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ABSTRACT
A 20"H CENTURY HISTORY AND DELPHI STUDY TO PREDICT CHANGES IN
THE LODGING INDUSTRY STRUCTURE. PERFORMANCE AND CAPITAL
SOURCES
By

Arjun Singh

The purpose of this study is to make predictions in six areas of concern for lenders,

investors, owners and managers associated with the U.S. lodging industry. These six
areas, which also represent “uncertainties,” are: 1) capital needs of the lodging industry,
2) availability of capital for the lodging industry, 3) cost and terms of capital, 4)
structural changes in the lodging industry, 5) operating and investment performance and

6) role of financial institutions as suppliers of capital to the lodging industry.

The overall design of this study includes a descriptive component and a predictive

component. The descriptive component includes a review and analysis of historical
(secondary) literature and interview data. The predictive component uses the Delphi
technique, a qualitative forecasting method.

The study is desl gned within the context of the “open systems theory”, which
views organizations as open, interacting and dependent on resources from the
environment. Given this premise, the purpose of using this underlying theory to design
the study (it is argued) is that the source of “uncertainties™ impacting organizations
originates from their environment. As aresult, if this environment is clearly identified,

rtainties can be converted into quantifiable
i :=d. some of these unce
systematically studied,
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risks with the desired result of an improved estimate of future U.S. lodging capital
markets.

While the economy is expected to enter into a slower period by year 2000 and
possibly even reach the bottom of the business cycle in the year 2005, the prediction of
key economic indicators (such as inflation, interest rates) for both the periods is positive.
This anomaly is explained by the fact that whereas business cycles indicate growth or
decline as measured by GDP, other key indicators measure the overall business climate.

The financial services industry, which is a source of both debt and equity capital
for the lodging industry, is expected to be operating in a more deregulated and fiercely
competitive climate in the future. Regulations that segregate the various financial
institutions are expected to be removed, opening up opportunities for each institution to
expand the financial products that it can sell.

While the average firm in the lodging industry is predicted to become much larger
through consolidation, this increase in size not expected to be the result of major
increases in room supply in the U.S. However, the firm size is expected to grow through
a combination of mergers, international expansion and introduction of new lodging
products. (Example: Extended stay, assisted living facilities)

While Delphi panelists concur that capital will be available in both the prediction
periods, lenders are likely to become increasingly selective as to whom and for what
lodging products they will lend. Only those who meet lenders toughening operating and
investment return requirements are likely to have ready access to capital in the future.
While lending terms and criteria are not expected to be overly stringent panelists hope
here will be enough capital market discipline to prevent overbuilding of the hotel

industry.
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Chapter 1

INTRODUCTION AND STATEMENT OF THE PROBLEM

Introduction (Study Context)

As the U.S.lodging industry approaches the end of the millennium, a glance back to the
beginning of the century reveals that the industry’s present structure and characteristics
are very different from what they were earlier in the century. In its present form, the
industry consists of a wide variety of facilities. ranging from small “mom-and-pop”
operations to 5,000-room casino resorts. The average size of a typical hotel has grown
from 46 rooms in 1933 to 73 rooms in 1996 (AH&MA). Furthermore, the industry has
experienced broad changes in its structure, changes characterized by a major increase in
the industry’s size (room supply), a greater diversity of product, an increased complexity
of ownership, a greater variety in organizational form operating arrangements, a broader
geographic dispersion of properties, and an increasing trend for independents to be
replaced by chains.

Specific examples of these changing trends in the U.S. lodging industry’s
structure include the following:

1. In 1939, hotels dominated the lodging industry supply, but by the 1950s this started to
change because of the increasing presence of motels (Gomes, 1985).

2. During the 1950s, growth through franchising as a concept of ownership started to
become popular (Rushmore, 1992).

3. As non-lodging American businesses went overseas in the 1950s and 1960s, many
U.S. hotel companies followed (Kundu, 1994).
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4. The passage of the Interstate Highway Act of 1956 spurred auto travel and the further
growth of highway lodging properties.

5. In the early 1970s, the supply/demand imbalance reduced national occupancies,
putting pressure on hotels to expand via market segmentation (Ader & Lafleur, 1997).

6. From time to time new products were introduced by the lodging industry in response
to changes in demographics and customer tastes and preferences. Two such products,
all-suite and extended-stay properties. were introduced in the 1980s and continue to
thrive today.

7. Operating arrangements have also undergone a change. Prior to the 1970s, owners
mainly operated their own hotels, but by the 1980s, management contracts were
prevalent. Management contracts ushered in new operating arrangements that
separated management from the owners of hotels (Bell, 1993).

8. By the 1990s the U.S. lodging industry was considered a mature industry, with
limited domestic growth, increasing consolidation, complex operating and ownership
structures, and a growing international presence (especially on the part of U.S. hotel
chains).

The changes that have taken place in the lodging industry are by no means linear.

A glance back to various periods during the twentieth century reveals the cyclical nature

of the industry. There were periods when hotel room rates, occupancies, and values were

rising or peaking; during other periods, the same measures were declining or reaching
rock bottom. For example, in 1990 the lodging industry reported a loss of $5.7 billion,
with occupancies of 63 percent and average room rates of $57.96. In 1996, however, the
lodging industry enjoyed record profits of $12.5 billion, with occupancies of 65.2 percent

and average room rates of $69.66 (Smith Travel Research, 1997).

Closely associated with the structural evolution of the lodging industry and its

growth rate have been changes in its need for and in the availability of debt and equity

capital. During certain periods, capital has been readily available, while during other



oo indatny has o

- el il

avanshiat

ey e eyt At A T
aorIRRnIeS M 3 X.

e g 4 e ap e & e
TRTIRGOWN WLTE Ten

it moms 1 .
R AN T o

o sl

. N
' -
) Nt e .
LWl s,
e R UR E

Yl o
- cee N




periods the industry has suffered from a dearth of capital. In the 1980s, for example,
excess capital availability resulted in a period of overbuilding, whereas the early 1990s
were characterized by a financing drought. Similarly, in different periods, different types
of hotel products were favored by funding sources. For example. highway motels were
favored in the 1960s, while the present focus is on financing full-service hotels (Hotel
Partners Capital Group, 1997).

Various financial institutions have plaved a prominent role in financing the
lodging industry during each of these periods. Until the 1960s, commercial banks, life
insurance companies, and credit companies provided the majority of lodging industry
mortgages. During the 1960s and 1970s, much of the growth in the lodging industry was
financed by Real Estate Investment Trusts (REITs). As a result of deregulation in the
early 1980s, the savings and loan industry began making commercial loans to hotel

companies.

As a result of losses that incurred in the 1980s. the traditional lenders withdrew
from financing the hotel industry. To fill the void. investment banks sold “financially
engineered” derivative products (such as commercial mortgage-backed securities) to raise
capital for the industry. Although traditional lenders have resumed making loans to the
lodging industry, the scope of financing has been revolutionized because of access to
public capital markets and the use of securitization to finance the industry.

The financial-services industry itself is currently undergoing various changes in
its competitive and regulatory environment. These changes will have an impact on its

future role as a supplier of capital to the lodging industry. The primary changes in the
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regulatory environment of financial institutions relate to their ability to sell financial
products. Firewall regulations such as the Glass-Steagall act of 1933 are in the process of
being dismantled. If financial institutions are not restricted or segregated from selling
different financial products, this will have implications for the competition amongst them

and ultimately on the availability of capital for the lodging industry.

Problem to Be Studied

As just noted, many changes have taken place in the structure of the lodging industry,
how the lodging industry is financed, and the role of financial institutions as suppliers of
capital to the lodging industry. The financial-services industry has itself experienced a
significant transformation. As we approach the new millennium, the lodging industry
faces many uncertainties. These uncertainties are based on the underlying premise that the
lodging industry is dependent on financing for its growth and development. Through a
study of the literature and discussions with financial and lodging industry experts, the

following six types of uncertainties were identified as primary concerns for the industry:

1. Capital needs of the lodging industry in the future

2. Availability of capital in the future

3. Cost and terms of capital availability in the future

4. Structural changes of the lodging industry in the future

5. Operating performance and investment returns of the lodging industry in the
future
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6. Role of financial institutions as suppliers of capital to the lodging industry in the
future

Lenders, investors, owners, and managers involved in the lodging industry are not
comfortable with uncertainties and the associated risks that they imply. From an
economist’s perspective, risk and uncertainty are different. One basis for this distinction
is whether or not the probability distribution of outcomes is known or can be estimated. If
the distribution is known or can be estimated. risk exists; if it cannot be estimated,
uncertainty prevails (Pyhrr, Cooper, Wofford. Kapplan & Lapides, 1989). The authors go
on to say that in practical business situations this pure dichotomy between risk and
uncertainty has limited use. Most decision-makers have some feeling about the
occurrence of future events. These may range from a high degree of confidence to a
vague and ill-defined feeling of discomfort (Pyhrr. et. al., 1989).

Nevertheless, lenders, investors, owners. and managers are concerned about the
direction of actual change in any future event. Sinkley (1992) states that actual change,
which is after-the-fact future change, can be broken down into an anticipated component

and an unanticipated component. If change consisted of only an anticipated component,
then there would be little or no risk involved. The unanticipated component is clearly the
source of risk (Sinkley, 1992).

While the six sources of future uncertainties stated above appear to be random and
independent of each other, they are in fact related. For example, the future capital needs
of the lodging industry (uncertainty 1) will depend on the current supply of various hotel

products (uncertainty 4 - lodging industry structure). If the extended-stay segment is

currently overbuilt, the demand for capital for that type of product may be limited in the
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future. Similarly, as the hotel industry competes for capital with other real estate and
financial products, its operating performance and return on investment (uncertainty 5)
will determine availability of capital in the future (uncertainty 2) (Ostroff & Toman.
1995). As such, these uncertainties facing the lodging industry can be studied and
anticipated.

Furthermore, the relationships illustrated in the previous paragraph can be studied
within the context of a theoretical framework. The theoretical framework chosen for this
study is the environment-structure-strategy paradigm. This paradigm suggest that all
organizations exist in an environment and the various changes taking place in the
environment impact an organization’s strategy (and structure). Changes in the regulatory,
competitive, customers, economic, demographic and technological issues in the
environment of the lodging and financial services industry are a source of uncertainty for
organizations within these industries. Any study that attempts to predict the
unanticipated (uncertain) component of change in the environment would be converting
uncertainty to risk by anticipating the occurrence of uncertain events. That is the problem

that this study will seek to address.
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Deficiencies in the Literature

A review of the literature revealed the following deficiencies and shortcomings in

addressing the current problem to be studied:

1. The literature addresses the problem in a piecemeal fashion. The scientific/academic
literature narrowly identifies a theoretical construct and then uses various industries to
test hypotheses. The expert opinion literature on the other hand studies parts of the
overall problem.

2. A review of the literature also indicates that the available studies and reports are
industry-specific. Either they address the lodging industry or the financial-services
industry, but not both. No study was found that broadly studied the relationship
between the lodging industry and the financial-services industry.

3. Although individual forecasts and surveys were found in the literature (generally
proprietary reports) that include forecasts about the future of financing the lodging
industry and the future of the lodging industry in general, no systematic study was
found that addresses the changes in the lodging industry’s structure and the changes
in the role of financial institutions as suppliers of capital to the lodging industry.

This study seeks to address shortcomings in the way that this problem has been
addressed in the literature by first identifying and reviewing the theoretical construct
within which the problem is addressed. Next, using the theoretical model of organizations
and their environments, the study will comprehensively and systematically analyze the

disparate and disjointed expert-opinion literature to create a coherent historic and current
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analysis of the problem. Finally, the study will use experts to make predictions about the

future scenario related to these issues and thereby make a new contribution to the existing

literature on this problem.

Problem/Purpose Statement

The central problem of the present study is to identify and comprehensively review the

events and issues that have historically impacted the structure, performance and financing
of the lodging industry. This historical insight. combined with predictions by experts, will
mitigate some of the uncertainty surrounding lodging industry investment decisions in the

future.

Research Questions/Study Objectives

As mentioned previously, there are a number of changes taking place in the structure of
the lodging industry, in how the lodging industry is financed, and in the financial-services
industry. These changes create uncertainties about the future of the lodging industry’s
structure and the role of financial institutions as suppliers of capital to the industry. Even
though some information exists on these changes, the documentation is anecdotal and not
comprehensively or systematically treated in the literature. In order to mitigate the level

of uncertainty, a series of research questions have to be sequentially posed and addressed.
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Research questions related to historic lodging industry structure and performance:

1

What events and issues in the environmeni have impacted the structure of the lodging
industry from the early twentieth century 10 the current period?

What have been the structural changes in the lodging industry from the early
twentieth century to the current period?

What have been the changes in the operating and investment performance of the

lodging industry from the early 1990s to the current period?

Research questions related to historic lodging industry capital needs, availability,

and financing trends:

1.

What have been the current needs for which capital has been used by the lodging
industry?

What have been the key events that have impacted the availability of capital to the
lodging industry from the 1970s to the current period?

What financing trends have had an impact on the lodging industry from the 1970s to

the current period?
What has been the role of individual financial institutions as suppliers of capital to

the lodging industry in the latter half of the twentieth century?

Research question related to the current transformation of the financial-services

industry:

1.

What major economic, regulatory, and competitive issues and events are currently

impacting and transforming the structure of the financial-services industry?
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Research questions related to future changes in the environment of financial
institutions; the lodging industry’s structure, operating performance, and capital
needs; and the role of financial institutions as suppliers of capital to the industry:
In the years 2000 and 2005, what will be:

1. The economic, regulatory, and competitive environment of financial institutions?
2. The structure of the lodging industry?

3. The operating and investment performance of the lodging industry?

4. The lodging industry’s need for capital?

5. The role of financial institutions as supplicrs of capital to the lodging industry?

By successfully addressing these research questions, the study seeks to fulfill its
objective of reducing the uncertainty associated with the flow of capital into lodging

industry investments in the future.

Significance of the Study

As Terenzini, Pascarella & Lorang (1982) state. “All good writers have an audience in
mind.” Similarly, the significance of the present study may be stated by keeping in mind

the different audiences or users of the present study.

From a purely scholarly perspective, the study is important for two reasons. First,
the approach used in this study to address the problem is unique, in that it combines
disparate and disjointed expert-opinion literature from two separate industries and

systematically analyzes it, based on a unified theoretical construct.
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Second, the study results will also appeal directly to industry practitioners such as
lenders, investors, analysts, consultants, and lodging industry managers who have a stake
in the future of the lodging industry and its sources of capital. By systematically
chronicling changes in the past and predicting changes in the future, the study results are
expected to be used by decision-makers in both the lodging and financial-services

industry.

During the twentieth century many changes occurred in the structure of the
lodging industry, the financing of the lodging industry. and the relationship between
financial institutions and the lodging industry. These changes have been especially
prominent in the past two decades. While scholars and industry practitioners representing
both of these industries recognize the importance of these changes as well as the
importance of the horizontal relationship between users and suppliers of capital, no inter-

industry research has been conducted.

This study’s lasting contribution is to open the door for inter-industry research

between the lodging industry and the financial-services industry.

Delimitations

There are various sources of debt and equity capital. However, the focus of this study is

on financial institutions as suppliers of capital.

The study is focused on changes in the structure of the U.S. lodging industry and

not on changes in the lodging industries of other countries.

11
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The historic review of the lodging industry and the financial services industry was
restricted to the twentieth century.
The prediction component of this study focuses on two time periods in the future.

Year 2000 and Year 2005.

Limitations

The greatest criticism facing a study that attempts make long term predictions on
financial issues is that markets are volatile and ever changing. The study’s detractors
may ask for instance, how can one possibly predict five years from now the lodging
industry's performance or the cost of capital. its sources and whether or not capital will
be available? The researcher realizes that these are limitations faced by this and other
predictive studies.

However, in anticipation of this limitation. the study was designed to improve the
accuracy of its predictions. First, the study was designed within the context of a
theoretical framework. Most predictive studies don’t do this increasing the possibilities of
omitting important explanatory variables from the analyses. Second. a proven long-term
prediction method was selected for this research. the Delphi technique. Third, this method
was fortified by conducting a historical analysis of past and current trends, issues and
events. | feel that these three features of the study improve the accuracy of the predictions
that result.

Another limitation of the study is associated with the unequal response rates in the

different rounds. While a total of 25 responses were received at the end of round one,
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only 20 responses were received at the end of the second round. As a result, the
proportion of each type of responding institution was different between the two rounds.

Definitions

Financial institutions. Financial institutions. as defined and discussed in this study. are
those institutions involved in both semi-direct finance and indirect finance. The Semi-
direct financial institutions included for the purpose of this study are investment banks
(Rose, 1994). The primary purpose of these institutions is to raise or find capital from
various sources. They generally do not use their own capital to make loans to hotels:
rather they find capital through private placement by selling securities to institutional or

high-net-worth investors or by selling securities in the open market.

Financial institutions involved in indirect finance may be categorized into three
groups:
1. Depository institutions: These include commercial banks and non-bank thrifts
(savings-and-loan associations, savings banks. and credit unions). These institutions

derive their funds from depositors and use those funds to make loans to hotels.

2. Contractual institutions: These include life insurance companies and pension funds.
They derive their funds from life insurance contracts or employee retirement plans.

These funds are then used to make loans to or invest in hotels.

3. Other financial institutions: These include finance companies and investment
companies (mutual funds). The former derive their funds by securing loans in the

open market, which they then use to make loans at a higher rate. Investment
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companies (mutual funds) derive their funds from the investing public; these funds
are pooled to make investments in various debt and equity securities. Investment

companies do not make loans to or invest directly in hotels.

Financial-services industry. The financial-services industry consists of all of the
institutions just defined, which provide both semi-direct and indirect financing. The scope
of the industry is global and the industry’s customers include governments. other
financial institutions, businesses, and individuals. The industry is impacted by a number
of regulatory, competitive, technological, and general economic factors in its

environment. It is currently in a state of significant and accelerated transformation.

Capital. Capital may be defined as both debt capital and equity capital. Debt capital
includes both direct loans and the issuance of debt securities such as bonds. Equity capital

includes both direct investment in a hotel and investment in hotel company stock.

Securitization. For many years hotel mortgages were considered illiquid (difficult to
convert to cash). This situation was highlighted in the wake of the savings-and-loan crisis
and the subsequent abundance of non-performing hotel loans. Nomura Securities (an
investment bank) pioneered a way to package these loans and sell them as units similar to
stocks or bonds. An investor who invests in a unit of this type can then buy or sell his unit
in a secondary market, much like buying or selling a stock or bond. This conversion of a
mortgage from an illiquid instrument to a liquid and tradable unit has come to be known
as “securitization.” It has revolutionized investment in real estate in general, including
hotel real estate. The most popular form of this security, which is backed by mortgages, is

called CMBS, or commercial mortgage-backed security.
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Summary of Subsequent Chapters

The study first sets the stage by reviewing the pertinent theoretical and industry literature
and then provides a detailed explanation of the procedures adopted. This is followed by
an historical analysis of the lodging industry that includes changes in its structure and
operating and investment performance. Next. lodging industry capital needs. capital
availability, and financing trends are discussed. Following this. an in-depth analysis of
the transformation of the financial-services industry is presented. Finally, results of the

Delphi Study are analyzed, with appropriate discussion of results.
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Chapter 2

REVIEW OF LITERATURE

The purpose of this chapter is to provide a theoretical basis for the study and summarize
relevant and current literature that was used confirm the theoretical construct. The chapter
is divided into two parts. Part I provides an overview of the relevant foundation literature
on macro organizational behavior. This is a subfield of organizational behavior and
focuses on the understanding of the “behaviors™ of groups and organizations (Wagner &
Hollenbeck, 1995). The primary purpose of reviewing the foundation/conceptual
literature is to provide a base upon which the current study will be designed. As outlined
in the problem statement discussed in Chapter 1. the central problem of this study deals
with uncertainty facing organizations in both the lodging and financial-services
industries. The source of this uncertainty originates from the environments of these
organizations. Therefore, before researching the issues related to the central problem, it is
important to review and understand the theoretical literature about organizations and their
environments.

This is all the more important because the current problem has been previously
studied in a piecemeal fashion (see “Deficiencies in Literature,” Chapter 1) without first
identifying and reviewing a theoretical construct. This study seeks to overcome this
deficiency by first establishing a theoretical framework within which the study will be
designed and conducted. Therefore, Part I of the literature review will include: (1) the

evolution of the concept of organizations from closed to open systems, (2) the various
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concepts of organizational environments. (3) levels of analysis. and (4) dimensions of the
environment.

Part II of the chapter summarizes current and relevant studies that have
specifically tested the organization-environment construct described in the foundation
literature. These studies include organizations in the financial-services industry, other
service industries, and the manufacturing sector. The purpose of Part II is to show the
ongoing dialogue in the literature about the relationship between organizations and their

environments and provide evidence of support for the theoretical basis for the study.

Part I: Foundation Literature

Evolution of Organizational Concepts from Closed to Open Systems

The traditional organizational theorists may be called “closed-system” theorists. Their
primary focus was on the internal workings of organizations. From 1900 to about 1950
this “mechanistic” school of thought was dominant. Factors such as efficiency,
achievement of specific organizational goals, and formalization of structure and
regulations were some of the key concepts focused on by these theorists. Some of the
principal early theorists and their works included Fredrick W. Taylor’s Scientific
Management School (1911), Max Weber’s Theory of Social and Economic Organization
(1947), Henri Fayol’s General and Administrative Management Theory (1949), and

Herbert Simon’s Theory of Administrative Behavior (1957).
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The second wave of closed-system theorists also focused on the internal workings
of organizations; however, they focused more on the behavioral structure of organizations
rather than their “mechanistic™ workings. These theorists emphasized the behavior and
motivations of the participants (employees) within an organization. This “behavioral
school” was dominant from 1945 to 1960. Some of the principal theorists and their works
during this period included Elton Mayo's Human Relations School (1945), Daniel Katz
and Robert L. Kahn’s Informal Group Processes (1952), and Douglas McGregor's Theory
X and Theory Y (1960).

The major departure of the modern organizational theorists from their traditional
counterparts was that, while the latter viewed organizations as sealed off from their
environment (closed), the modern theorists viewed organizations as open, interacting, and
dependent on resources from the environment. This “open-systems” perspective was
based on the general systems theory, whose founder, Ludwig von Bertalanffy, stated that
most scientific inquiries such as nuclear particles, atoms, molecules, cells, communities,
organizations, and societies can be collapsed under the general rubric of a “system”
(Bertalanfty, 1956).

Buckley (1967) described the twin characteristics of open systems. First, open
systems have processes that preserve their form, structure, or state. In a human body,
circulation and respiration would provide that function, while in social systems such as
organizations, control activities and socialization would serve this role. The second
characteristic refers to those processes that change the system through growth, learning.

and differentiation. Organizations in the financial-services industry and the lodging
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industry today bear little resemblance to their respective structures at the turn of the
century.

As the open-systems approach became accepted. various organizational
behaviorists established different schools of thought to typify the open-systems approach.

Three of the most popular schools are briefly discussed in the following sections.

Contingency Theory

“Contingency theory” is a term coined by Paul R. Lawrence and Jay W. Lorsch (1967)
that challenges the “one-best-way-to-organize™ assumption of Fredrick Taylor and other
closed-system theorists. The contingency theory states. in fact, that there is no one best
way to organize, and that the best way depends on the nature of the environment in which
the organization operates. According to the contingency theory, organization designs
are—or should be—contingent upon the environment. The implication of this approach is
that in order to be effective, organizations must achieve a “fit” (that is, a match or
alignment) between management processes, structure, strategy, and the environment
(Galbraith & Nathanson, 1978).

The empirical study conducted by Lawrence and Lorsch (1967) included
environments of organizations in different industries, such as the plastics, food
processing, and standardized-container industries. The organizations in each of these
industries operated in a different environment, ranging from the plastics industry, which

operated in a dynamic environment, to the container industry, which operated in a stable
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environment. Their findings indicated that the organizations within these industries were
structured differently, based on the type of environment in which they operated.

Although Lawrence and Lorsch coined the term “contingency theory,” other
theorists conducted studies that substantially expanded the theory. Each of these studies
had different methodologies, populations, and “contingencies’; however, they all
confirmed the impact of the environment on organizations. These other contingency
theorists include Tom Burns and G. M. Stalker. who published a study entitled
Management of Innovation (1961), and Stanley Udys. who published a study entitled
Organization of Work: A Comparative Analysis of Production Among Non-Industrial
Peoples (1959).

The contingency theory and the related studies just cited, established the “open”
nature of organizations and their “contingent” relationship with various aspects of the
environment. Thus, the performance of an organization is dependent on the “fit” achieved

between the organization’s strategy, structure, and environment.

Strategic-Choice Approach

The contingency theory established the importance of variables in the environment as
sources of influence on organizations. However. in the 1970s a new set of organizational
theories—the “strategic-choice approach”—emerged that criticized the contingency
approach as being too “deterministic.” On the one hand, these new theories further
defined the environment as a source of resources and information upon which

organizations depend, but, on the other hand, they argued that organizations were not
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passive recipients of these organizational influences. Managers, through the agency of
“choice,” could influence the direction of the organization. John Child (1972) and his
“strategic choice” perspective countered the deterministic perspective of the contingency
theorists by presenting three arguments in favor of organizational participants: (1)
decision-makers have more autonomy than implied by contingency theorists, (2)
organizations have the power to manipulate and control their environments, and (3)
perceptions and evaluations of events are an important intervening link between

environments and an organization’s actions.

Population Ecology

Initially proposed by Michael Hannan and John Freeman in the 1970s, “population
ecology” stated that organizations adapt to changes in their environment. However, the
focus of Hannan and Freeman’s investigation was not individual organizations but groups
of organizations (known as “populations”) that shared similar forms—for example, banks
or restaurants. They argued that adaptation takes place by the creation of populations with
new forms that replace existing populations. The reason for this is that strong “inertial
forces” prevent organizations from changing, but new environmental forms, more
suitable for the changed environment, enter and take the place of these old forms (Hannan
& Freeman, 1977). For example: Advances in computer and information technology are
placing pressure on traditional banks, which have a physical location. Will these new

“virtual banks” replace banking, as we currently know it?
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This brief review of the literature of the open-systems approach has established
the relationship of organizations and their environments as discussed in the foundation
literature. Despite the lack of complete unity among theorists. it is clear that the
environment is not a residual factor, something completely “outside” the organization. It
is indeed a “causal force influencing the structure or activities of organizations as a set of

independent or interdependent variables™ (Scott. 1981).
Concept of Organizational Environment

Having established that organizations are open systems that interact with their
environment, the next question to ask is: what is the environment and how is it viewed?
To answer that question, it is important to review the foundation literature related to the
concept of the organizational environment. R. T. Lenz and J. L. Engledow (1986)
performed an extensive review of the literature on environments and developed five
concepits of environments. Three of these concepts are summarized below, as they are the
COnNncepts used when viewing the environment for the present study.

From an industry-structure perspective, the environment is viewed as
cc)tlsiSting of competitive forces. The forces of buyers, suppliers, customers, and
competitors act upon an organization to create opportunities and threats. For example, if
the Mumber of financial institutions that want to loan capital to the lodging industry
increases, the bargaining power favors the lodging industry and an opportunity exists.
The Opposite is the case if fewer suppliers of capital exist. Michael Porter advanced this

-
ew (Porter, 1980).
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The organizational-field model views the environment from the viewpoint of
interacting organizations. From this perspective. the environment could be viewed as a
focal organization, such as a hotel company, surrounded by interacting organizations,
such as competitors, suppliers of capital, and regulators. (A more detailed explanation of
the literature on this conceptual approach will be presented in the “Level of Analysis™
section later in the chapter.)

Finally, from a resource-dependency perspective, the environment has finite
resources (such as capital), and organizations that need these resources (such as lodging

companies) compete to get these resources. Pfeffer and Salancik (1978) advanced this

viewpoint.

Level of Environmental Analysis

A rewview of the literature on environments indicates that researchers study the

€nviromnment at one of the following three levels:

1. Level 1: Organization Set
2. Level 2: Organization Population
3. Level 3: Communities of Organizations/Organizational Field

Each Of these levels will be briefly discussed in the following sections.

) U
Svel . Organization Set

Organization set” consists of those organizations with which the focal organization

o .
¢ rganIZzltion being studied) has direct links (Aldrich, 1979). For example, an individual

Bany;
Ing organization such as Bank of America. has an organization set that includes

23



- "
yaanouslomers such

NineVUMALHS
b NRI iV ;\

SR
el ibustated
\

\
BUYERS
Facry

- RAdLCT,
7 Vo m\lm“ \
\o\““i
Co'np@@S

Yteugsv\mg ioar.

Figuy
) "‘“fd 10 thye
‘-\ 'Q ck

i g



buyers (customers such as borrowers), suppliers (depositors), competitors (other financial
institutions), and regulators. Lodging companies borrowing capital would be included in
the customer component in this organizational set. The concept of the organization set is

graphically illustrated in Figure 1.

SUPPLIERS (OF CAPITAL)
» In this case would include
depositors
COMPETITORS
BUYERS BANK OF » Other Banks and
(OF FINANCIAL AMERICA [ | Financial
PRODUCTS) ~—_ B X institutions
» Would include ( . I}g
lodging organization)
commiesl ASSOCIATIONS
requesting loans » American Banking
Association
REGULATORS
» Such as FDIC and Federal
Reserve

Figure 1. EXAMPLE OF AN ORGANIZATION SET

A concept related to that of the organization set is that of the “task environment.” This

term was coined by William R. Dill and has served the purpose of providing a parameter
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to measure the specific elements of the organization set. Dill stated that “by *task’ I mean
a cognitive formulation consisting of a goal and usually also of constraints on behaviors
appropriate for reaching the goal” (Dill, 1958).

According to Dill, the task environment consists of four elements that have the
most impact on goal attainment: customers; suppliers (labor. capital, material);

competitors (markets and resources): and regulatory groups.

Level 2: Organization Population

An “organization population” consists of those organizations with similar “forms.” In the
organization-behavior literature, an “organizational form” is defined as those
organizations that have similar goals, technology, structure, and markets (Hannan &
Freeman, 1977). An organization population of hotels (with similar forms) may consist of
organizations that operate luxury hotels in the United States. These may include
companies such as Ritz-Carlton, Four Seasons. Marriott, Westin, and other similar
organizations. A population of investment banks (with similar forms) may consist of
Merrill Lynch, Goldman Sachs, Morgan Stanley. Bear Stearns, and other investment

banks. The concept of organization populations is graphically illustrated in Figure 2.
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MARRIOTT
FOUR SEASONS HOTELS

HILTON HOTELS HYATT HOTELS

WESTIN RITZ CARLTON

Figure 2. EXAMPLE OF AN ORGANIZATION POPULATION CONSISTING OF
LUXURY HOTEL COMPANIES

Level 3: Communities of Organizations/Organizational Field

The community level of environmental analysis is concerned with sets of interacting
organizations or with interdependent populations of organizations (Aldrich & Marsden,
1988). At this level, the researcher could focus on relations linking a collection of
organizations within a limited geographic area. The main emphasis in this analysis is on
the pattern or network of relations connecting them (Scott, 1987).

A community of organizations could include organizations in the lodging industry
and various organizations that supply capital to those organizations, such as organizations
in the financial-services industry. Each of these organizations interacts with others in an
interdependent relationship. Organizations such as banks, thrifts, finance companies,
investment banks, life insurance companies, and pension funds seek to lend and invest in
organizations. At the same time, organizations in the lodging industry percieve these
capital-providing organizations as sources of funds to finance their growth and
development. The concept of organization communities is graphically illustrated in

Figure 3.
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POPULATION
POPULATION OF
OF BANKS
THRIFTS

POPULATION
OF
FINANCE
COMPANIES

POPULATION /

OF SO
INVESTMENT| POPULATION OF POl U(‘;’F“ ION
COMPANIES LUXURY HOTELS INVESTMENT

BANKS
POPULATION POPULATION
OF OF
CONDUITS LIFE INSURANCE
COMPANIES
POPULATION
OF
PENSION
FUNDS

Figure 3. EXAMPLE OF COMMUNITIES OF ORGANIZATIONS, SHOWING
INTERACTION AND INTERDEPENDENCIES BETWEEN LUXURY HOTELS
AND THE FINANCIAL-SERVICES INDUSTRY
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At the narrowest level, the present study analyzes the environment of financial
institutions at the organizational-set level. Questions having to do with the impact of
regulations and competitors on a financial institution’s decision to lend or invest capital.
or the impact of the financial performance of customers (hotels, for example) on a
financial institution’s decision to lend or invest capital, are asked at this level of analysis.
At the organization-population level, questions in the present study relate to the structure
of the lodging and financial-services industry. Questions having to do with the
introduction of new lodging concepts and the demise of old ones are asked at this level of
analysis. The introduction of an all-suite “population” of hotels and a population of
“time-share” properties are examples of new organizational forms that have had an
impact on the structure of the lodging industry. At the broadest level, however, the
present study analyzes the environment of organizations at the community level—that is,
it analyzes the interdependent relationship between populations of various financial-
service organizations and populations of hotels. Questions at this level of analysis pertain
to the role of financial institutions as suppliers of capital to the various “populations™ of

hotels.

Dimensions of Environments

After conceptualizing the environment and identifying the level at which the observation
will take place, the next step is to identify the components and dimensions of the
environment to be studied. The purpose of this preliminary step of identifying the

dimensions is to provide a concrete structure to the environment. Whereas
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conceptualizing the environment helped to establish a viewpoint about the environment
(forces, or a stock of resources) and the level of analysis helped determine at what level
the observation will take place, the dimensions of the environment will help identify the
variables for this study.

Fortunately, various theorists have identified the dimensions of organizational
environments. Richard W. Scott and Howard E. Aldrich, after reviewing the literature of
organizations and their environments, have compiled and summarized the most
comprehensive typology of environmental dimensions (Scott, 1987; Aldrich. 1979).
These dimensions are summarized in the seven categories discussed below. This typology
was used as a basis to identify the dimensions along which the variables were measured

for the current research.

1. Degree of homogeneity-heterogeneity: This dimension deals with the degree of
similarity or differentiation between elements of the environment, such as customers,
suppliers, and competitors. Environments with a large number of elements are
considered heterogeneous; those with just a few elements are considered homogeneous.
For example, in a period of rapid consolidation within the financial-services industry, the
environment would be moving towards homogeneity, while during a period of
divestitures, the financial-services environment would be more heterogeneous. A more
homogeneous environment within the financial-services industry might mean less
competition among suppliers of capital and therefore higher costs of capital.

2. Degree of stability-change: This dimension refers to the degree to which the

elements in the environment are undergoing change. For example, an environment with
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new competitors coming into the market at a rapid rate would be considered unstable.
while a market with no change in competitors would be stable. In the 1960s, the banking
industry was considered to be regulated and stable. The interest rate paid for deposits and
interest rates charged for loans was fairly stable. The level of competition was also
limited. However, the current environment of the financial-services industry is
characterized by a high degree of change.

3. Degree of interconnectedness-isolation: Interconnectedness relates to the number of
linkages among organizations. “The greater the level of system connectedness, the more
uncertain and unstable the environment for given organizations. Changes can come from
anywhere without notice and produce consequences unanticipated by those initiating the
changes and those experiencing the consequences™ (Pfeffer & Salancik, 1978). The
increase in globalization of the financial-services industry is an example of this system
interconnectedness. Changes in the economies of Asia, Russia, or Brazil have financial
repercussions throughout the world. As the lodging industry moves more from private
sources of capital to public sources of capital, its exposure to this interconnectedness
increases.

4. Degree of domain consensus-dissensus: This dimension indicates the degree to
which an organization’s claim to a specific domain is disputed or recognized by other
organizations, including government agencies. For example, the current environment for
financial institutions reveals a lack of consensus as to the ability of banks to provide
investment-bank services and sell investment products.

5. Degree of munificence-scarcity: This dimension relates to the resources required by

an organization and how available they are in its environment. In an environment where
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capital is abundant and readily available, the environment for the lodging industry is
munificent. If few financial institutions are making loans or investing in commercial real
estate, the environment for the lodging industry is characterized by scarcity.

6. Degree of concentration-dispersion: This dimension deals with the extent to which
the environmental resources available to an organization are evenly distributed and
available or are concentrated in just a few places. For example. sources of capital may be
evenly spread among many financial institutions or concentrated in the hands of just a
few. Restrictions on the geographic or product expansion of banks may limit their lending
capability to particular geographic locations or types of financial products. which works
against dispersion.

7. Degree of environmental hostility-benevolence: This refers to the disposition of the
environmental actors (such as government regulators) toward the focal organization. For
example, tax laws can be hostile or benevolent and act to dampen or promote investment

in certain industries.

Based on the analysis of the literature on environmental dimensions, it is clear
that there are various dimensions to an organization’s environment. Each of these
dimensions are not static conditions but change over a period of time. The environments
of both the financial-services industry and the lodging industry have changed from earlier
in this century to the current period, and continue to change. These changes, which appear

ro be taking place at random, are easier to understand when reviewed in the context of the

Z7772 < Misjons of organizational environments just discussed. The present study will attempt
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to review changes in the environments of both the financial-services industry and the

lodging industry.

Theoretical Basis for the Current Research

After reviewing the foundation literature on macro organizational behavior in general and
on specific organizations and their environments. a theoretical foundation for the current

research may be summarized as follows:

A. All organizations exist in an environment. These environments are central and are not
a residual part of the organization.

B. Organizations are “open systems” in that they interact with the environments in which
they exist.

C. The interaction with the environment may take the form of adaptation or strategic
response, as stated by the contingency and strategic-choice theorists, or take the form
of evolution and replacement, as stated by the population-ecology theorists.

D. The environment within which organizations interact may be identified and analyzed
at various levels, ranging from “organization sets™ at the narrowest level, to
“organization communities” at the broadest.

E. In order to observe the environment of organizations, it is important to understand the

environment’s dimensions. These can be measured by looking at the degrees of

£2 o mogeneity-heterogeneity, stability-change. interconnectedness-isolation,
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consensus-dissensus, munificence-scarcity. concentration-dispersion, and ‘
environmental hostility-benevolence.

F. In the process of interacting with the environment organizations (such as financial
institutions) make decisions and choices in response to their perception of the
environment.

G. The present study will review the environment of both the financial-services industry
and the lodging industry. Furthermore, the study will ask a panel of experts to predict
their perception of the environment and their lending and investing decisions to the
lodging industry in the future. The theoretical literature summarized in Part I of this

chapter provides the necessary structure and framework to conduct this analysis.

Part II: Summaries of Current and Relevant Literature on

Organization and Environment Relations

Part I reviewed the theoretical/foundation literature on organizations and their
environments. Part II reviews research that has used various open-systems constructs to
test hypotheses about the relationship between organizations and their environments. The
studies reviewed in Part II have been divided into two categories: studies using
organizations in the financial-services industry. and studies using general business

organizations.
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Studies Focusing on Organizations in the Financial-Services Industry

Ari Ginsberg (1985) studied the strategic adaptation of financial depository institutions in
a changing environment. His study included 168 commercial banks and savings
institutions in Pennsylvania. The data were analyzed using regression analysis, and it was
discovered that product development and increases in the entrepreneurial orientation of
the institutions were influenced by increases in environmental heterogeneity.
Furthermore, it was found that cost-reduction strategies were influenced by
environmental hostility. It was also found that growth-related strategic changes were
influenced by changes in environmental heterogeneity.

Leith Wain (1995) studied the strategic response of U.S. commercial banks to
environmental changes from 1975-1990. His study chronicled the major environmental
events during this 16-year period and, using regression analysis, showed that
environmental change and environmental uncertainty are significant predictors of
financial institutions’ strategic actions. “Banks respond to a combination of regulatory
change and economic uncertainty by altering their lending practices . . . and lines of
business” (Wain, 1995).

His research confirms three facts about the environment: (1) environmental
change and uncertainty are important predictors of organizational strategy, (2)

government regulation plays a key role in predicting strategic responses, and (3) the
response to government regulation may be opposite to that expected in the traditional
SIxrAtegic-management literature but is consistent with financial literature, which identifies

#Z <= Fgyctors that may encourage risk-taking activities.
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Zajac and Shortell (1989) found that, in general, firms adapt their strategies in
response to major environmental variation. Furthermore, this study showed that changes
in the environment affecting the population of firms may result in an industry-wide shift
in strategy. As an example, changes in the regulatory environment for financial
institutions in the 1980s resulted in an industry-wide shift that increased real estate loans
by savings-and-loan institutions.

Sarah Blaine Kendall (1987) focused on the factors that induced risk-taking by
banks in various economic environments. Her study took the form of an essay, which
proposed a model of a bank’s portfolio choice. According to the model, the portfolio
choice is a function of a bank’s net-worth-to-asset ratio and the regulatory constraints
imposed on the bank. The essay concludes that when banks have a low net-worth-to-asset
ratio and the probability of regulator intervention is high, the banks will engage in “high
roller” behavior, in which high-risk investments are undertaken. Essentially, the
conclusion of this essay on banking supports the “contingency-theory” construct of
organization-environment relations, by stating that a bank’s portfolio strategy is
determined by regulatory constraints.

Based on a study of 80 savings-and-loan firms into the antecedents of
performance, Lenz (1980) investigated the effect on performance of an organization’s
environment, strategy (measured by resource allocation), and structure. His basic

hypothesis was that performance is a function of environment, strategy, and
organizational structure. He used Dill’s (1958) goal-attainment concept of “relevant
&I Vironment” to operationalize the environment. Strategy was measured in terms of

€ =< yrce allocations and policies that had an impact on the competitive position of the
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firm. His measures of organizational structure included the design and processes of an
organization. Most of the data for the study were collected using secondary federal and
state government sources and field and telephone interviews. He found that the
environment, strategy, structure, and performance of high-performing firms are different
from low-performing firms. This conclusion lends credence to the theory that the
performance of an organization is influenced by the co-alignment of environment,
strategy, and structure.

McKee, Varadarajan, and Pride (1989) studied the banking industry in 50
standard metropolitan statistical areas in seven unit banking states. A sample of 560
banks were surveyed. Using contingency theory as the theoretical construct, they tested
the hypothesis that the environment (market volatility in this case) affects strategy and
performance. They found that firms that are able to adapt their strategy to fit the
environment perform at a higher level. Certain types of strategies work better in certain
environments than in others. The findings of the study suggest that market volatility is a
“quasi-moderator” of the strategy-performance relationship. However, not all of the a
priori expectations of these relationships were supported by the study.

Haveman (1993) tabulated data on California savings-and-loan institutions or

“thrifts” from 1977-1986 to show changes in their asset portfolios from the pre-
deregulated environment to the deregulated environment. The data for this study were
from the Federal Home Loan Bank (FHLB). The data revealed the substantial change in
the thrifts’ domain from 1977 to 1986. For example, home loans, which accounted for 77
per<centofthe thrift portfolio in 1977, fell to 50 percent in 1986. Non-residential

/aﬂ&age lending increased from 5 percent in 1977 to 16 percent in 1986.

36




Lang the cor

] <
TIINOn SN

sl e eyl

T O N3y L

SmRs o) Mg (

A

TrERd or the

The studs re,

Lin RGPS

RN thangen s

SRR

dvter th

[ RN

L and e |

Nt

oy Aoy Y
R nhy e

ey Unte.




Using the contingency-theory approach. Haveman studied the effect of an
organization’s size on its ability to change as a result of changes in the environment. The
study used the regulatory changes of the savings-and-loan industry in the early 1980s to
test the hypotheses. The sample data for the study were derived from published
information on savings-and-loan institutions by the Federal Home Loan Bank (FHLB).
The histories of 308 California thrifts that operated from June 1977 to December 1986
were analyzed for the study.

The study results indicated that the size of the organization does affect the degree
to which organizations diversify and shift strategy. In the case of this study, the strategy
pertained to changes in the nature of investments made by the thrifts. Of the three sizes of
savings-and-loan institutions examined, medium-size firms were able to shift their
strategy faster than small or large ones. His study attributed this to the small firms’ lack
of resources and the large firms’ bureaucratic inertia. However, the results also indicated
that the large thrifts expanded into mortgage-backed securities, real estate, and
investment securities faster than smaller firms.

Jennings and Seaman (1994) studied 270 savings-and-loan associations for the
1980-1983 period. The purpose of the study was to determine if savings-and-loan
institutions that adapted their strategy and structure to the changes in the environment
performed at a higher level than those that did not. The results of the study indicated that

savings-and-loan institutions that have an optimal strategy-structure alignment perform at
a higher level than those that do not.
In order to investigate the influence of banks on firms to whom they provide

Y i & T ), Gopinath (1995) investigated the strategies used by banks when their client firms
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are in financial difficulty. The study is based on the resource-dependence perspective of
Salancik and Pfeffer (1978), which states that organizations depend on their environment
for resources. The focus of Gopinath’s investigation was to determine whether the causes
of a client firm’s decline would impact the strategic decision of a bank. The study used
one Canadian banking company and 99 useable responses from the company’s client
firms that were in financial distress. The study revealed that banks had five different
strategies with regard to their client firms in financial distress, ranging from managerial
turnaround to exit. Each of these strategies was influenced by the causes of the firm's

financial problems.

Studies Focusing on General Business Organizations

It is important to note that the two studies summarized in the following two paragraphs,
Miles (1982) and Miles and Snow (1978), are important not because they test existing
theories about organizations and their environment, but because they are instrumental in
establishing typologies of environments and types of strategies. Various researchers using
diverse industries have since further tested these typologies.
Miles (1982) studied the hostile environment facing the tobacco industry and the
industry’s strategic response to this threat. His study stressed the strategic choices that top
managers of organizations have to make to shape their organizations’ strategies. This
study did not seek to test a specific hypothesis:; it sought to accurately describe events,
€ 1ir causes, and effects. The study put forth optimal strategies that organizations may

/d <= I¥>t when faced with various environmental conditions. These strategies were primarily
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divided into three categories: “domain defense.” “domain offense,” and “domain
creation.” In the case of the tobacco companies studied, the “domain defense” strategies
had the goal of legitimizing the nature of the tobacco business. These strategies resulted
in various cooperative moves by the tobacco industry participants. The “domain offense™
strategies were aimed at improving organizational performance through product
innovation and market segmentation. Finally. the “domain creation” strategies were
aimed at finding new markets (such as new international markets) in which to sell
tobacco products, given the hostile environment in the United States.

Miles and Snow (1978) studied a series of industries such as textbook publishing,.
hospitals, electronics, and food-processing industries. Based on these studies, they
identified three strategies adopted by organizations faced with changes in their
environment. These strategies were labeled “defender,” “prospector,” and “analyzer.” The
premise was that successful organizations “fitted™ their strategy, structure, and
environment. These “matched” organizations performed at a higher level than those
organizations that were “mismatched.” Over the years, many researchers have tested this
hypothesis, some successfully, some not. In the hospitality industry, two researchers—
Schaffer (1986) and Dev (1988)—have tested this “fit” hypothesis using Miles and
Snow’s typology of strategies. Dev’s study showed empirical support for the hypothesis,
while Schaffer’s showed partial support.

Smith and Grimm (1987) studied strategic change as a response to a shift in

environmental characteristics after the deregulation of the U.S. railroad industry. The
STuqy collected data via mail questionnaires from the National Industrial Transportation

L “= < gue’s railroad transportation committee. The total sample consisted of 180 committee
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members. Smith and Grimm’s study supports the concept that alignment between an
organization and its environment is a critical element for good performance. Their
findings indicate that most firms change their strategies in response to environmental

variation. Furthermore, those firms that align their strategies to changed environmental

conditions perform better than those that do not.

Other studies that involved regulated industries include the Ramaswamy. Thomas.
and Litschert (1994) study of the air carrier industry. This study shows that even when
€NVironments are heavily regulated, organizations can alter strategies to maintain

p rof"’-ability. However, regulation does act as an environmental constraint on the
orgaIliZation. The Gruca and Nath (1994) study. which noted that regulatory change acts

as - . N .
|AN inertial block on an organization’s strategy. further supports this.
Dev (1988) investigated the relationship between perceived environmental

business strategy, and financial performance in the lodging industry. Testing

Qrae :
STrtainty,
I i le o . , . .
S and Snow’s typology of strategies, the Dev study indicated that hotels that matched

th o -
1x Strategy to the environmental condition performed better than hotels employing

A2 d | oY
<r Strategies.

Lindsey and Rue (1980), in a study of 198 firms in durable, nondurable, and

Sel\' 1ce industries, investigated the relationship between the state of an organization's
ST A ronment (as measured by the degree of stability-complexity) and the completeness of
the O xganization’s long-range planning process. Their premise was that the type of
Vironment in which a firm operates will impact its long-range planning. The results of

< Study indicate that managers of large firms attempt to fit their long-term strategies to
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their environment. Their findings were mixed. but suggest that contingency factors such
as the environment do impact the long-term planning process.
In a study of 64 firms in eight major domestic manufacturing industries, Hall
(1980) investigated the nature of strategies employed by firms facing hostile
environments and related them to financial performance. A variety of strategies existed
among firms facing hostile environments. Successful firms followed similar strategies
when faced with hostile conditions.
In a study of 15 industrial organizations in South Wales, Britain, Dastmalchian
(1986) investigated the relationship between an organization’s dependencies on its
environment and the organization’s goal orientation. The basic argument of his study
used the resource-dependence perspective (Salancik & Pfeffer, 1978). Dastmalchian
hypothesized that the task elements of an organization’s environment (labor, capital
SoOurces, customers, and owners) have an impact on its goal orientation. As such,
Organizational goals cannot be made independent of the organization’s task environment.
D €Pending on the availability or scarcity of these resources, the organization may be
dependent on the different elements of the task environment. This, in turn, will affect the
OTganization’s goal orientation. The data were collected by personal interviews with
Senibior executives of the 15 companies in South Wales. In addition, 144 employees at
these companies were surveyed (86 surveys were useable). Acknowledging the study’s
Stha]l size, Dastmalchian nevertheless said that his results tentatively support the
By e o . o
<thesis. His study shows that as there is an increase in an organization’s dependency
S <
R s customers and market, the employees perceive that the organization’s goals are

Oxj : : .
L& nted primarily toward major customers and competitors. This exploratory study
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shows the dependency relationship between the organization’s task environment and its

goal orientation.

In a study of hospitals, Gruca and Nath (1994) analyzed the ability of hospitals to
change in the face of regulatory changes in their environment. With the introduction of
the Medicare prospective-payment system (PPS) in 1983, a constraint was imposed on

hospitals operating in that period. The constraint was the fixed amount of reimbursement
that hospitals could receive for the medical care given to patients. If hospitals were
unable to draw upon alternative sources of revenue, they would be constrained by the
regulation. The central focus of this study was to determine the factors that influenced the
adapitability of a hospital to these changes. The data used for the study were taken from
the AHA Annual Survey of Hospitals (1986) and HCFA Medicare cost reports for
hospitals in Illinois. Ninety-six hospitals were sampled for the study. The results of the
Study indicate that the ability of a hospital to adapt to regulatory constraints depended on
1ts individual posture. Those that had high occupancies, a diversified customer base, and a

broag range of products and services were more likely to be able to adapt and thrive

Trather than fail.

Jauch, Osborn, and Glueck, (1980) performed a content analysis on 358 Fortune
<A se studies of public corporations from 1930-1974. Only 2 percent of the cases were of
S|xking and investment companies. The result pertinent to the current study involves the
S Tnijlarity of response to environmental stimuli. It <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>