EI frameworks that ovetlap conceprually. Another critical 1ssue, explained by Law et al.
(2004) and Schutte et al. {1998), is that some popular measures using existing EI scales are too
extensive to administer in real orpanizational settings. For example, the Mayer-Salovey-Caruso
Emotional Intelligence Test (Mayer, Salovey, Caruso, & Sitarenios, 2003), or MSCEIT, includes
141 items; while the Bar-On Emotional Quotient Inventory (Bar-On, 2000}, or EQ-1, has 133
items. The new model of EI developed by Cichy et al. (2007) was designed to identify a practical
EI assessment for real organizational settings. Their EI model consists of three dimensions: IN,
OUT, and RELATIONSHIPS. This three-factor model has proven 1o be rehiable and valid.
Their definitions are as follows:

* IN is the ability to sense, lead. and utlize one’s own emotions. In short, IN s a
combmation of self-awareness and self-leadership.

* OUT is the ability to be aware of, relate to, and understand others’ emotons.
OUT is a combination of an awareness of others and empathy.

* RELATIONSHIPS 1s the ability to integrate one’s emotional expertences with his
or her own thoughts and actons, while interacting with others.

Three components of organizational commitment explored

In the early yvears, organizadonal commitment research emerged in the literature to
attemnpt to understand and exptain people’s work-related arnmides (Buchanan, 1974; Hrebiniak &
Alutro, 1972; Mowday, Porter, & Steers, 1982; Porter, Steers, & Mowday, & Boulian, 1974,
Wiener & Gechman, 1977). Organizational commitment has continued to be a major focus of
research in organizational behaviors in recent years. [tis well documented that organizational
commitment 15 a multidimensional construct and that antecedents, correlates, and consequences
of otganizational commitment vary across dimensions (Meyer, Stanley, Herscovitch, &
Topolnytsky, 2002; Mathieu & Zajac, 1990). What are identified dimensions for organizational
commitment? Initally, Meyer and Allen {1984) argued that a distinction be made between
affectve and continuance commitment. They defined affective commitment as an emotional
attachment to, identification with, and involvement in the organization, while continuance
commitment represents percerved costs assoclated with leaving the organization. Allen and
Mever (1990} Jater added another dimension — normative commitment — to their model of
organizational commitment. Normative commitment was defined as a perceived obligation to
remain in the organization due to the work culture and social-related issues. Meyer and Allen
(1991; 1997) later presented a three-component model of organizational commitment and tested
its factor structure by differentiating organizational commitment into three components:
affective commitment (AC), contnuance commitment (CC), and normative commitment (NC.

Meyer et al. {1993) explained that “people with a strong affective commitment remain
with the organtzadon because they want to; those with a strong continuance comrnitment remain
because they need to; and those with a strong normative commitinent temain because they feel
they ought to do s0.”” Private club board and committee members’ volunteer leadership
commitments to their clubs are likely to be different depending on the nature of their
psychological state.

Private club board and committee volunteer leaders surveyed

The Club Managers Association of America (CMAA) volunteer leaders such as board
and committee members were surveved in 2006 in a pilot study, and 57 private club board and
commuttee volunteer leaders responded and completed the survey. Table 1 presents the sample
profile. The majority of respondents (84.2%) were male and half of the respondents’ ages ranged
between 46 and 55. The largest percentage (44.7%4) had completed some post graduate work.
Most of the clubs represented wetre member owned (80.4"9) and golf/country clubs (86.1%).
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On average, the volunteer leaders had been a club member for 15.9 years and a volunteer for 8.3

years.
Table 1: Profile of Respondents (n =57)
Vatiables Descriptions Respondents
Gender
Male 84.2 %
Female 15.8 %
Education

High school or less 5.3%

Some college or associate (two-year) degree 7.9%

Baccalaureate (four-year) degree 42.1%

Post graduate work 44.7%

Age

35 years or younger 2.8%

36 — 45 years 25.0%

46 - 55 ycars 50‘00/0

56 years or older 22.2%

Number of years as a club member

4 yeats or less 11.4%

5 — 9 years 14.5%

10 — 19 years 39.7%

20 - 29 years 22.9%

30 years or mote 11.5%

Average 15.9 (2.5 8D)
Number of years as a volunteer member

4 years or less 34.3%

5 — 9 years 22.7%

10 — 19 years 28.5%

20 ~ 29 years 5.8%

30 — 39 years or more 8.7%

Average 8.3 (1.7 5D)
Club ownership type

Member owned 80.4%

Corporate owned 15.3%

Private owned 2.3%

Others 20%

Club type b

City / Athletic Club 9.6%

Golf / Country Club 86.1%

Yacht Club 4.4%

Others 7.9%

Nete * SD in parentheses indicates standard deviation, ® Percentages add to more than 100% due to

multiple responses.

Measurement scales used in this study

The FI scale was adopted from a previous empirical study conducted by Cichy et al.
(2007). The initial EI scale consisted of 37 items in total: IN (20 items), OUT (9 items), and
RELATIONSHIPS (8 items). Since the Cichy et al. (2007) study validated three dimensions of
the EI scale previously, the revised scale with 20 items was used when summing the overall EI
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score to divide respondents into high and low EI groups. All items for the three dimensions of
EI were measutred via a five-point Likert-type scale, ranging from 1 (very seldom or not true of
me) to 5 (verv often or true of me). Higher scores reflect higher ievels of EL

Three components of organizational commiunent — affective comnutment scale (8
items), continuance commitment scale (8 items), and normatve commitment scale (8 irems) —
were assessed by utilizing the Allen and Meyer {1990) organizatuonal commitment scale. All
measures were assessed on a five-point Likert-type scale, ranging from 1 = strongly disagree to 5
= strongly agree. Again, higher scores reflect higher levels of organizational commitment.

Three elements of EI ranked

The top three IN, OUT. and RELATIONSHIPS results are presented in Table 2. They
are ranked by averages {mean scores). The top-ranked IN ability for volunteer leaders is “T am
able to sense my own feelings.” Knowing oneself and having the ability to sense his or her own
emotions relates to earlier research that pointed out that leadership is first, foremost, and alwavs
an inner quest {Cichy, Cha, & Knutson, 2004). Two OUT capabilities are tied for top rank: “I
understand and appreciate emotons of others.” and “T am sensinve to other people’s emotons.”
As a volunteer leader, 1t is essential that he or she understand and appreciate how he or she
mfluences others’ emouons. At the same time, being sensitive to others” emotions is essental for
effectuve leaders. The top ranked RELATIONSHIPS capability 1s “People would say I am a co-
cooperative, contributing, and a positive team member.” Effective volunteer leaders are
cooperative and usually are optumistic. It is through these actions that they contribute to the
development of others and to moving the club forward.

Table 2: Means and Standard Deviations of Top Three Ranked EI Items based

on Means
Top Three Ranked Items Mean s. d.
IN
I am able to sense my own feelings. 4.09 0.61
I am able to keep in touch with my own feelings as they take place. 4.06 0.54
I am open to my feelings and am able to adjust them in myself to promote personal 400
) 00 0.59
understanding and development.
ouT
I understand and appreciate emotions of others. 4.03 0.66
I am sensitive to other people’s emotions. 4.03 0.70
T am able to be open to emotions in others to promote understanding and 197 070
development. o v
RELATIONSHIPS
People would say I am a co-operative, contributing, and a positive team membet. 4.31 .56
I can easily build and participate in mutually satisfying relanonships charactenized by 403 0
openness and affection. ) 66
I am able to clearly communicate in relationships with others. 3.97 0.74

Note: Numbers in mean column indicate means hased on the scale from 1 = very seldom or not true of
me; 5 = very often or true of me

High and low EI groups and otrganizational commitment examined

The criterion nsed to divide the total sample into two groups — high and low EI groups
was based on the median of total EI scores. That is, the total EI score is 100 points (5 points
multiplied by 20 questions), consisting of IN (40 points = 8 items x 5), OUT (35 points = 7
items x 5}, and RELATIONSHIPS (25 points = 5 items x 5). To compare group differences
between overall high and low EI groups, the median score of 80 was used to divide the total
sample into two groups: high and low E1

To examine whether the differences in affecdve, continuance, and normatve
commitment were statistically significant between high and low EI groups, a t-test was
performed. Table 3 shows mean differences in affective commitment between high and low EI
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groups. Overall, those in the high EI group had higher scores in the composite (overall) scale of
affective commitment, than had those in the low EI group. These differences were statistically
significant at p < .05. This implies that volunteer leaders’ EI positively influences their affecave
commitment.

Table3. Mean Differences in Affective Commitment between High and Low
Emotional Intelligence Groups: t-test (one-tailed)

Mean
Affective Commitment Low EI High EI t-value
I would be very happy to spend the rest of my time with this 370 1.65 0.30
club as a volunteer leader.
I enjoy discussing my club with people outside it. 4.01 4.47 -2.48*
1 really feel as if this club’s problems are my own. 3.36 3.65 -1.08
I think that I could -easily become as attached to another club as 282 289 0.00
I am to this one.
I do not feel like “part of the family” at my club. (R) 4.07 4.47 -2.12*
I do not feel “emotionally attached” to this club. (R) 3.89 4.24 -1.43*
This club has a great deal of personal meaning for me. 4.06 412 -0.26
I do not feel a strong sense of belonging to my club.(R) 3.90 4.35 -1.65*
: Total Mean 3.73 3.97 -1.96*

Note: Numbers in mean column indicate means based on the scale from 1=strongly disagree; 5=strongly
agree, R represents reversed coded items, * Mean differences were all signtficant at p < .05.

As Table 4 shows, statistically significant differences between two EI groups in the
continuance commitment were found for the following two items: “I am not afraid of what
might happen if I quit my volunteer leadership position without having another one lined up.”
and “It wouldn’t be too costly for me to leave my club now.” Overall, there was no significant
difference between high and low EI groups in the composite scale of continuance commitment
atp <.05.

Table 4: Mean Differences in Continuance Commitment between High and Low
Emotional Intelligence Groups: t-test (one-tailed)

Mean
Continuance Commitment Low EI High EI t-value
I am not afraid of what might happen if I quit my volunteer
leadership position without having another one lined 2.29 294 -2.16*
up. (R) _ _
It would be very hard for me to leave my club nght now, even if 346 335 037
I wanted to.
Too much in life would be disrupted if I decided 1 wanted to 269 276 0.26
leave my club now.
It wouldn’t be too costly for me to leave my club now. (R) 3.45 2.65 2.827
Right now, staying with my club is a matter of necessity as much 212 512 0.03
as desire.
I feel that I have too few options to consider leaving this club. 2.37 2,06 1.29
One of the few serious consequences of leaving this club would 287 547 132
be the scarcity of available alternatives. ) ) ’
One of the major reasons I continue to do volunteer work for
this club is that leaving would require considerable
personal sacrifice — anothet club may not match the 2.68 259 0.2
overall benefits I have here.
Total Mean 274 2.62 0.76

Note: Numbers in mean column indicate means based on the scale from 1 = strongly disagtee;
5 = strongly agree, R represents reversed coded items, * Mean differences were all significant at
p < .05,
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Table 5 presents mean differences in normative commitment berween high and low EI
groups. Those in the high EI group had higher scores than had those in the low El group in the
following two items — “If I got another offer for a better job elsewhere [ would not fee it was
fight to leave my club.” and “Things were better in the days when people stayed with one club
for most of their lives.” There was, however, no significant ditference between high and low EI
groups in the composite scale of normative commitment at p < .05.

Table 5: Effects Mean Differences in Normative Commitment between High and
Low Emotional Intelligence Groups: t-test (one-tailed)

Mean
Normative Commitment Low EI High EI t-value

I think that people these days move from club to club oo 054 554 1.40
often.

I do not believe that a person must always be loyal to his or 301 118 0,56
her club. (R)

Jumping from club to club does not seem at all unethical to 294 204 001
me. (R)

One of the major reasons I continue to do volunteer work for
this club is that I belicve that lovalty is important and 3.54 3.39 -0.19
therefore feel a sense of moral obligation to remain.

If I got anothgr offer. for a better job elsewhere 1 would not 377 318 563
feel it was right to leave my club.

I was taugllltbro believe in the value of remaining loval to one 3.02 318 069
club.

Things were better in the days. w.hen people stayed with one 3.03 5353 2 24x
club for most of their lives.

I do not think that wanting ,t)o. be a ‘company man” ot 396 341 061
“company woman” is sensible anvmore. (R)

Total Mean 3.14 3.03 0.81

Note: Numbers in mean column indicate means based on the scale from 1=strongly disagree; 3=strongly
agree, R represents reversed coded items, * Mean differences were all sigmficant at p < .03,

Future research tecommended

Findings of this study are fundamentally consistent with previous lirerarure in the areas
of emotonal intelligence (EI) and organizational commitment. Although there was no empirical
study examining the relationship between emotional intelligence (EI} and organizanonal
commitment among volunteer leaders, Carmeli (2003) examined the relationship berween these
two concepts among senior managets; namely chief financial officers in che local government
authorities in Israel. In parucular, Carmeli (2003) focused on two components of organizational
commirment; these were affecuve and continuance commitment. He found that when senior
managers had high El, thev tended to develop high affective commitment to the organization for
which they work, while this posiuve relatuonship was not supportted for the relationship between
EI and continuance commitment. Furthermore, the meta analyses conducted by Mathieu and
Zajac (1990) and Mever et al. (2002) showed some supporting evidence for the findings of this
present smudy. They did not explore the role of EI on three dimensions of organizational
commitment. Yer, accotding to their studies, affective commnitment has been found to be
posinvely relared to variables valued by organizations, while continuance commitment has been
perceived to be negauvely related to or unrelated to other variables valued by organtzation. The
relationship berween normative commitment and other variables has shown to be positive, but
weak. According to the findings of this present study, it provided evidence that there was a
strong relationship observed between EI and affective commitment. On the other hand, there
was a negative relatonship berween EI and continuance commitment, meaning that those in the
low EI group had higher scores in the overall score of continuance commitment than had those
in the high E1 group, although the statistical difference was not significant at p < .03, The
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finding of this present study also observed the week relationship between EI and normative
commitment.

Future Study

Future study is required to explore the role of EI on developing affective commitment
among volunteer leaders, and further to investigate the effect of EI on the other two
commitment dimensions — continuance and normative commitment. Given the sample size in
this pilot study, more sophisticated statistical methods could not be applied. Since it is well
recognized that commitment and EI are multidimensional constructs, it would be preferred to
conduct confirmatory factor analyses with this sample of private club volunteer leaders. This
pilot study could not validate factor structures of organizational commitment and EI due to the
relatively small size of the sample. Future research should utilize methods to obtain larger
participation from volunteer club leaders.
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The North American Spa Industry:
An Examination of Emergent Trends

By Kate Keri, Michael Ottenbacher and Robert |. Harrington

The spa industry is rapidly growing, both in Novth_Armerica and around the giobe. Howerer,
hospitality and tourism projesiionals ieen to be surprised and unprepared of the impressive evoiution. The anthory
report of the North . American spa industry v curvent practices and emergent trends, that are likely fo prove
significant for spa stakebolders and educators in thir growing field of inguiry.

The global spa industry is growing at an very rapid pace (McNeil and Ragins, 2004). As
professionals strive to keep up with changing trends and consumer atdtudes, as well as to
prepare for further growth, there will be an increasing need for industry-led research validating
business acumen. The numbers are impressive as the International Spa Association stated that
there are an estimated 12,100 spas throughout the U.S and 2,100 in Canada. Furthermore, 136
million spa visits in the U.S. in 2003 produced an estitnated 11.2 billion dollars {Fast Facts, 2004).
However, hospitality and tourism professionals appear to be surprised and unprepared for this
impressive growth,

The word “spa” is rooted in the Latin language and means “salus per aquam.” Often it is
translated as “health from water.” The term, “spa” can be traced back in origin to a mineral hot
springs in a Belgian village called Spau. Traditionally people flocked to spas for health related
reasons believing they could find rejuvenation in the healing waters (Mill, 2001). Historically
defined as a location possessing a mineral spring, the concept of a spa has evolved considerably
over dme. The birth of the spa concept can really be atubuted to the Romans, who engaged
both private and public healing baths for centunes. Another etvmological reference claims
Hunganan origins for the word "spa,” which has since become a generic expression refernng 1o
natural mineral springs and areas where pcople come to relax (Business World, 2002). Other
cultures have long enjoved spa-like activites, including the Turkish hammam, the Finnish sauna,
and the Russian banya. The Japanese, too, have long been known for health-related activities
centering on the naton’s hot springs (onsen).

By European standards, American spas are still in their infancy and important
differences exist between Amerncan and European spas. Traditionally, Buropeans have viewed
spas as a venue for the treatment of illnesses and the prevention of future ailments. In addidon,
Europeans also placed spectal emphasis on the importance of spas to reduce evervday stressors.
In contrast, traditional American spas have maintained their focus on wellness by offering
programs built around numndon, exercise, and beauty.

The purpose of this paper ts to idennfy recent and emergent trends in the spa industry,
with a focus on the North American marker, augmented by a Canadian perspective gleaned from
primary research inittatives. Currently, there 1s a significant gap tn the literature relating to this
“hot” area of growth. The little empirical data that exists are dated and arguably not truly
reflectve of current realities. Therefore, this information will underkine the direcrion that the
industry is taking and will help guide spa-owners and industry professtonals as to what planning,
strategic initlatives and marketing implications must be considered in light of these identified
movements. From an academic standpoint, this research will hopefully both increase the interest
m the field as well as facilitate further research in this understudied area.

Contribution of Spas

The populanty and growth of spa operations in recent vears has breached the lodging
secror as well. While people seeking a specialized health experience continue to visit destination
spas, those staving at conventional hotels are viewing the offering of spa scrvices as an important
criterion for hotel selection and satsfaction {Anderson, 2001). This is likely due to people’s
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desire to feel indulged and relaxed, though lacking in time and commitment to visit actual spa
resorts. Additionally, the conference market is growing as more spouses are accompanying these
guests and then utilizing hotel amenities such as spas.

Historically, hotels with spa facilities have generally regarded spa operations similartly to
food and beverage or other amenities: justified by their ability to attract guests, but not relied
upon to produce notable revenues or even brezak even in some cases (Anderson, 2001).
However, in recent years, hotel spas have transformed from support fadilities to profit centers,
making significant fiscal contributions to hotels’ bottom lines. A study revealed growth in spa
revenues of 16.6% in 1999 among the 30 hotels sampled. Compared with 12.2% for food and
5.2% in rooms, 2 clearer picture of spas as a necessity emerges{(Anderson, 2001). While spa
operations only represented modest departmental contributions, it is the strong growth rate of
51.3% from 1998 to 1999 that remains critical (Anderson, 2001).

Hotel spas have truly cotne to be regarded as independent profit centers: responsible for
providing detailed cost accounting to the hotel and justifying their existence with bottom line
figures. As such, performance metrics typically reserved for hotels can begin to be applied to
spas in otder to assess their financial contibutions (Foster and Wohlberg, 2006). While RevPAR
(Revenue per available room) is widely used to calculate revenues per available rooms in a hotel,
RevPAT (Revenue per available treatment) can be applied similarly by dividing total spa revenue
by the number of treatment rooms in a spa. These two (RevPAR and RevPAT) figures will likely
be widely different, primarily due to a treatment’s room ability to be used repeatedly in a day.
However, the authors note, that unlike hotel room revenue, there is a substantial labor cost
associated with spa rooms and as such less revenue filters to the bottom line.

Addinonally, a study conducted by the “Small Luxury Hotels” brand (Grossman, 2005)
found that out of 1,000 spa-goer-respondents in 20 countries, 36% say they spend more in hotels
on spa therapies than they do on fine dining and wines. This global luxury brand, which helps
shape the unique and luxurious experiences of discerning travelers, recognized the growth in
consumer demand for luxurious spa experiences and responded with a complete guide to the
best spa experiences worldwide. Neatly every large resort, hotel, convention or casino has
recently etther built a spa facility or leased out the operation to a branded company in the spa
industry. The International SPA Association cited the existence of over 1,662 resort/hotel spa
properties in the U.S. as of 2004, with continucus growth forecasted. While not every hotel can
afford to construct or operate a full spa operation, most are still recognizing the growing need
and are at the very least attempting to offer access to some facilities either on or off-site.

In a survey of resort/hotel managers by Health Fitness Dynamics (Monteson and
Singer, 2002), 97% of managers said that a spa was a marketing advantage, 83% said that it
increased their revenues per occupied room, and 73% said that having a spa in their property
increased their occupancy rates. Forty-three percent agreed that a spa increased guests” length of
stay; 57% teplied that the spa increased their room rate and 70% said that it enhanced the
perceived value for the room rate Additionally, over 80% of respondents in a spa-goer survey
revealed they would choose one resort over another based on the presence of a spa.

Other perceived economic advantages of housing a resort spa include: enhanced room
rate {57%); perceived value for money (70%); occupancy (73%); length of stay (43%); marketing
advantage (97%); revenue per occupied room {83%); number of people per oceupied room
(27%) (Mull, 2001). While activities such as golf used to satsfy leisure travelers, a trend toward
better lifestyles, higher disposable incomes and, importantly, less available time has propelled the
spa industry forward. Even corporate guests are seeking spa services more often while traveling
for business as busy work schedules, high stress levels and a focus on personal health
necessitates this indulgence (Foster and Mandelbaum, 2005). Moreover, Monteson and Singer
(2002) suggest that while it is common for spas to attract approximately 15-25% of in-house
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resort guests. This number jumps to over 30% when examining resorts that primarily attract a
leisure market.

Furthet, the demand pattetns and trends in the spa indusery are well fllustrated by
analyzing the financial petformance of hotel spa operations. A 2004 study of 88 properties
{Foster and Mandlebaum, 2005) revealed spa revenues averaging $2,076 per available room, or
2.3 percent of total revenue. Importantly, resort spas contributed substantally more than urban
hotel spas due to the typical differences in length of stay. Additional findings showed that hotel
spas generating over $1 million in revenue contributed an average of 5.3 percent of the total
revenue for their properties. At the other end of the spectrum, spas that achieve less than
$500,000 in revenue represent less than one-half of one percent of the toral revenue at their
hotels. Researchers took into consideration and accounted for properties with true dedicated spa
facilides, versus health clubs that offered some spa services.

Planning Hotel Spas

1t is essential for hotels to consider certain elements when contemplanng whether or not
to add a spa to a resort. Spas are essentially very costly to build, maintain and market. While
outsourcing is a viable option, it will likely reduce the retumn on investment. A large hotel, with
economies of scale capabilifies and a strong corporate culture would likely be best suited 1o build
their own. However being first to market, and having to undertake all the development,
marketing and management costs can be inumidating and points to outsourcing as a potential
solution. Moreover, spas do not generate immediate return on investtnent, with some taking five
years to break-even and longer to become profitable. (Tabacchi, 2006)

Spas are now considered an essential add-on so that properties do not lose their market
share or competitive positioning. However, it is essential to consider the addition 1n conjuncuon
with its ability to help sell rooms or real estate, given the inherent challenges associated with this
business venture. Problems appear to primarily arise from developers who wish to jump on the
spa band-wagon, yet lack the appropriate expertise. Additonally, realistuc start-up figures and
benchmarks for the industry are hard to come by, thus, there 1s a lack of economic reality which
permeates the spa industry.

Other spa experts repeatedly claim that even with financial consideration and
designaton being given to the construction of spas, the critical oversight is the lack of clear
objectives for the spa operation (Harmsworth, 2003). This is most often attributed to lack of
professional spa consultation on the project, lack of expertise or competence on the part of
“specialists,” or over-zealous developers.

Spas as Commodities

As spas evolve into a tangible commodity, the best maintain a truly indulgent
atmosphere while ensuring accessibility for a broad guest profile. In addition to the extravagant
menu of spa offerings that have become the norm, details such as décor, linens, healing herbs
and products are what 1s now considered to be fundarnental for a guest’s spa expetience. Spas
can feasibly offer a major source of differentiation for an existing lodging property, if done
correctly. Importantly, profit margins are far more flexible in the spa industty and can show
greater growth than traditional hotel amenities. Treatment prices are flexible and soaring, labor
intensity is declining somewhat — most apparent in the popularity of hydrotherapy treatments
that involve little therapist interaction, and economies of scale for spa chains allow for greater
revenue contribution as well. Unformnately, the literature related to this particular concept is
basically non-existent, providing little knowledge of the spa industry.

Essennally, spas may have to undergo a de-commoditization strategy to provide a
unique value proposition to guests. This shouid not be too difficult for resort and destination
spas who pride themselves on their unique product offerings. A day spa may be more hard-
pressed to offer a difterentiated product as standard massages, facials, and nail treatments reign
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supreme in this industry segment. Hotels have been afflicted by commoditization for years,
growing increasingly similar in their offerings and forcing consumer decisions based primarily on
price {Gilmore and Pine, 2002). Hotel products such as room service and wake-up calls, once
distinguishing elements for consumers, have now become so standardized that guests would
expect nothing less from their stay. In effect, it is the rising number of branded properties that
have led to the commoditization of hospitality products and services. This has become a critical
issue for large hotel chains such as Hilton, Starwood and Marriott.

This ties in to the notion of the expetience economy, where almost any service within
the hospitality industry can be leveraged to create a2 compelling experience. Innovative experience
design will continue to be critical in the development of any successful establishment; hotel or
spa. Further, those who seek to go beyond mere service excellence and work to stage new
experiences will take the lead in creating new value in the hospitality industry. The expenience
economy reminds us that customers essentially buy an experience whenever they pay for the time
they spend in a place (Gilmore and Pine, 2002). The lesson to be learned from hotels that
continue to simply add amenities in the hopes of combating commoditization is that providing
for guests” intrinsic needs, namely nurturing and caring, can help gain a competitive edge. As
such, it is important that spas not be regarded as simply another amenity to add to an existing
property in hopes of remaining competitive. If truly designed to meet guests’ expectations and
needs, they can prove to be a highly valuable resource.

Industry Growth

In 2002, the International Spa Association found that resort/hotel spas had grown
annually in the U.S. by 56% since 2000 (Monteson and Singer, 2002). Addittonally, spa revenues
were estimated to be $10.7 billion in 2001. Other figures indicate growth of spas at resorts was
approximately 147% between 1999 and 2001 (Tabacchi, 2006). According to growth patterns,
the industry appears to be on pace to double in size every four years (McNeil and Ragins, 2004).

2004 figures estimated that 136 million visits were made to all spas in the U.S. and an
additional 20.2 million within Canada alone. The industry generated $11.2 billion in revenues in
the U.S. and $1.5 billion in Canada; a 145% increase from 2002 statistics (Oliver, 2005). The
Canadian Tourism Commission revealed that one out of four adults in North America has been
to a spa, representing 3.7 million Canadians and 32.2 million American consumers. Over half of
those visits were made to day spas. Though with a quarter dedicated to resort/hotel spas, it is
clear that other spas do generate considerable revenue as well (CTC & ISPA, 2006). Signtficantly,
a fairly latrge percentage of spa-goers (15% American; 26% Canadian) responded that they have
only begun visiting spas in the last year. This demographic can therefore be classified as new spa
guests - which spas are beginning to recognize as unique opportunities.

Methodology

A semi-structured interview format was chosen in order to allow for a focused,
conversational dialogue permitting for flexibility to probe for additional details depending on the
responses to the prepared questions. Thus, while overall topics were prepared in advance, the
researchers additionally hoped to uncover unanticipated information pertaining to the subject.
This study is exploratory in nature and its purpose is to identify and to clarify salient issues of the
spa industry.

Because it correlates with the use of exploratory methods of research, convenience
sampling was employed for this study (Zikmund, 2003). Industry professionals, primarily
operators of premier spas in Ontario, were contacted by e-mail or phone to attain their
participation in the study. These individuals were either referred to the researcher by spa experts
or located through internet searches of spa establishments and organizations in Ontario. It was
determined that five interviews of industry experts were sufficient to collect the required
information for the study. Together the subjects contributed decades of relevant expertise in
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esthetics, massage therapy, spa management and spa educaton development. For this reason,
their responses to the study can be considered both credible and knowledgeable, though not
wholly representative of the industry due to the limited sampie size.

The instrument used for this study was a semi-structured questionnaire admimstered
during either in-person interviews (four), or phone interview (one) due to geographic
accessibility. The single phone interview involved a participant in British Columbia, as opposed
to Ontario where all other subjects and the interviewer reside. The interview questions were
constructed from the research findings which served as the basis for the literature review. The
questions were formulated to address the spectfic purpose of this paper. trends within the spa
industry, and to accommodate any areas which represent pressing rssues for the industry.

All interviews were conducted over a two week period and with the exception of the
phone interview, all were done at the interviewee’s place of business. Original estimates
forecasted approximately thirty minutes per interview, though in almost all cases, close to an
hour was necessary to complete the interview. Only the phone interview, perhaps owing to the
more formal nature of the conversation and lack of relaxed dialogue, adhered to the time
schedule allotted. Additionally, depending on the subject’s professional background, there were
occasions where specific questions were omitted due to an mability to comment on the subject.

Results - Treatments

In a wellness onented facility, massages, with their pain relief and health maintenance
implications, were disclosed as the ongoing most popular treatment requested. In a place
specializing in exonc treatments, it came as no surprse that alternative treatments were supplied
as the area demonstrating the most growth. The general consensus, even tn facilities that
primarily cater to repeat local customers, 15 that spa operators must constantly be searching for
something new and different to offer the spa-goer.

For day spas, which make up an esumated 80% of the Canadian market, it 1s the “bread
and butter” services such as massage, skin care and nails which consntute the greatest percentage
of treatments requested and offered. In contrast however, desunanon spas attract guests who
want to experiment with treatments. They want to be delighted by a completely new and
different expenence. One possible emergent trend, which ultimatelv satisties the aforementoned
need of the guest, ts signature treatments which are indigenous to a geograpluc area. Thus, body
treatments using Canadian maple syrup, chocolate baths in Belgium, and Dead Sea mud wraps
are all prime examples of using local resources to create a memorable expenence for the guest.

Foreign influences

All respondents cited Asian roots as the most prolific influence on spa offerings.
Additionally, ayurvedic treatments, stemming from India, and hot stone massage were mentoned
as significant influences. Germany, known for 1ts use of hydrotherapy based weatments, has
influenced facilities that are based on the traditional spa model — the healing powers of water.

What appears to be most important is the experience that domestic users are seeking,
without having to travel to these foreign and exotc destnations. Spa goers are seeking all-
encompassing treatments, where they will not only benefit from relixation and rejuvenation, but
have other senses sumulated as well. For this reason, some spas are investing in treatment room
design, in accordance with the foreign spa offering, to ultimately augment the product. For
instance, spas which offer That body massages mayv adom the walls with Thai art and décor to
create that feeling of escape. Similarly, a room offering hydrotherapy based treatments may
adorn the environment with marine type decorations. Unfortunately, one caveat surrounds the
notion that people do bore quickly. Thus spa operators would be prudent to continually seek
ways to redesign their offerings.
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In addition to North Americans wanting to experience foreign cultures, locals and
international travelers alike are increasingly interested in Canadian-based spa offerings. Some
indigenous practices and products that have emerged include Aboriginal cultural education and
treatments, use of coastal seaweeds, glacial clay and maple syrup. Government roles are critical in
this aspect as partnerships with industry could help promote education surrounding these
products, and the spa product itself as a tourism incentive. From 2 tourism perspective, in years
to come, these Canadian indigenous offerings will continue to be important and will hopefully
grow, although notably the foreign infusion demonstrates no evidence of slowing.

Demographic changes
The interviews revealed that spa-goers are definitely a younger market segment and

includes both the teen market and pre-baby boomers. Also, more men are visiting spas than ever
before; the rise in male visits may be attributable, at least in part, to a higher comfort level
associated with spas brought about by gender neutral designs, male-focused treatments, and
reduced stigma surrounding the product.

Thete appears to be a definitive shift in mindset in that the industry is not viewed as
catering to mostly baby boomers anymote. Industry figures reflect a broader age category of spa
goers today. It is not surprising that more teens are seeking treatments, and not simply beauty-
based indulgences, since spas have become rather multi-generational as more and more people
incorporate this service as part of their lifestyle. As such, respondents felt that spa goers are
savviet and more sophisticated nowadays, thereby potentally complicating the delivery of quality
service since their expectations continue to rise accordingly. There also appears to be a shift in
frequency of spa visits demonstrated by the rise in regular spa-goers and decline in infrequent
usage. Furthermore, spas attract individuals across a broad spectrum of income levels, as the
product characteristics are dependent on quality over ptice. Similarly, price or value has limited
influence on spa goers as they seek convenience - often fulfilled by spa locations, and
consistency - deliverable by quality training and low therapist turover.

Needs of spa goers

On the whole, interviewees cited stress reduction as the number one reason people are
likely to visit spas. Additional relevant variables include relaxation, rejuvenation, fitness, wellness,
improved quality of life, pain reduction and an all-around experience. In terms of the
distinguishable components of service, people seek consistency, convenience, full service
establishments, product knowledge, and the feeling of escape. Additionally, time is a critical
variable to spa goers, increasingly in short supply in people’s lives.

Wellness and preventative health were discussed in the context of people living longer,
working longer and harder and experiencing augmented stress levels. Wellness plays a critical role
in coping with these realities and treatments are sought to reduce negative physical
manifestations from this type of lifestyle. All respondents shared the opinion that spa goers’
needs will overall be the same in 5 years time, though a by-product of people’s increased
sophistication will be rising consumer expectations. However, coupled with industry survey
results, this also signifies that operators will continue to strive to deliver a better product/service
in order to meet those expectatons. A stronger consciousness will prevail among the spa market,
particularly among the younger demographic as they will continue to embrace this type of
hfestyle.

Education

In comparison to the United States, respondents confirmed that Canada actually has
exceptionally trained practitioners, owing to solid certification measures, as well as higher overall
industry standards. A skilled labor shortage in the realm of spa managers/directors, reception
staff, and spa technicians was expressed as a going concern. In the past, education has primarily
been based on meeting ministry requirements rather than identified industry needs. Importantly,
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a pervasive lack of training has forced spas to individually invest considerable resources into on-
site training: this training issue becomes further troubling when one considers the high turnover
rates which plague the industry.

One respondent posited that what is needed, from an educational standpoint, is more
promotion of the industry as a viable career for today’s youth since the industry 1s facing labor
shortages, particularly in spa management and estheucs fields. Unfortunately, one challenge
stems from the fact that some lobbyists bad mouth the industry as employers. Educators must
also better prepare students for entrance into the industry, aligning learned skill sets with industry
needs. For instance, esthetics training should closely match the diversity of treatments being
offered within the industry, and spa management requirements should be mirrored in the
competency sets provided through education.

Respondents repeatedly compared the massage discipline to esthetics, confirming that
massage is highly regulated and features mandatory re-testing which the esthetics field 1s lacking.
In particutar, massage therapists in Ontario and British Columbia underge the most vigorous and
lengthy professional training, though esthetics education may still be sorely lacking in both depth
and length throughout North America. While massage therapists must adhere to a code of
standards set forth by their local governing associaton. Unfortunately esthetictans do not
generally have the same mandate and as such standards vary substantally. A move toward a
higher degree of standardization in esthetic schools has existed since the eighties, even though
the process appears te sull be unattainable.

Challenges

Respondents overwhelmingly revealed staffing as the most significant challenge facing
the industry. In particular, what retains prominence is staffing 1n regard to a shortage of qualified
people who are committed to contnuing education in this field. A lack of high quality
educational programs, coupled with current compensation structures and market saturation of
spas in some regions, contribures to this human resources issue.

A lack of industry standards, both from operations and regulatory policies perspective,
will likely continue to be a pressing concern within the industry. The fast pace at which the
industry 1s growing has led to a highly competitive market and the notion of “survival of the
fittest” may be of consequence. As well, maintaining quality of service between the multitudes of
service providers can be challenging and difficult to control. Seme argue, however, that part of
the problem lies in the abuse of the “spa” concept, effectively diluung the concept. One
geographic challenge to the Canadian spa industry lies in the under-representation of facilites in
certain areas, since the vast majority of spas operate within only 4 provinces (Quebec, Ontario,
Alberta, British Columbia).

Value added to Hotels

Spas in resorts and hotels are the fastest prowing segment in the industry, as well as the
most lucrative. They earn significant revenues and are often located in an area of the hotel where
revenue generating potential is limited (such as a basement). Often overlooked is that capital
outlay for spa development is quite high. In the last 7-10 vears, spas have become to resorts what
meeting space was o hotels in the 1970°s — a crucial element with its own cost centre. Most
respondents agreed thart a spa is a “must have” amenity for a hotel, although it stll remains
questionable whether the Canadian market is big enough to sustain continued development of
resort and hotel spas. Despite offering a considerable compenuve advantage, the risk lies in the
notion that not all hotel spas are built on the premise of a spa first and foremost, as opposed to
simply an add-on amenity. Many operators fail to realize that a foray into the spa business
effecuvely means entering the health business where managing different statf and client
expectations from the hotel’s becomes paramount.
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Saturation

Several individuals believe that this is a problem in the United States, but has not
become a viable threat in Canada. The other resounding distinction surfaced in relation to what
types of spas may be expenencing alarming growth rates. Those termed “quick and easy,”
otherwise known as corner nail salons that perhaps tried to reposition themselves in the market,
are definitely saturating the market. However, when one only considers facilities of higher caliber
ot which belong to organizations that provide stringent standards, the answer appears to be no.
Subjects decidedly agreed that the industry needs more policing to determine just what
constitutes a “spa” and monitor the number of self-appointed establishments. Rapid growth was
even cited as a positive factor because it represents a natural process that the best will survive
and those who will suffer will be the less legitimate facilities. Potentially of concern is that with
Canada’s population figures, the market can only sustain so many high caliber or upscale spas.

Growth may actually be slowing due to high capital investrent requirements as well as
low cost/profit levels. Too many spa operators ate focused on the financial incentives
surrounding running a spa, when in reality, profit margins remain low. Overall saturation was
either not believed to be a significant current issue or was attbutable to natural market forces,
and as such few recommendations for remedies were offered. One respondent posited that
nothing can combat this issue except consumers themselves, who have become more savvy and
demanding; ultimately changing the face of the industry from a demand-based perspective. A
likely consequence of this would be that sub-par spas will become better to meet those changing
needs, while the esteemed spas will simply continue to evolve.

Spa trends

With a profound psychological change inherent in the spa industry, one respondent
commented on the changing perceptions of consumers that now include viewing spas as a
necessity in life. This is estimated to grow as North Americans become even more like their
European counterparts who hold a different view of the purpose of spas. Furthermore, the
prevailing opinion is that the current demographics which compose the spa industry will likely be
stable for the near term. Opportunities abound in terms of targeting mother/daughters, teens —
who are likely to contribute to the introduction of trendy industry niches, and the potendal for
mote men as customers.

The growing medical spa market is expected to continue to make its mark within the
industry. Two popular U.S. trends, resident living and spa family vacations remain in question
here in Canada. The concern is whether there is a market for these components, and whether
they could successfully be introduced and sustained without complimentary products. With the
impressive number of day spas currently existing in Canada, it is believed that opportunities
abound to package spa visits with other leisure pursuits such as cultural events, dining and
shopping.

Repeatedly the concept of “expetience™ has been raised, and respondents concluded that
the expectation of an “experience,” as opposed to a “treatment,” will prevail in the future. This
encompasses the entire service encounter, from the moment one enters a spa facility, thru
treatment and relaxation time, to exiting the facility as well. Finally, from a legal perspective,
accountability on behalf of spas will feature prominently. This will be manifested in the form of
mandatory signed waivers/health forms. Most spas mandate signed informational forms when it
comes to massage, though this is only now becoming practice within the esthetics field. This is
criical on many levels: guests often engage in contra-indicated treatments such as invasive skin
procedures which cannot be combined with esthetic offerings; proper disclosure of health
information and background can reduce or eliminate liability for spas in case of a medical
incident or emergency. Owing in large part to the paradigm shift of spas to wellness type
facilities, there is a resultant duty of care on behalf of operators to ensure a safe and healthy
experience for puests.
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Conclusions

From a demographic standpoint, the interview results may have significant markenng
implications. The mid-level and non-spa goers are the two main groups that industry marketing
efforts should be aimed at. These individuals, in parucular the non-spa goers whao are effectively
an untapped niche, would benefit from borh exposure and education about spa facilities.
Further, the issue of price should be addressed since the spa association’s 2005 study, which
revealed that a majority of respondents thought spas were too expensive, 1s in direct conflict with
interview responses which maintained that price 1s not an issue or a deciding factor when visiting
a spa. Thus it is clear that public perceptions may have to be assessed and managed in order to
successfully recruit certain demographics to the spa industry.

Also from a demographic standpoint, results show that while baby boomers may have
brought the industry to where it is today, they do not necessarily represent the future of spas and
as such marketers must be aware of the changing profiles and needs of spa goers. This nodon is
validated by the increased prevalence of younger clientele and the realization that most users are
effectvely seeking preveatative treatments to enhance their lives, and this is no longer simply
indigenous to aging clienteles. Similarly, evidence supports continued emphasis on the growing
male and teen market. Conversely, although family orientation within the spa segment was
estimated to grow, Canada in particular has not witnessed this shift as of yet and 1t may never
effectivelv marerialize so operators should remain cautious. Without a clear market to sustain thus
trend, operators should not make any costly investments or changes to try to target this group.

Another interesung 1ssue revealed are the differing opinions on the revenue earning
potential of spas. While some agree that spas can be major sources of revenues, both within
hotels and independently, research revealed leading experts who claim that profit margins are
low in the industry and the fact that costs are extremely high for development, maintenance and
markeung. What retains prominence from a discussion of spa revenues is the profound need for
relevant and accurate figures on the development and operation of spas to assist current and
future operators 1o navigare the field.

Medical spas, though not parucularly discussed within the interviews, will undoubtedly
contintue to represent a sigmuficant and growing segment of the North American market.
However, speculauve reports surrounding medical spas do not present this sepment as a core
component of the spa industry within Canada and actually reveal surprisingly slow growth in the
years to come. Stress reduction has unequivocally emerged as the most significant factor
associated with spa visits, hence marketing and strategic operating mnitatives should capitalize on
this. Addittonally, with their focus on wellness, spas can effectively influence government health
policies, a critical point when considering the importance of addressing preventative health
policy within Canada. Alongside preventative health, the wellness concept will continue to grow
due to an increase in people embracing the spa lifestvle and viewing it as a necessity.

In terms of qualified staff and sufficient labor pools. it is clear that academic
undertakings to rectify the situation must be fulfilled or else the industry will face lethal shortages
in the future. Also crystallized is the notion that governing standards must be developed in areas
where lacking and uphold wherever already established, for both the safetv of the customer and
the reputation of the industry. These last two concepts are directly related to value of associanon
membership within the spa industry. They provide standards and guidelines for the spas, as well
as relative assurances of quality and safety for the spa guest, especially cridcal considering the
recent proliferation of spa-like concepts which fail to deliver at acceptable quality levels.

Similarly, saturation may not have been identified as a crucial factor 1o consider, but its
potential still has meaningful implications for the industry, especially in the United States. More
than anything, associations and government must be involved in policing spa establishments to
ensure common standards and practices and protect the industry from over-saturation. Spa

Page: 58 FIU Regiew Vol. 25 No. 1

Contents © 2007 by FIU Hospitality & Tourism Review.
The reproduction of any artwork, editorial or other
material is expresslv prohibited without written permission
from the publisher, excepting thatone-time educational reproduction is allowed without express permission.



consumers are more sophisticated and educated than ever before and know what to expect from
the spa experience. They continue to seek innovation, unique offerings, value, quality and
consistency. They seek an overall experience when visiting a spa, striving to both look good’ and
‘feel good’, thereby further validating the health and wellness industry component. Due to the
focus on the ‘expetience’, spas that go beyond mere service excellence and strive to provide new
and meaningful experiences will incur greater successes within the industry. The experience
economy reminds us that customers essentially buy an expenence whenever they pay fora
setrvice, and coupled with the fact that people are much savvier today, spas have a critical
challenge ahead of them if they are to continue to impress, and not merely satisfy, their guests.

This research, while representing a wide breadth of information pertaining to spa trends
and movements within North America, still retains a considerable Canadian influence owing to
the primary research being focused within Canada alone. In addition, this study employed the
qualitanve study approach. Future research could use large sample proposition testing to
investigate if the findings from this study can be statistically confirmed and are applicable to
other countries. The lack of research and figures within the Canadian market is some cause for
concern, especially consideting the rate at which the industry has been growing. There remains
no doubt that the spa industry can benefit from reliable and accurate statistics, figures and even
estimates when it comes to assessing both the establishment and the spa consumer. Hopefully
future mandates will emerge, likely through government partnerships, to allow for
comprehensive studies which will assist all facets of the industry in preparing for the future.
Additionally, the inclusion of spa related curniculum in hospitality and tourism management
programs will likely further enhance the industty’s position, validating its existence alongside
long studied hotels and restaurants. Educational efforts must be focused on the spa industry tn
order to accommodate recent growth trends and prepare for future expansion.
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Determinants of Mid-scale Hotel Brand Equity

By Woo Gon Kim and Hyun Jeong Kim

The traditignal brand management in the hote! industry is facing a great challenge as numerons brands
provide many chotees to hotel guests. In such competitive environments, hotel firms realize that capitalizing on one
of the most important assets they own — the brand — is critical to achieve a premiter growth goal not only rapidly
but also in a cost-¢ffective way. The purpose of this study is to examine the determinants of customer-based hote!
brand equity for the mid-priced U.S. lodging segment by assessing the impacts of four widely-accepted brand equity
dimensions: brand awareness, brand associations, perceived quality, and customer loyalty, 277 travelers
participated in this study at the airport in a Midwestern city. Perceived quality, brand loyalty, brand associations
were found to be the core components of brand equity, while brand awareness, a seemingly important sourve of
brand equity, did not exert a significant influence on building brand equity of mid-priced hotels. The result of this
study sheds insight about how to create, manage, and evaluate a distinctive and successful botel brand.

Introduction

Over the last decade, hotel operators have witnessed an acceleration of brand
proliferation. In particular, hotel development teams have focused on adding the extended-stay,
boutique, and luxury segments. Fueled by high customer demand and strong performance, the
total number of lodging brands in the extended-stay segment is over 26. Residence Inn by
Marriott was the front-runner in this segment, followed by Homewood Suites by Hilton,
Extended StayAmerica, and Candlewood Suites by InterContinental. Other known extended-stay
brands include InTown Suites, TownePlace Suites, Hawthormn Suites, Staybndge Suites, Home-
Towne Suites, Suburban Extended Stay Hotels, Studio Plus Deluxe Suites, Summerfield Suites,
Sun Swites, and Sierra Suites.

To meet the increasing demand of hotel guests secking differentiated service with a
more personalized touch, the boutique hotel segment debuted and has experienced 2n
unprecedented growth over the past few years. Some leading boutique hotels include Morgans,
SoHo Metropolitan Hotel, Opus, Arc The Hotel, and Hotel St. Paul. For the luxuty segment,
Starwood, located in most major cities throughout the world, 1s a leading hotel chain aggressively
adding huxury brands such as St. Repis, the Luxury Collecuon, and W under 1ts umbrella.

The traditional brand management in the hotel industry is facing a major challenge as
numerous brands provide hotel guests with many choices. Furthermore, bargains on cyberspace
(e.g., Traveloaty, Expedia, and Orbitz) dave customers to concentrate on price rather than
service quality of the hotel. Hotel products face the threat of being “commoditized” almost like
soap or detergents on the shelves of supermarkets. This problem is rooted in the business
condition where hotel chains cannot patent their products to attain a competitive advantage.

One study found that 65 percent of hotel guests tend to switch lodging brands across
different parent hotel companies on their next stay. The high turnover rate clearly discloses that
most lodging brands have difficulty in maintaining customer loyalty. As lodging products
become more commodity-like in nature, hoteliers must ask themselves how to differentiate thetr
product from competing products and how to communicate the differences of their product to
customers in the globe.

Research questions are addressed

A brand is the product and/or service of a particular supplier, which is distinguished by
its name, such as Starwood or Hyatt for hotel companies. A hotel chain is identifiable with a
name, logo, or slogan, which is the fundamental base of branding. The goal of brand
management is to provide added value to both guests and hotels by building brand loyalty.
Today, hotel firms are beginning to realize that capitalizing on one of the most important assets
they own — the brand - may facilitate a company’s premier growth in the most cost-effective way.
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Over the last decade, brand equity has been one of the most mmportant marketing
concepts, extensively studied by both academic scholars and industry pracutioners. The reason
for its growing populariry is the importance of the concept perceived by internal and external
stakeholders. A recent paradigm has changed branding from a traditional role, as an element of
the marketing function, to an integral role as a part of the overall business strategy.

Studies on brand equity have mainly focused on consumer goods and recently, more
attention is paid toward services. Empirical tests have been taken to validate the most populatly
accepted, customer-based brand equity dimensions: brand awareness, brand associations,
petceived quality, and brand loyaley. Although the conceptual definition of brand equity and
how to operationalize the concept are advanced, limited empirical research is conducted to test
the validity of the proposed constructs comprising brand equity in the hospitality academic field.
Hence, the purposes of this study are to validate the brand equity model with four widely
accepted brand equity dimensions in the mid-priced lodging segment and examine the impact of
each brand equity determinant on overall hotel brand equity.

More specifically, this study addresses the following three research questions:

1. Is the proposed brand equity model valid in the trud-scale lodging segment?

2. Of four brand equity components (brand loyalty, brand awareness, brand
association, and perceived brand quality), which dimensions make a significant
contribution to increasing overall mid-scale hotel brand equity?

3. How are brand equity ratings different among the selected mid-scale hotel
brands?

Methods
Mid-scale hotels are the focus

The mid-scale hotels with F&B operations are selected for this study. Mid-priced hotels
with F&B are one of the largest segments in the U.S. lodging industty, representing 15.5 petcent
of total room supply and 14.5 percent of total room demand in 2001, According to Hotel
Investment Handbook (2002), there are 16 hotel brands in the mid-scale with F&B segment with
a total of 4,725 properties throughout the U.S. Holiday Inn, Best Western, Ramada, Quality Inn,
Howard Johnson, and Four Points were ranked in the top six of this segment and these six
brands are included in the sampling frame of this study.

The average room rate of the mid-scale with F&B segment is below $85. The total
room supply of this segment continues to decline because many properties are old requiring
major capital improvements. In 2004, this segment was ot able to increase room rates as
aggressively as other lodging segments due to a relatively weak demand growth . On the other
hand, mid-scale hotels without F&B operations demonstrate strong demand. Therefore, the
majority of new hotel construction in the mid-scale segment focuses on constructing properties
without F&B operations. With declining supply and weak demand, mid-scale hotels with F&B
operations experience a business challenge to maintain their current market share, competing
with other growing segments, such as economy, mid-scale without F&B, and upscale.

Questionnaire is developed

Brand equity is a multi-dimensional concept. At the beginning, five determinants of
brand equity were identified: brand loyalty, perceived quality, brand awareness, brand association,
and other propretary brand assets. Researchers argued that other proprietary brand assets, such
as patents, trademarks, and channel relationships, are not relevant to consumer perception and
therefore customer-hased brand equity consists of only the first four determinants: brand loyalty,
perceived quality, brand awareness, and brand association. Therefore, the researchers adopted
the brand equity model with the four dimensions and developed the questionnaire accordingly.
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A total of thirteen items were used to capture the four dimensions of brand equity.
Specifically, “brand loyalty” had three components that were rated on a 7-point Likert-type scale
(1:strongly disagree and 7: strongly agree); “perceived quality” was measured using four-items on
a 7- point semantic differential scale (e.g., 1: inferior and 7: superior); “brand awareness” was
assessed with three items on a 7-point response scale (1:strongly disagree and 7: strongly agree);
and three “brand assodation items™ were also rated on a 7-point response scale (1:strongly
disagree and 7: strongly agree).

In addition to four brand equity determinants, four items were included to measure
customer perception of overall brand equity (See Table 2 — in Results section for specific
questions asked). Respondents rated all items in the measure using a 7-point response scale (1:
strongly disagree and 7: strongly agree).

Travelets are surveyed

Data were collected at the airport located in a U.S. Midwestern city. ‘The airport is
considered as one of the major metropolitan aitports in the Midwest handling a large number of
domestic and international passenger flights. Three field surveyors approached travelers waiting
for their flight departure at the food court areas. One of the major sampling problems in on-site
field situations is selection bias. To minimize field researchers’ selection bias, we instructed the
surveyors to seek an equal number of male and female travelers in various age groups (at least 18
years of age). Then, the surveyors asked whether the travelers had stayed at one of the selected
branded hotels (Holiday Inn, Best Western, Ramada, Quality Inn, Howard Johnson, and Four
Points) within the past three months.

A self-administered, structured questionnaire, containing various components of brand
equity, was distributed to the traveler who passed the screening question and agreed to
participate. Those who experienced multiple brands during the designated time period were
advised to select only one of the most recently stayed brands and answer the questonnaire.
Upon completion of the survey, respondents returned their questionnaire directly to the field
researchers. A total of 277 usable surveys were returned and analyzed. Females represented 41.3
percent of the sample. In terms of age, approximately one-fourth (27.3 percent) of respondents
fell into the age group of 55 and over; 25.7 percent of respondents were age 45-54 years old; 23.9
percent belonged to the age group of 35-44 years; 19.3 percent were age 25-34 years old; and 3.8
percent were age 18-24 years old.

The Market Matrix Hotel Index (MMHI), resulting from the national consumer opinion
panel (NCOP) with over 30,000 interviews, indicates that in 2001, the age group of 35-54
accounts for the majorty of U.S. lodging customers (55 percent); younger travelers (20-34) logs a
quarter of hotel guests (25 percent); and mature travelers (55 and ovet) accounts for the
remaining percent of hotel customers (20 percent). The sample demonstrates a similar age group
distribution described in the MMHI with a slightly higher portion of mature travelers: mature
travelers (55 and over) shows 27 percent; travelers between 35 and 54 and younger travelers (18-
34} are 50 percent and 23 percent, respectively. The greater percent of mature travelers in our
sample seem to reflect the fact that baby boomers (bom in 1946 —1964), who have been
responsible for the significant portion of U.S. household trips, are becoming mature travelers.

In terms of ethnicity, most participants were White (76.2 percent) followed by African
American (8.3 percent), Hispanics (6.5 percent), Asians (6.1 percent), and Native Americans (2.5
percent). Almost every respondent indicated completion of high school and more than 80
percent had some college degree. Approximately two-sevenths (28.5 percent) of the participating
travelers reported an annual household income greater than $80,001; 37.6 percent reported
between $60,001 and $80,000; 16.1 percent earned between $40,001 and $60,000; and 12.8
petcent made between $20,001 and $40,000; and 5.0 percent were below $20,000. The average
household income was $70,100.
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The 2005 AHLA lodging guest profile reveals that typical business travelers’ household
income 1s $81,100 and leisure travelers” household income is $72,600. The level of household
income of our sample is relatively lower. but it 1s not significantly different from the AHLA
profile. Overall, although the respondents were limited into mid-priced hotel users, the
comparable results with MMHI and AHLA data suggest that our samplereflects the current U.S.
travel uend and hotel customers.

Results
Four Points ranked highest

Table 1 presents the results of brand equity ratings with four determunants among six
hotel brands. Four Points displayed the highest brand ioyalty mean score (4.63) of all six
companies; Holiday Inn was the next (3.75); Best Western was third (3.43): and Ramada was
fourth (3.34). Four Points again led all other companies in the perceived qualiry dimension with
the highest rating (5.39); Holiday Inn (5.08) followed Four Points closely; Best Western (4.94),
‘Ramada (4.92). Quality Inn (4.83) were next; and Howard Johnson was the last (4.39).

For brand awareness, Holiday Inn showed the highest mean value (3.53); Best Westen
{5.34) and Ramada (5.24) were also fairly well known; Four Points (5.21), Quality Inn (5.18), and
Howard Johnson (4.94) demonstrated relatively low brand awareness ratings. Holiday Inn again
was the best in brand assoctattons (5.22), followed by Best Western (5.13), Ramada (5.12), Four
Points (5.00), Quality Inn {(4.83) and Howard Johnson (4.73).

Furthermore, we conducted the analvses of variance (ANOVA) test to detect significant
differences in four brand equity dimensions among the six hotel brands. Significant differences
were found in the mean values of brand lovalty and perceived quality (see Table 1). The result of
ANOVA assures that indeed, Four Points is doing a better job than most competitors in building
brand loyalty and perceived quality. However, the mean values of brand awareness and
associations were not significantly different, indicating that overall, six brands are equally well
known to the public.

Lastly, for each brand, we calculated a total score of hotel brand equity by adding all
four mean values of brand equity components. Four Points demonstrated the highest total brand
equity value (20.23); Holiday Inn was second (19.58); Best Western was third (18.84); Ramada
was ranked fourth (18.62); Quality Inn was fifth (17.79); and Howard Johnson was last (17.29).

Table 1: Brand equity rating of the top six mid-scale hotels

Brand Perceived Brand Brand Total brand

loyalty quality awareness associations equity score
Holiday Inn 3.75 5.08 5.53 5.22 19.58
Best Western 3.43 494 5.34 5.13 18.84
Ramada 3.34 4.92 5.24 5.12 18.62
Quality Inn 295 4.83 5.18 4.83 17.79
Howard Johnson 319 439 4.96 4.75 17.29
Four Points 4.63 5.39 5.21 5.00 20.23
Fvalue 2.9¢" 2.59~ (.89 0.62

* Significant at the 0.05 level

Brand equity model is evaluated

We used the structural equaton medeling (SEM) technique to answer the research
questions on the validity of the proposed hotel brand equity model and the effects of four
determinants on overall hotel brand equity. Prior to SEM, internal consistencies were computed
for five constructs of the model: brand loyalty, perceived quality, brand awareness, brand
associations and overall brand equity. Cronbach’s alpha could be improved for brand loyalty and
brand associations by eliminating one item in each dimension. After elimination, all five scales
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satisfied .7 cutoff values. Table 2 presents description of all items - including deleted items after
the reliability test.

Next, the measurement model was fitted to the data. Similar to Cronbach’s alpha,
composite construct reliability (CRR) values showed adequate reliability for the indicators
representing each construct by exceeding the .7 cutoff values. The average variance extracted
(AVE) indicates the convergent validity of the construct. All average varances extracted (AVE)
were .61 or higher (cutoff value: .50), demonstrating all five factors have the sufficient
convergent validity. The various fit indices of the measurement model (y2/df = 2.37, GFI = .92,
NFI = .97, CFI = .98, RMSEA =.07) implied that the factor model fits the data well. All factor
loadings of the items exceeded .5 with t-values equal to or greater than 11.06 (p < .001) (see
Table 2).

Table 2: Description of items used to measure hotel brand equity
Factors and scale items Standardized loadings @ CCR*  AVE®
(t-valuc)
Brand loyalty .83 84 67
I constder myself loyal to the hotel. .86 (14.95)
The hotel would be my first choice. .83 (14.48)
When another hotel rans specials, I will
choose that branded hotel. ©
Perceived quality 91 9N g7
I expect the quality of this hotel to be: inferior 72 (13.29)
... superior
I expect the quality of this hotel to be: .87 (17.52)
unfavorable ... favorable
I expect the quality of this hotel to be: poor .90 (18.68)
... excellent
I expect the quality of this hotel to be: very .88 (17.97)

low ... very high

Brand awareness .90 .89 77
I know what the hotel’s physical appearance 87 (17.37)

looks like.

I am aware of the hotel. 87 (17.34)

I can recognize the name of the hotel among .84 (16.41}

competing brands.

Brand associations 75 .76 .61
Some characteristics of the hotel come to my 73 (11.47)

mind quickly.

I can quickly recall the symbo! or logo of the 70 (11.06)

hotel.

I have difficulty in imagining the hotel in my

mind. ¢

Overall btand equity Re) | .88 .65
I stay with this hotel over its nearby .80 (14.61)

compettors.

Even if another hotel has the same amenities .82 (15.27)

as this hotel, I prefer to stay with this hotel.

I would not switch to another competitor .79 (14.49)

unless significant differences are found.

Even if another brand is as good as this hotel, .81 (15.09

I prefer to stay with this hotel.

a CRR: composite construct reliability
b AVE: Average Variance Extracted
c The item was deleted after reliability test.
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As a last step, the sorucrural model was evaluated. In the model. the four determinants
(brand loyalty, perceived quality, brand awareness, and brand associations) were constructed as
exogenous (independent) variables and overall hotel brand equity as an endogenous {(dependent)
variable. All structural model fit indices were within the recommended levels (x2/df =2.41, GFI
= .91, NFI = .97, CFI = .98, TLI=.98, RMSEA =.08 RMR=.05), suggesting that the structural
model is satsfactory. Table 3 presents the relanonships between four determinants and hotel
brand equity. Overall, the brand equity mode] explained 75 percent of the varance (R2 = .75).
Among four structural relationships, three paths were significant (p< .05): brand loyalty,
perceived quality, and brand associations were significant antecedents of overall brand equiry of
mid-priced hotels. In particular, perceived quality and brand lovalty were found fo be the most
important determinants of mid-scale hotel brand equity with relatively gh path coefficient
estimates of .39 and .38, respectvely. The only construct showing no significant impact on hotel
brand equity was brand awareness with the lowest path coefficient value of .11.

Table 3: Effects of four determinants on overall hotel brand equity

Endogenous Construct:

. Path coefficients t
Brand equity *
Exogenons Construts:
Brand Loyalty .38 6.06**
Perceived Quality .39 6.03%*
Brand Awareness 11 1.06
Brand Association 22 214
Rz 75

* Significant at 0.05 level
** Significant at 0.01 level

Discussion and implications

It is a challenging task to develop and to manage a strong hotel brand as the lodging
industry becomes mature with numerous brands and faces fierce competition. Hospitality firms
changed their company mission from a product orientauon to a brand orientaton to build a
competitive advantage through effective brand management. The customer-based brand equity
model suggests that the more contribution the four determinants {perceived quality, lovalry,
brand awareness, brand assoctatons) make to the business results in higher brand equity of the
orgamization. We tested whether the consumer-based brand equity model is valid in the mid-
scale hotel setting and the findings of this study offer empirical evidence that the model is
applicable to the lodging industry.

Nexr, we compared customer-based brand equity ratings of six mid-priced hotel chains.
Four Points and Holiday Inn stand out as the top two brands, while Quality Inn and Howard
Johnson are the two bottom brands. Overall, Holiday Inn performed beteer than Four Points in
brand awareness and associauons, while Four Points exceeded Holiday Inn in brand loyalty and
perceived quality. Holiday Inn’s long business presence seetns to be artributed to the high radngs
in the dimensions of brand awareness and associations. Four Points debuted as one of sub-
brands under the parent company of Starwood in 1995, Despite its short history, Four Points
expanded aggressively and provided quality service to satsfy their customers, which resulted in
establishing a strong brand in the mid-priced segment.

Among the four dimensions, perceived quality is found to be the most influendal factor
on brand equity. One study conducted by the American Socicty for Quality (ASQ) described
Starwood as an exemplary company that implemented a quality management program (Six
Sigma) successfully throughout the organization. As a result, Starwood increased the petrception
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of service quality by 7.1 percent. The present study demonstrates that Four Points, a young
sub-brand of Starwood, tnay benefit from the quality enhancement program, quickly achieving
high brand equity in a competitive lodging market. The success of Four Points suggests that
practitioners should continuously monitor perceived service quality of the hotel to keep up with
ever-increasing customer expectations. These efforts ultimately can contribute to controlling and
managing company brand equity.

Another important dimension affecting brand equity is brand loyalty. Previous studies
have shown a strong positive relationship between brand loyalty and brand equity. For example,
in Turkey’s beverage industry, only brand loyalty mattered in building overall brand equity.
Brand loyalty as a key component of brand equity is confirmed in this study using the mid-scale
U.S. lodging segment. Loyal guests are viewed as a valuable asset because the help guarantee
hotel business success. Thus, it may be wise to focus on retaining 2 small number of loyal guests,
who typically account for a large amount of total sales. This approach can help hoteliers to
successfully maintain steady cash flow and improve future earnings. In summary, top
management should understand the significance of true customer loyalty and make every effort
to improve brand loyalty, which in turn leads to nurturing hotel brand equity.

Although the size of impact is smaller than perceived quality and brand loyalty, brand
assodiations are shown as another core component of mid-scale hotel brand equity. However,
brand awareness, a seemingly important source of brand equity, is not a critical factor of mid-
scale hotel brand equity. Brand awareness is a hotel guest’s ability to recognize or recall the brand
and brand associations are anything linked in memory to a brand. Typically, brand associations
are led by brand awareness. Brand assoctations can include not only tangible, concrete
characteristics (e.g., bathroom amenities, guest rooms, and other facilities) but also intangible,
abstract attributes of the organization (e.g., affective benefits guests expect from staying at the
hotel).

Research has shown that guests may be aware of the brand without having a strong set
of brand associations in their minds. Hospitality researchers assert that even high awareness of a
hotel name does not automatically convert to hotel brand equity unless favorable brand
associations are developed in customers’ minds. Thus, brand awareness may be necessary as the
antecedent of hotel brand associations, but alone it is not a sufficdent condition to be a
significant source of customer-based hotel brand equity. The result of this study indicates that
hotel companies should balance their efforts to improve brand awareness and brand associations.

Lastly, hotel firms should develop a valid and reliable measure to assess customer-based
brand equity. The items in this study can be used as a foundation of the hotel brand equity scale.
Currently, most hotel chains conduct a customer satisfaction survey. Chains should gather
additional information about customer loyalty, perceived setvice quality, brand awareness, and
brand associations. The brand equity study cati offer much more comprehensive and complete
information to determine decisions on creation of a new brand, revamping or closing of existing
brands. Executives should understand that a carelessly designed sub-brand can lower the total
equity of signature brand (parent company name} with poor performance. Also, note that even
well established brands can wear out over time if the company does not practice effective brand
management continuously. Therefore, it is critical for hotel corporations to measure and monitor
brand equity on a regular basis across all sub-brands and different countries if the hotel company
operates multi-units abroad.

Limitations
Future research is needed

The first limitation of this study originates from the sampling method. Since we used 2
convenience sample, the ability to generalize the findings 1s somewhat litnited. Second, the
geographical location where the survey is conducted is another limitadon. Even though the
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participating travelers may come from different part of the U.S. or the world, 12 1s reasonable to
assume that most respondents are from the Midwest. Third, brand awareness and brand
associations scales need further refinement. The current items of brand awareness and
associations tap into the lowest level of brand awareness (L.e., recogniton) and brand associations
(i-e., focusing on prmarily product-related or service-related atiributes). Future researchers
should include the higher level of brand awareness {e.g., unaided recall and top-of-mind) and
brand associations (e.g.. overall brand attitude and image}. Lasdy, future research should
contnue to validate the customer-based brand equity model in other lodging segments {(e.g.,
luxury, extended-stay, and economy) as well as other hospitality industries {e.g., foodservice and
airline). It is likely to see four brand equiry determinants play a different role in brand equity of
different hospitality segments. Therefore, brand awareness may matrer most in selecting
economy hotels and become a significant component of brand equity of economy hotels.
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Discussion Paper: Triangulation of Methodology
to Solve the Practitioner — Academic Debate
Concerning the Value of Research

by Seonghee Oak

In support of research in the debate concerning its relevance to hospitality academicr and practitioners, the
author presents a discussion of bow the phitosophy of science impacts approaches to research, including a brief
summary of empiricism, and the importance of the tianguiation of vesearch orientations. Criticism of vesearch in
the hospitality fiterature ofien focuses on the lack of an apparent philosophy of siience peripective and how this
perspective impacts the way in which icholars conduct and interpret research. The Valdity Network Schema
(V'INS) presents a triangulation model for evaluating research progress in a discipline by providing a mechanism
Jfor inteprating acadennc and praciitiener visearch stadies,

Why Do Different Research Orientations Matter?

While academic research is related ro abstracting from specific problems and contexts to
develop applicable theories, practitioners” objectives are more concerned with immediate
resoludon of cutrent problems in specific organizadons. Due to these different perspectives,
many previous studies point to the problem in udlizing hospitality academic research findings
(Piccoli and Wagner, 2003; Cobanoglu and Moreo, 2001). To solve the problem, it is necessary to
develop a parmership in which academics understand practtioners’ issues, while practitoners
must take some time to help set the research agenda and strengthen their relationship with
academics.

This paper will address the distinction berween academic and pracutioner research and
the outcomes obtainable from combining these two approaches, Further, the implications for
developing scientific thought in the hospitality industry are discussed. This paper’s aims are
four-fold: 1) to discuss how philosophy of science assumptions impact research approaches; 2)
to provide a brief summary on the historical development of empiricism; 3) to discuss the
importance of the trangulation of research orentations; and 4) to present iunplications of the
findings for hospitality research.

According to Kuhn {1996), a sciendfic community 1s composed of practtioners who
share a scientific specialty. In the process of providing a similar education and through the
professional socialization process, members of a research community rely on the same technical
and professional literature. Members of a scientific community, consisting of scholars and
practiioners in a specific professional disciphine, share a common value with other members
depending on their philosophical orientation. People outside the discipline see members of the
hospitality community as the individuals uniquely responsible for the pursuit of a set of shared
goals, including the training of their successors.

Although scholars and practtioners frequently appear to present a dichotomy of
thought relative to the value of science, there is some evidence that a synergistic effect accrues
when academic and pracutioner research is combined. For example, practitioners use hotel real
estate value as published by Hospitality Valuation Services (HVS) to understand hotel property
value and determine the proper investment strategies depending on the business cycle.
Practitioners also develop valuation techniques for hotel real estate such as sales, cost, and
mcome approaches. Based on the same data, theorists can test market efficiency hypotheses,
identifving which information in the hotel real estate market will most immediately impact hotel
real estate value (Oak and Andrew, 2002). While practitioners bring the ability to ask the right or
related questions to any study, academics bring a theoretical perspective to answering questions.
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The research debate between theorists and management practitioners stems from
misunderstanding of the othet's viewpoint, often referred to incommensurability. Kuhn (1996}
used the term to explain disagreement between scientific communities. Bernstein (1983) found
that incommensurability is related to differing views of problems and standards among
scientists—that is, those with competing allegiances who practice their tasks in different worlds
see the same thing differently. Each scientific community supports a particular viewpoint over
other viewpoints from other communities. As a scientific community absorbs the same technical
literature and draws many of the same lessons, community members pursue shared goals on a
specific subject. The notion of shared goals takes time to develop and often leads to newer
disciplines such as consumer behavior that may not yet be represented as a single community.
Yet, mathematics and philosophy are strong communities in which scientists share similar goals
and approaches to problem solving.

The question is whether inter-disciplinary communication is possible between academics
and practitioners who have different research ogentations. Critics of incommensurability
assume that theores in each community are mutually untranslatable. However, researchers have
been known to translate another’s work into their own language. Kuhn (1996} argued that the
main focus of the process is not simply translating theory from different language communities
but persuading others about the theory. By discovering more about the other's social and
cultural contexts, the researcher finds that at some point in the translation that a transition has
occurred—a conversion to other new ideas.

Transitions between communities or disciplines are helpful in contexts. For example,
practiioners who are concerned about finding new solutions to new and existing problems
certainly need to know the basis for acadernic research that presents new solutions. Academic or
theoretical research is always incomplete since it deals with a subset of variables in the real world.
Thus, the design process relies on assumptions about operationalizing both theoretical and non-
theoretical variables {Calder, Phillips and Tybout, 1981). Advice from peers and scholars
outside disciplines, using the translation process, aids in theory development. Theoretical studies
are verified through falsification procedures that meet two sets of ctiteria. First, abstract scientific
explanation should be rendered fully testable; second, concrete theory-based intervention is
viable under conditions present in the real world.

'The author does not intend to provide a resolution of the opposing views of academics
and practitioners about hospitality research. Synetgy might accrue, however, from combining
the two approaches so that academics provide new concepts to problem solving and
practitioners’ research which significantly contributes to the formation of more relevant
questions as well as practical applications (Brinberg and Hirschman, 1986).

How Philosophy of Science Assumptions Impact Research

In the context of practitioner research, the objective is to maximize benefits to clients
within a given time frame and cost constraints. Such research increases the efficiency of the
managerial dedsion process and minimizes time consumption (Calder, Phillips and Tybout,
1981; Brinberg and Hirschman, 1986). Academic research, on the other hand, is a scientific
process aimed at developing theory or solving anomalies within an existing theoretical
framework (Kuhn, 1996). Scotter and Culligan (2003) described the scientific method of
academic research such that “Platt described science as a sefies of planned actvities that are
designed to test a theory ... researchers map out the essential parts of the theory as if they were
branches on a tree, and systematically test each branch.” Also, they stated that both academic
and practittoner research begins by proposing a problem statement. Academics call this process
hypotheses development while managers generally regard it as the process of problem-definition.
While practitioners look for the soluttons and information that may solve the ptoblem,
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academics formulate critical elements related to important outcomes and devise tests (Scotter
and Culligan, 2003).

How can hospitality community use philosophy of science assumptions to better
understand the research approaches used by academics and pracutioners? This question cannot
be addressed without looking at the philosophical bases for each research orientation. An
appreciation of the skill, art, and imagination required to conduct theoretically and socially
responsive studies is a first step in building collaborative acadermic and practitioner models. In
underscoring these features, this study 1s not suggesting that such comparisons are irrational but
that thev open up types and varieties of practical reason involved m such rational comparisons,

Focus on Scientific Consensus Building
How is it that scientists, who previously had different views about a particular subject,
can eventually come to hold substandally identical views about that subject?

Figure 1. The hierarchical model of justification

Methodology

Fact \

Source: Adopted from Laudan’s {1984) hierarchical model

Laudan {1984) showed how the hierarchical model of justification (see Figure 1) helped
the empiricist in scientific communities to understand the process of consensus building,
Scientific consensus is forged at three interrelated levels. The hierarchy's lowest level has
disputes about matters of fact. The matrters of fact refer not only to assertions about directly
observable events but also to all manner of claims about what there is in the world, such as
theoretical claims. Factual disagreements can be resolved by moving one step up the hierarchy
to the level of shared methodological rules. Some disagreement may exist about the rules of
evidence or procedure, or about how those rules are to be applied to the case at hand.
Methodological controversies are resolved at the axiological level, where basic cognitive aims are
mvolved. However, empirical arpument in the hierarchical model would be threefold: different
goals among different scientists, no rational deliberation possible about the suitability of different
goals, and covariant clusters of goals, methods, and factual claims (Laudan, 1984).

An alternative explanation for scientific rationality is the reticulated model. The model
ts characterized as a complex process of murual adjustment and mutual justificaton that flows
upward as well as downward in the hierarchy, linking aims, methods, and factual claims (see

Figure 2).
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Figure 2. The reticulated Model from Laudan (1984)

Methodology
Justfy
Exhibit
realizability
Theoty (fact) < »  Aims (axiology)
Must harmonize

Source: Laudan {1984)

The reticulated model is similar to the triangulation of methodology that underlies much
of the writing on methodology in the social and behavioral sciences. In the reticulated model,
axiology, methodology, and factual claims are inevitably interlinked in relationships of mutual
dependency. Similarly, the triangulation of research orientations holds that multiple perspectives
are needed so that the weaknesses in one approach may be compensated for by the strengths of
another (Brinberg and Hirschman, 1986).

Brinberg and McGrath (1985) developed the Validity Network Schema (VNS)
framework based on a triangulation of methodology that analyzes the marketing research process
and various validity issues within that process. As the reticulated model is a triadic network of
justification that is mutually dependent on three components—axiology, methodology, and
factual claims—the VNS framework involves a conceptual schema that includes three
interrelated yet analytically distinct domains: conceptual, methodological, and substantive (see
Figure 3).

Figure 3. Application of the VNS to Research Orientation

1st step 2nd step 3rd step
Academic -
ptj—> N
a set of
empirical

findings of
ical
Practitioner (substantiv method| —» / gs

Source: Adopted model based on Brinberg and Hirschman (1986)

Each domain contains different elements, relationships, and embedding systems. Since a
research path with three domains is limiting, each path is flawed in different ways. Thus, it is
necessary to know the components of each domain in order to analyze the weaknesses and
strengths of research. In the conceptual domain, elements are properties of subjects that behave
in a context (e.g., the beliefs or attitudes of a guest in a hotel). There are the logical-causal-
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temporal relationships between several properties {e.g., purchasing process in the hotel) in the
embedding svstem, a set of paradigmatic assumptons, or the conceptual paradigm (e.g.,
consummer psychology). In the methodological domain, elements are modes of treatment of
variables, or methods for gathering information (e.g., annual statistics from visitor's bureau),
which relate 10 comparison techniques (e.g., cost-benefit analysis). The embedding system
pertains to the research strategies within which the modes of treatment and the comparison
techniques are executed (e.g., event studies for measuring the economic impact of an attraction).
In the substanuve domain, elements are subjects bchaving in some context, such as when a
customer purchases an admission tucket in a partcular amusement park. Relations are patterns
of events (e.g., the interaction between a guest and servers in a restaurant). The embedding
system pertains to a higher level of organization wirhin which the entities and events are
embedded. For mnstance, the type of or geographic location of a hotel (urban vs. suburban)
might be an embedding svstem for a customer’s purchase decision.

While balancing three domains during the rescarch stage results in a set of empirical
findings, tiangulation methodelogy has atracted very limited attention. Researchers have
argued that one parncular approach, or orientation, has sufficiently desirable features to
investigate research questions. Brinberg and McGrath (1985) added that marketing traditionally
has been a discipline in which the pragmatic investigation is the basis of determining worth.
Thus, triangulation methodology in marketing is worthy of attention by both researchers and
practiioners.

Triangulation Methodology for Academics and Practitioners

In the VNS framework, a research scientist works through three distinctive stages of
development (Brnberg and Hirschman. 1986). First, a preparatory stage involves development,
clarification, and evaluaton of elements and relations within each of the three domains.
Defining problem statements and conducting literature searches are completed in the
preparatory stage. Second, a central or executive stage involves the combination and use of
elements and relations from each of the three domains. An actual experiment or data collection
is completed in a central stage. The third stage involves following up the findings from stage
two by replicadon and a systematic analysis of the scope and limits of those findings. Analyzing,
interpreting, and forming conclusions from data are done in the follow-up stage. The VNS
systern can be used to distinguish one research orientation from another.

The research pathway used by academics is characterized as a concept-driven design (see
Figure 3). A researcher first selects elements and relations from a conceptual domain, then
draws upon the methodological domain to construct a design, and finally implements that design
on some substantive system. Zeithaml, Berry and Parasuraman {1996} used the academic path o
test the behavioral consequences of service quality. Their study offered a conceptual model of
the impact of service quality on particular behaviors that signals whether customers remain with
or defect from a company. Results from an empincal smudy of relationships from a model of
customers’ behavior intentions show strong evidence of intentions influenced by service quality.

A practitioner orientation, on the other hand, leads to the developtment of studies from
a system-driven design (see Figure 3). Pracutoners first select elements and relations from some
substantive system, then form the methodological desipn 1o develop a set of observations, and
finishes in a conceptual domain that interprets the set of observations. Berry and Parasuraman
(1997) discussed the concept of a service-quality information system. Initially, they presented
diverse cases to be used in demonstrating research approaches for building service-quality
nformation systems. Their conclusion was that companies must use multple research
approaches to ensure that customers are heard and that managers respond to their suggestions.

Both research approaches entail ohservations of same effects that relate 10 a theoretical
framework and result in a set of empirical findings (Calder, Phillips and Tybouvt, 1981). The

Page: 74 FIU Rewew Vol. 25 No. 1

Contents © 2007 by FIU Hospitality & Tourism Review.
The reproduction of any artwork, editorial or other
material is expresslv prohibited without written permission
from the publisher, excepting thatone-time educational reproduction is allowed without express permission.



distinction would be whether the researchet’s primary goal is to apply the specific effect
observed or to apply a more general theoretical understanding.

Depending on a given research orientation, scientists apply different sets of rules or
standards to a study. In academic research, there is a belief that studies are based on methods of
scientific inquity. The theorist’s quest is based on objectivism, or the search for an Archimedean
point upon which to ground their knowledge 5 (p. 16). From 2 practidoner's point of view, there
is no such basic structure except that which the researcher invents or temporally accepts.

Implications for Hospitality Research

Are researchers justified in continuing their philosophical onentation because it is the
accepted paradigtn within a given discipline or profession? Social science is the consequence of
the researcher’s own self-understanding. Practical wisdom begins when the researcher learns
that intuitive, obvious, or universal constructs are not the sole answer to research problems. The
perspectives in the social sciences are based on the researcher’s own self-understanding of social
possibility as reflected in an individual’s scientfic otientation or his personal knowledge, among
several alternatives.

The significance of stating that a philosophy ought to be self-referential implies that its
validity depends on the researcher, not to a fact or situation external to it. However, the possible
resolution of argument between practitioners and academics is shown in the reticulated model.
In the research, theory, methodology, and aim are intetlinked. The VNS systems for academics
and pracdtioners have the same components but the sequence for practicing the VNS system is
different.

Hospitality research has taken both academic and practitioner pathways. Some
academic researchers have selected theoretical frameworks before selecting a methodology for
testing hypotheses. For instance, Oh (2000) introduced a customer value framework and then
tested an extended value model with lodging products. Others have taken a more practiioner
approach in their research orientation, relying on system concepts as the basis of their research.
For example, Mattila (1999} conducted a survey of how business travelers evaluate luxury-hotel
services.

These two differing approaches present outcomes that are substantally different, and
thus add to the notion that both academic and practitioner perspectives are needed in hospitality
research today. A closer examination of the Oh and Mattila research shows that their research
protocols began with hypotheses and they both embraced similar methodologies toward research
outcomes. Both appear to be equally ngorous and produce socially or theoretically significant
results, The important determinant is the outcome of the research. A valuable research study
will be achieved not only by theoretical speculation or accumulations of practical facts, but by
iteration between theory and practice.

In hospitality research multiple orientations should be given special attention because
the solution to industry problems must engage more complex problem solving. Special attention
should be given to the use of multiple ofientations as the nature of industry problems mplies a
need for much more complex problem solving. The training of new researchers requires an in-
depth understanding of the philosophy of science, a new model and new approaches based on
the integration of academic and practitioner research. In addition, training requires baseline data
that may be used in evaluating published research, using the VNS framework, to understand
where the hospitality discipline eventally will go and to support both industry and academic in
developing more robust methodologies.

Since students in hospitality education are required to acquire a systematic body of
knowledge, the development of 2 unique curriculum with 2 universally accepted professional
core will give practitioners the opportunity to join with academics in making the profession of
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hospitality much like other traditional professions such as law and medicine (Crocker, Schrock
and Walker, 2001).
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Using Risk Management as a Tool for Accident
Prevention in the Resort Golf Arena

By Steve Lisenberg

Risk Management can be an effective preveniative measwre to optimize accident prevention in the resort
Lolf arena. This article explores known risks, identifies other potential areas of risk, and offers solutions that may
be adopted by Resort Facilitter to minimize risk in the golf sector.

Introduction

In 1995, after six years as a personal injury lawyer, and three years as a golf professional,
this researcher began to explore liability issues in the golf business. In this age of lingation-happy
consummers, it had become necessary to face the reality of personal injury liability iigation in the
golf arena. This article offers an assessment based on trends that have been present in the
industry from 1995 to the present time, and how the modern resort golf facility can offset the
risks associated with these trends by adopting a comprehensive risk management plan.

It is suggested that there are four categories within the context of this issue that will help
successfully implement such a preventative plan. They are:

A) Identifying Sources of Risk

B) Determining and implementing measures to eliminate or minimize risk
C) Supplementing the plan with various forms of insurance coverage

D) Steps to take to minimize exposure in case of an accident

Categories of risk and measures to eliminate risk

The first and second categories of the preventative plan are inexorably woven together
and vitally important to its success. Many facilities neglect to even do a cursory examination of
their premises, assuming that insurance will avoid the necessity of this time consuming endeavor.
Obvious, without the examination, the cure is never applied. However, such fadilities miss the
obvious; that accidents themselves make it harder for an entity 1o remain eligible for insurance at
competitive rates. Sources of tisk run the gamut of the obvious to the subtle. They can involve
golf car paths, golf cars defects, negligent golf car operation, bridges, steep grades, golf spike use,
errant golf shots, neglipence in golf course design, driving range and practice area design and use,
or risks involved in teaching the game to patrons, alcohol-related nsks, and weather-related msks.

As stated in an article published by Joseph and Diane Devanney (2002), “The best
general advice that can be given to operators, managers and owners of golf courses is that the
law varies often from state to state and, in any event, any case anywhere will have a specific set of
facts that will often "make or break” the eventual outcome. Owners should try as much as
possible to anticipate problems in advance rather than simply watt for an issue to arise.

A facility should engage in a risk assessment on a regular basis, involving not just those
hired to do such an assessment, but also staff members working in all areas of a particular golf
operation. This should involve an “A to Z” examination, as well as thinking broadly about
various contingency situations. One excellent practice that is often utilized is trying to replicate
possible situations where incidents could occur. Rather than using the facility in a safe manner,
examine what would happen if a patron were to exhibit less than safe behavior. As an example,
while car paths are meant to be traveled upon, players often go off the edges of such paths while
doving. Are there steep drop-offs on the sides that could contribute to an accident? If there is
even a fair chance an accident would occur, roping off such an area or adding fill would be
prudent solution to avoid a potential accident. Such conduct may be viewed posiavely by a jury if
a case does go to tral.
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Another example regarding polf car paths is the fact that many patrons ride with thetr
feet outside the golf car floor area. This behavior exposes them to danger from protruding rocks
or curbs built to contain a golf car. While it would appear that the curb is designed as a safety
precaution, litigation has occurred as a result of a curb built too close to the side of a golf car
path, which exacerbated driving errors in a way that may lead to foot and leg injuries.

This approach to dsk assessment 1s amplified by Joseph and Dianne Devanney (2002),
“It is not enough to just design pleasant and artractive surroundings. In developing the necessary
proactive protections against lawsuits, evervone has to be as diligent as possible and try to
foresee how the design could lead to accidents.” Other arucles also recommend that course
owners put out highly visible signs in areas where golf cart users must cross public roadways or
make slow turns, etc. "Make sure you have great sipnage and police it," he savs. "If you see
someone violating that rule, stop them and get them out of the cart.”

The attorneys cited also mentioned incidences where golf carts have been struck by
automobiles with the parties being severely injured. Such situations can create catastrophic
liability exposures for a golf course. "If they have golf cart paths that cross public roadways, they
really need to be well-marked-rumble sticks, stop signs. Golf clubs really need to do a good job
making that a more defensible sitvaton.”

Safety measure implementation and recent areas of injury

In implementing safety measures regarding car paths, it is best to insure they are
properly designed, and construcred using materials that will last based given anticipated climate
conditions. The designs should avoid sharp turns and blind spots; warning signs should be
specified for any steep gradients. The golf facility must also do continuous inspection of the
paths, with course rangers specifically mandated to do such inspection on a daily basis. If dangers
are noted, barriers must immediately be placed as appropriate. Riding bridges should be assessed
at the same tme as they may be prone to collapse if not propetly matntained.

Golf car defects are another area that is ripe with litigation potential. While it is often
difficult to assess the legitimacy of complaints in this area. it is quite common for an injured
party to claim thar the car’s brakes malfunctioned or that there was improper training given to
them pnor to their use of the car. Regarding this area of potential lability, this researcher
interviewed several prominent petsonal injury attorneys in the golf car accident area. Also, my
own experiences support the contention by McDonald (2005} that “clients obtain releases from
people when they sign up for golf carts.” This 1s a verificanon thart the parry acknowledges they
are responsible for driving that golf cart and any injuries that may ensue.

There is a need for set raining policies in use of a golf car. The attorneys who were
interviewed spoke of the “surprising the number of claims from people who have been tossed
out of golf carts or were injured when a golf cart overturned.”" Another interviewee stated, “You
can't have people out there horseplaving on golf carts.” Personal expetience has been that Golf
Resort Operattons and golf courses in general tend to fail to rake the time to show patrons how
to use the golf cars prior to operating them. This problem is endemic in the resort facility
business as the “laid back-on vacaton” aunosphere is perceived as not being conducive to
convincing a patron of the need to properly operate a golf car and the dangers inherent in faulty
operation. We recommend operators always instructed staff to have the patron demonstrate their
skills operating the basic controls before releasing the car to them. Also, facility operators should
have warning signs placed on all steep grades that prevent parking on such grades.

The importance of the reatal agreement should not be minimized. It should have a
“hold harmless” clause m place, indemnification clause and property damage repaymment clause.
It must be signed by the patron.
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Another area of concem in regard to operation is poor maintenance practices tolerated
by some resort facilities. Golf car attendants are under paid, under trained and under motivated.
If a golf cat is exhibiting a problem, and that problem might prevent the employee from leaving
on time, it may not get reported. It is incumbent on the facility to make reporting and car line
removal procedures as painless as possible. Having a qualified mechanic available is essenttal to a
proper safety program. A daily checklist of the proper operation of a golf car is strongly
recommended. All these measures will eventually find their way into the minds of jurors should
liigation occur.

The risks from actually playing should present another area of concem to resort golf
course operators. Many golf courses exist where it is obvious that someone will eventually get
hurt by an errant golf shot. Humorous signage designed to “warn” but those warnings are
inappropriate. Golf courses have taken it upon themselves to try to convince a golfer to hit their
ball straight and not left or right, but such warnings will not substitute for design or other
preventative measures that could be implemented to reduce the likelihood of injury. Landscaping
or netting and fencing can be incorporated into the design of the course so as to prevent mjury.
Litigation involving errant golf shots, where mere landscaping would have avoided the accident,
but was not considered serious enough to cure can result in very large awards. One golf course
paid $500,000 to a claimant. In another case, the claimant injured himself on a metal spike
protruding from the tee area, which acted as a “tee marker.” The risk of injury from using such a
device was major, and could have been prevented by using a plastic marker.

Top golf course designers in the world, they will tell you that they have to rethink the
design and hit points of golf holes, the landing areas and barrier landscaping, because of the
change in the golf ball and the golf club. Homebuilders have been consistently expanding the
corridor widths on the advice of counsel, desipn experts and golf construction experts. At
existing golf courses, owners are redesigning many holes including realigning tee boxes and
installing barrier Jandscaping and fencing to accommodate the problem. The main thing with
errant golf balls is that if you have an issue, identify it and deal with it.

Another area of concern are neghgently dcs:.gned practice areas where the hitting area
faces an area where patrons might be sitting or Wam.ng to play; i m]u.nes are inevitable in that
environment. A simple net or landscaping can be put in place to minimize injury here. In rega:d
to practice golf ranges, there are many places where the spacing between those using the range 1s
tnsufficient to prevent one golfer from possibly hitting another with their club.

Changes in the design of polf shoes have contributed to slip and fall accidents. It was
not too long ago that the design of “softspikes” was all the rage. They were designed with
protection of the surface of the green in mind, not the safety of the golfer. Golf courses were
often designed with steep grades, knowing the player’s metal spikes would allow them to traverse
the steep terrain. That inherent safety measure changed with the introduction of softspikes.
Now, even slight grades that are wet are areas of danger. Wood walking bridges are also an
obvious flashpoint of shoe-related accidents. It would be prudent for course owners to evaluate
their walkways, slopes and paths to provide greater traction in order to minimize the number of
claims.

Severe weather is a concern for most golf course operators. It appears that courses are
“damned if you do, damned if you don’t.” Employing lightning detection and weather detection
systems seem prudent, but if not used correctly, can lead to catastrophe. Many facilities just tell
patrons to vacate when they see storms coming. If you warn your staff of dangerous weather,
and not your patrons, you are ripe for a lawsuit. A jury may consider warning systems to be
evidence of a caring operator.

Use of alcohol while playing golf contributes to as many problems in the golf sector as it
does in any other sector of life. Many states have "dram shop" laws that permit people who are
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injured by intoxicated individuals to file lawsuits against the person or company that sold or
served the alcohol. This could potentally be devastating for a golt course. Liquor license
authotities now are under tremendous pressure, and they may try to pull your license in addition
to any lability claim you have from the mjured party.

Courses must be diligent about liquor licenses, consumption and the training of staff o
identify and deal with customers who are mntoxicated or on their wav to that condition. The key
1s to make sure that the operation’s alcohol awareness programs are being implemented and that
the training program is being properly implemented. Clubs sometimes let someone who 1s not
familiar with all the regulations be in charge of the beverage area. Manvy clubs don't even know 1f
they have a proper permit that allows people to take alcoholic beverages onto the golf course.

The growth in toumnaments, special events and banquets presents a special problem in
the area of alcohol consumption. During the tournament the many roving golf carts with people
out on: the course five or six hours on a hot day often drinking larpe amounts of alcobolic
beverages 15 a problem. In addition, many of these attendees then come back into the clubhouse
and drink even more. When they leave the club, they can easily be considerably over the legal
bt and pose a hazard on the road. It situation should be a matter of grave concern to an
operator.

Liquor hability msurance is very critical to protect golf courses and private clubs from
catastrophic claims resulting from such liquor lability. But the insurance may not cover acts of
incompetence on the part of the operator. It 1s always better to take action to mitigate a problem
before that problem occurs. Put a liquor policy in place immediately.

Environmental issues are present at many older golf courses that are not compliant with
current environmental laws and reguladons. Many golf courses, in the areas where the golf carts
and maintenance equipment are being cleaned, allow a drain line to flow into a creek public
tributary or stream. Golf courses must remain in compliance with environmental codes and if
not, they are being forced to remove underground fuel storage tanks, clean areas of potential
spills. An operator must also carefully monitor the use of pesticides, herbicides and other
chemicals on the course.

Supplementing your risk management plan with insurance
While safety and training are the most imporrant components of protecting your golf
course operation, if something does happen, insurance is important to protect vour business. A
thorough risk evaluation on a continuing basis can help keep vour premiums down and the club
insurable. It 1s recomnmended to buy a commercial umbrella lability policy providing additional
liability lirmts.
Minimizing exposure in case of an accident
In light of the above, steps must sdll be taken to minimize liability in the case of an
accident that has already occurred. If the following steps arc taken, in this researcher’s judgment,
liability exposure will be minimized:
1} Insure medical aid is immediartely summoned. This cements the feeling of
concern for the well-being of the patron which endears the operation to the
jury.
2) Make the patron comfortable and provide blankets, without unduly moving
the 1njured party.
3) Get signed statements from all witnesses immediately, as they may leave the
area, and don’t forgot to record any statements made by the mjured party.
They may implicate themselves.
4) Obtain statements that the patron made to medical personnel at the scene
and at the hospital.
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5) Take photographs of the patron, the accident scene, impact marks, any
pertinent markings, and if a golf car was involved, of the car itself. Date all
photos upon development.

6) If a golf car is involved, pull the car from service and do an immediate
inspection by a qualified inspector and obtain the report.

7) If a golf car is involved, pull the setvice and inspection records to determine
if the car was operating properly prior to the accident, as well as to note if
the proper inspection and maintenance work was performed.

8) Communicate all information to your insurance agent and company
immediately.

9) Do not communicate with othet parties concerning the accident. If the
patron calls, memoralize the conversation and date.

10} If your insurance company claims you are not covered, hire a personal
attorney for the facility. Do this also if the claim exceeds your commercial
policy limits.

Conclusion

Golf can be dangerous to the player, but most importantly, to the operator as well.
Consideting our litigious society and the fact that insurance rates have escalated since Sept. 11, it
has become more important than ever to implement a sound risk management program to help
prevent injuries and property damage, as well as to protect against liability.

Effective safety training and risk management programs are not developed overnight.
But like it or not, golf course resort operators must consider the tasks of safety training and risk
management as the highest priorities within their operations. Zero accidents, while possibly
utopian in outlook, should be the goal for the entire golf course staff.
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Revised Title Page’
Perceptions of the Beach Users: A Case Study of the Coastal
Areas of North Cyprus Towards Establishment of a
‘Carrying Capacity’

By Natasha Chrstodoulidou, Habib Alipour, Mehmet Altinay, Kashif Hussam, and
Nazita Sheikhani

Within the main elemsents of economiv sustainabilily, socio-culinral sustainabiltty, and environmental
Sustainability, the criteria of ‘warrying capacity’ bave been emphasised through residents’ perceplion anatyiis to
explore practival methods towards the application and implementation of such oriteria. s data analysis revealed,
the main tonrist resources in the case of North Cyprati—rihe coast and the beast—bave a certain capacity to
sustain the impact and pressuve ar fourism. Deipite the significance of the indigenons envirgnment and with respect
to 1he residents’ perception of gptimum carrying capacity levels, thiv issue has not been given a due consideration.
This bas reculted in a process of coastal development which bypasses any measure ore application of a standard to
harmonize the degree of physical development and the capacity of the beach, The main objective of thix paper is to
establish the concept of “arrying capavty” as the means to achiere the veconciliation of environmental impacts with
tourism deveioprent. The study concludes that, if carvying capacily measurement and ils implementation are not
incorporated info the planning decision as a cear policy, there will be grave negative consequences for the those
reroHres alirditing pisttors.

About the Authors: Natashia Christoudoulidou, Ph. D. 1s an Assistant Professor at the
College of Business, CSUDH. Habib Alipour, Ph. D, Mehmet Alanay, Ph. [J. and
Nazita Sheikhani, M.S. teach at the Eastern Mediterranean University, School of
Tourism and Hospitality Management. Kashif Hussain, M.S. also teaches at Eastern
Mediterranean University, in the Department of Educatonal Sciences.

1 . . . -

The Editor deeply regrets that one of the authors names was omitted from the FTU Review, Fall
2006 issue (Volume 24, Number 2) in error. A correction has been sent to the appropriate
databases.
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Florida International University
School of Hospitality and Tourism Management
Announces another successful
South Beach Wine and Food Festival

SOUTH BEACH

NE
&FOOD

FESTIVAL

v FOOD - WINE MAGAZINE

February 22 - 25, 2007

Florida International University’s School of Hospitality and Tourism
Management proudly announces another successful South Beach Wine
and Food Festival. The Festival has become one of the two major food
and wine events in the United States. The school works closely with
Southern Wine and Spirits to stage an event that had more than 30,000
people attend. The activities of over 80 celebrity chefs were telecast
throughout the world. More than 200 wmcnes and other suppliers
anended RSN
Over four hundred students paruc1pated in this event, gaining
experience on how very large special events operate. Their participation '
made them eligible for over $200°000 in scholarships. The event ‘
generated more than $1.5 million dollars for the School.
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