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Abstract 
 

This study seeks to investigate the extent of the impact of intellectual capital on 

profitability, as well as the relationship among intellectual capital elements in lodging 

industry firms pursuing different strategic orientations (differentiation or low-cost 

leadership). Basing these arguments in the resource-based view and using listed hotels 

in Taiwan, this study conducts multiple regression analysis in order to estimate the 

impact of investment in three different intellectual capital types (systems capital, 

customer capital and human capital) on firm performance.  Results show that 

investments in systems capital and human capital directly enhance firm profitability; 

hence the most important ones. However investment in customer capital has to be 

interrelated with systems capital for all the firms studied, or interrelated with human 

capital for firms pursuing differentiation strategy in order to gain incremental positive 

interaction effect on profitability. In addition, human capital contributes more to 

performance of differentiators, than low-cost leaders. This study helps managers to 

identify relevant intellectual capital elements that are essential and consistent with the 

firm strategic orientation and important to enhance financial performance. Current 

research is also useful for independent investors of hospitality industry in terms of 

uncovering important variables that have to be added to the evaluation model of 

lodging. Finally, this study reveals theoretical implications for further research in the 

customer services arena. 

 

Keywords: Intellectual capital investments, strategic orientation, firm performance, 

Taiwan, lodging industry. 
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Chapter One 
 

Introduction 
 
The actual research will examine how strategic orientation (e.g. low-cost leadership, 

differentiation) may influence the choice of investment in intellectual capital category 

in lodging industry in Taiwan and, consequently, how various intellectual capital 

categories (human capital, customer capital and structural capital) may impact 

financial performance of a firm. 

   

1.1 Research Motivation 

 

We live in new era, era of capitalism in which innovation and brainpower increased 

their importance in wealth creation. In a hospitality industry we are moving away 

from deriving wealth from a physical world into one where we gain value from 

intangible, knowledge-based assets (Bradley, 1997, p.54). Generally intangible, 

valuable, rare, mostly inimitable and non-substitutable, are strategic assets capable of 

generating sustainable competitive advantage and superior financial performance 

(Barney, 1991). The fundamental characteristics of intangible assets as strategic assets 

are their rarity, inimitability and non-substitutability as well as their unobservability. 

While many types of intangible assets may qualify as strategic assets, the strict 

application of the above criteria reduces the number to few in general and to 

intellectual capital in particular (Hall, 1993). Riahi-Belkaoui (2003) has proved the 

usefulness of intangibles in general and intellectual capital in particular as a 

sustainable source of superior wealth creation, where net added value is a measure of 

wealth creation.  

“There is little consensus as to what knowledge actually is, many accept that 

knowledge is a primary competitive factor in business today” Dzinkovski (2000) 

identified. According to Hitt (2001, p. 14) “…intangible resources are more likely 

than tangible resources to produce competitive advantage. In particular, intangible 

firm-specific resources such as knowledge allow firms to add value to incoming 

factors of production.” So, an important role of intangible assets is obvious for all 

industries, it can be presented in different forms: convenient location, marketing, data 
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processing, technology, customer loyalty, human capital, etc. (Wu C., 2010). 

Intangible resources are the key motivation behind mergers and acquisitions. 

According to Bradley (1997, p.55) “on average, the real values of the acquired 

corporations were 4.4 times larger than the values reported in the balance sheets.” Lee  

and Ghiselli (2011) went further and studied hospitality industry in particular, their 

results showed that the variability of hospitality companies’ market performance 

could be explained by financial performance only by 32%, meaning that another 68% 

of variability explanation comes from unrecorded in accounting intangible assets. 

It uncovers the reason why many academics and practical scholars are focused on 

measuring intangible assets. The increasing value of knowledge assets resulted in a 

discrepancy between financial performance results and the stock values.  

 

1.2 Problems of Research 

  

Even though wealth creation and competitive advantage have become more dependent 

on intellectual capital and intangible assets, firms cannot trade these assets directly, so 

conventional accounting rules do not measure the value of those intangibles; 

accounting conventions still based on historical costs often understate company’s real 

value (Lev, 1996; Dzinkovski, 2001, p.33).  About 90 to 95% of the differences 

across firms’ annual and quarterly stock price changes are unrelated to their earnings 

(Lev, 1996). Nevertheless, common due diligence approaches largely ignore 

intellectual capital or deal with it in an insufficient manner, because it is more 

difficult to identify and assess intangible assets (Gupta O., Roos G., 2001). In 

practice, 50-90% of the value created by a firm comes, not from management of 

traditional physical assets, but from the management of intellectual capital 

(Dzinkovski R., 2000, p.32). Recent estimates suggest that both quality performance 

and financial performance are significantly dependent on intellectual capital (Saldamli 

A., 2008, p. 357).  

All the previous studies were made as a matter of better understanding of the 

Intellectual Capital effect on the firm performance. However, literature on 

performance studies in the hospitality industry shows that, the financial performance 

demonstrates only the operational performance and cannot present the business 
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performance (Oh, 2001). The sickness of financial performance is that it doesn’t fully 

reflect the true company’s market value, because it totally depends on accounting-

based ratio measures based on tangible assets, which give the picture of firm’s past 

performance. However past performance is not significantly related to the future stock 

returns, but it has been found that past realization of intangible assets is positively 

related to future stock returns.  

Among many scholars, Atkinson and Brown (2001) have shown that British Hotels 

are measuring and monitoring their financial performance dimensions such as 

turnover rate, cost control and profitability in substantial detail, conversely non-

financial dimensions, like intangibles, received little attention.  However financial 

criteria have a number of drawbacks, among which disability to explain future 

performance or quantify improvement efforts in terms of customer satisfaction or 

service improvement or better time management (Ghalayini and Noble, 1996). In 

addition, financial dimensions are unrelated to corporate strategy and do not represent 

the resources such as knowledge and relationships, which according to Pike’s research 

in 2005 are significantly related to organizational performance. 

Many scholars have based their researches on the measurement of the impact of 

investment into unmeasured by accountants assets  (Human Capital, Customer Capital 

and Structural Capital) on firm performance through the assumption that the value of 

intangibles is represented by the difference between the market and book value of a 

company. That technique is called Tobin’s q, it represents the forward-looking, 

market risk adjusted measure, unfortunately still has its drawbacks. In the case, where 

hotels are listed as part of a corporation or are not listed on a stock market at all, the 

market-based value cannot be determined.  

 

1.3 Outline of Thesis 

 

Figure 1.1 below outlines the structure of this thesis, including the five chapters 
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Figure 1.1  

Thesis structure 

 
Source: Developed for this study.  

 

1.4 Purposes of Research 

 

Hospitality service firms have to make decisions about investments in different 

categories of both tangible and intangible assets. Traditional accounting does not 

measure the value of intangibles, especially the value and impact of intellectual 

capital on firm profitability, thus the purpose of this research is to show the 

importance and returns of investments in intellectual capital for customer service 

industry, on the example of Taiwan listed hotels. 

 

Furthermore, profit organizations’ decision-makers question themselves: which 

category yields the highest return? Should a firm focus and heavily invest in its 

employees who offer expertise and deliver best quality service? Or should managers 

focus more on marketing and brand building, and pay franchising fees to obtain 

immediate awareness and brand reputation? Or should they concentrate on operations 

procedure, hence acquire operations knowledge from external providers? The goal of 

this study is to provide practitioners with the answers to upper questions and uncover 

how various intellectual assets shape firm performance, relative importance of 

investments in intangible assets and the magnitude of their effect on profitability, 

especially when hotels operate under different strategic orientations.  

 

 

Chapter	  1:	  Introduction	  

Chapter	  2:	  Literature	  Review	  

Chapter	  3:	  Methodology	  

Chapter	  4:	  Data	  Analysis	  

Chapter	  5:	  Conclusion.	  Recommendations.	  Limitations.	  	  
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1.5 Significance of the Study 

 

The study is aimed to be meaningful for hotel managers and other industry players 

and decision makers. The effects of investment extend into the future and have a 

decisive influence on the rate and direction of firm’s growth. Wrong capital allocation 

leads to undesirable and unprofitable expansion of assets, what results in high 

operating expenses. So, wrong investment allocation would not let the firm to 

maximize profitability, be competitive to its rivals, maintain market share, etc. This 

study is important, because it helps decision makers to avoid wrong investments 

through identification of relevant intangible assets that are essential and consistent 

with the firm strategy. The study contributes to financial performance enhancement of 

a company. 

 

The study contributes to the external investors through providing them with the 

intangible assets' “missing” information. Since traditional accounting rules measure 

only tangible assets, firm’s real value cannot be evaluated correctly, allocating more 

to the shareholders and influencing potential investors’ decision making. Current 

study aims to explain the impact of intellectual capital on financial performance of a 

firm, hence contributes to determine a more accurate measure of the long-term value 

of lodging industry players.   

 

Finally, current research is important for Taiwanese economy in general. Service 

sector in Taiwan was accounted for about 67% of the country’s GDP in 2010. 

Tourism industry is the fastest rising one (YOY 25% since 2009) and one of the 

largest portion of all tourism expenditure was on accommodation 9.06%. So, 

investment decisions of various hoteliers would have an effect not only on a particular 

firm, but whole industry, its development and country’s profitability.  

 

Key Words 

 

Intellectual Capital 

Intellectual capital can be represented by knowledge, information, intellectual 

property, experience and other knowledge-based items that can be put to use to create 
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wealth (Stewart, 1997). According to Sveiby (1997) and Magrassi (2002)  it is the 

difference in value between tangible assets (financial and physical) and firm’s market 

value. 

 

Structural Capital 

Structural capital, also often named as systems capital (or process capital) may be 

developed by a firm internally or acquired externally. Structural capital represents the 

codified knowledge bases that do not exist within the minds of employees, e.g. 

databases, filing cabinets, organizational routines (Bontis 1996). 

 

Customer Capital 

Defined by Bontis as relations capital, it incorporates connections outside the 

organization including the knowledge embedded in customers, suppliers, related 

industry associations, and everyone it takes to attract and retain loyal customers 

(Choo and Bontis, 2002). 

 

Human Capital 

According to Bontis (2002) human capital embodies the knowledge, talent and 

experience of employees; it is a source of innovation and strategic renewal; is the 

profit lever of the knowledge economy.  

The concept of human capital recognizes that not all labor is equal and that the quality 

of employees can be improved by investing in them. The education, experience and 

abilities of an employee have an economic value for employers and for the economy 

as a whole (http://www.investopedia.com/terms/h/humancapital.asp). 
 
Strategic Orientation 

According to Porter (1991), strategic orientation is a combination of the goals for 

which the firm is striving and the means (policies and actions) by which it is seeking 

to achieve its targets.  

Strategy denotes the firm's position in its industry. Two orientations were identified 

by Porter (1991), which are: low-cost leadership and differentiation. Low-cost 

leadership reduces costs below those of competitors for a given level of quality. 

Differentiation champions developing products that customers value and that rivals 
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find hard, if not impossible, to match or copy.  Differentiation accelerates innovation, 

whereas cost leadership champions efficiency (Daniels, Radebaugh, Sullivan, 2013).  

 

Lodging Industry 

Lodging is a sub-category of hospitality industry that mainly includes different types 

of accommodation, in the root it is a set of products and services that have evolved 

out of guest needs and preferences (Clayton and Powers, 2008). 

 

1.6 Taiwan Tourism Industry Introduction 

 

Tourism in Taiwan is becoming more and more attractive topic to discuss for 

economists and business people. Presented recent growth rate make tourism one of 

the fastest rising industry. In 1976 Taiwan welcomed its first million visitors, in 1989 

two million visitors arrived, in 2005 the number reached three million visitors mark, 

then year 2009 surpassed four million mark, in 2010 and 2011 – Taiwan welcomed 

six and seven million visitors respectively and reached average 25% growth rate year 

over year (Tourism Bureau, 2010). It is obvious that tourism industry in Taiwan is 

gaining momentum and clarifying its position on the international arena. 

 

The main purpose of international travellers visiting Taiwan is tourism and pleasure. 

This sector has grown by 48.8% since 2006 and reached 4,677,300 visits (64% of 

total number) in 2012. Taiwan considered to be a country with high-tech technology, 

so it has another very important group of visitors for both Taiwanese economy and 

lodging industry - business people, who travel constantly to Taiwan on continuous 

basis rather than one time for tourism purpose. Hotel stay satisfaction results in 

loyalty to accommodation provider and increases the chance for future retention. 

 

However, it is not only foreigners who are traveling in Taiwan, Taiwanese nationals 

also travel domestically: in 2010, locals took 120 million domestic trips, spending 

$23.81 billion on travel-related activities, while more than NT$27.59 billion was 

generated in foreign receipts, meaning that local travelers’ segment plays an important 

role in Taiwanese tourism industry. Hence, total contribution from tourism sector was 

51.4 billion NTD in 2010.  
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The largest portion of all tourism expenditures was on transportation (32.28%), 

followed by shopping (24.06%), dinning (21.89%), and accommodation (9.06%). So, 

4,656,800,000 NTD (NTD 51.4billion x 9.06%) were generated by Taiwanese hotels 

in 2010, proving that hospitality industry plays an important role in Taiwan’s inbound 

market. 

 

To sum up, tourism industry is an important economic influencer and a profitable 

business in Taiwan, so the current thesis contribution would be meaningful. With the 

growing tourism and increasing inbound visitors, hotels quantity in Taiwan would 

increase, however simultaneously lodgers should pay more attention to service quality 

and maintain it at a certain level. It should be kept in mind that a current traveler is 

more experienced, more demanding and possesses higher expectations in terms of 

value for money. Hence, Taiwanese government together with hospitality players has 

to develop a professional and competitive service with well-trained, courteous and 

attentive human resources, who would be supported by organizational structure and 

systems. 

 

1.7 Taiwan Service Industry Introduction 

 

The service sector, including the hotel industry, has been the main contributor to the 

growth of the Taiwanese economy during the last decade. According to the Council 

for Economic Planning and Development (CEPD), the service sector in Taiwan has 

largely accounted for a New Taiwan (NT) dollar at $9.1 trillions consisting 67.1% of 

the country’s GDP in 2010. Service sector has become the main body of Taiwan’s 

economic activities as well as the most important source of jobs (providing 58.8% of 

the overall number of employment). 

 

Besides, among Taiwan’s service industry development plan are such strategies as 

enhancement of the international competitiveness of Taiwan’s service industries and 

creation of differentiated services. Government realizes that achievement of these 

goals would greatly depend on the workforce and human resource development at a 

certain quality. So, strengthening talent cultivation, promoting service industry-related 

academic courses, increasing the practical content and reinforcing job-skill training in 
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schools, enhancing foreign-language capabilities are some objectives to improve the 

quality of human capital thus provide sustainable competitive advantage for Taiwan’s 

lodging and service industry in general (CERD, 2009). 

 

Service and especially hospitality industry has its own specialties: working 

environment, everyday uncertainty, dealing with dynamic changes, facing different 

clients with similar and unfamiliar cultural backgrounds - all these demand lodging 

firms to create unique organizational culture and climate, and managerial efficiencies 

to get over work situations. Those climate and efficiency could be reached only 

through implementation of hidden assets, which cannot be duplicated easily and 

eventually lead to competitive advantage. For lodging industry, innovation and 

competitive advantage come from intellectual capital (Saldamli, 2008, p.351; Lee and 

Ghiselli, 2010). 

 

1.8 Taiwan Lodging Industry Introduction  

 

According to King (1995) hospitality is characterized by a mixture of tangible and 

intangible products, interpersonal relations and simultaneous production or delivery of 

service. He highlights the significance of employee service orientation in the industry. 

Hospitality is a broad category of fields within service industry, which includes 

lodging, food and beverage (F&B), event planning, cruise line and other fields within 

tourism industry. (http://en.wikipedia.org/wiki/Hospitality_industry) 

 

Lodging is a hospitality’s sub-category that mainly includes different types of 

accommodation. In the root, it is a set of products and services that have evolved out 

of guests’ needs and preferences (Clayton and Powers, 2008, p. 265). People who 

travel and stay away from home for more than a day need lodging for sleep, rest, 

safety, shelter, storage of luggage and access to common household functions 

(http://en.wikipedia.org/wiki/Lodging). 

 

In 2011 Taiwan lodging industry was represented by 106 hotels with total amount of 

rooms equal to 50,666. Among the upper mentioned hotels 70 are international middle 



	   10	  

and higher scale hotels and 36 are standard tourist hotels (home stays, guesthouses, 

youth hostels) (Tourism Bureau, 2012). 

 

Due to current industry position and importance to country’s development, lodging 

industry was selected as the setting to this study. Besides, it provides an opportunity 

to discover the importance of intellectual capital investment identified in the previous 

studies as significant to hospitality industry players. Furthermore, lodges are using 

uniform system of accounts for hotels, making it possible to acquire an identical 

breakdown of expenses by department across individual hotels, which are critical 

resources to conduct this study. Plus, this enabled researchers to minimize data bias. 
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Chapter Two 

 

Literature Review 

 
The following chapter briefly describes relevant to this research concepts, covering 

customer capital, human capital, structural capital, and different types of intellectual 

capital interactions, also differentiation and low-cost leadership strategic orientations.  

 

2.1 Studies on Intellectual Capital  

 

Intellectual capital has been firstly defined by Stewart in 1997 as "the intellectual 

material - knowledge, information, intellectual property, experience - that can be put 

to use to create wealth." In 1998 The Society of Management Accountants of Canada 

defined intellectual assets as “those knowledge-based items, which the company owns 

which will produce a future stream of benefits for the company”.  Later, in year 2000, 

Dzinkovsky would say: “Intellectual capital can be thought of as a total stock of 

capital or knowledge-based equity that the company possesses.” According to Bontis 

and Fitz-Enz (2002), effective management of intellectual capital assets will yield 

higher financial results. 

In our research, we would adopt the three-category classification model taken from 

Bontis (1998), who states, that intellectual capital consists of human capital, structural 

capital and customer capital. Intellectual assets are highly distributed, difficult to find 

and prone to leave. They are in peoples’ heads, in employees’ notes, in memories 

from past experience, on computer discs and in networks. However, combination of 

human assets and company structures is critical; intellectual capital includes the 

access to and the use of all employee knowledge and applied experiences and also the 

company’s organizational structure, technology and systems. Without structure 

human being is notably less effective and efficient at wealth-creation (Bradley, 1997, 

p.58).  Besides, structural capital belongs to the organization as a whole. It can be 

traded, it is kind of “tangible” intangible asset, something that can be shared and 

reproduced at large scale and relatively low cost, it also stays with organization, 
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whereas human capital is the source of innovation and stays with the employee and 

his individual knowledge/ skill/ talent. Thus, human capital doesn’t belong to the 

company and cannot be replicated. However, based on Edvinsson and Malone (1997) 

example of Skandia Navigator case, human capital is still the heart of an organization, 

while systems capital and customer capital are its walls: 

Figure 2.1   

Relationships between different types of intangible assets 

 

 

 

 

 

 

Source: Skandia Navigator (Edvinsson and Malone, 1997) 

Later in 2000, Fitz-Enz would say that accounting function (accounting focus in 

Skandia Navigator case) is only telling the state of past financial health, but it says 

nothing about the future. To see the future, we need leading indicators, which are able 

to create competitive advantage and enhance firm’s future financial performance.  

Bontis also mentioned that, the three constructs that make up Intellectual capital are 

known to affect each other positively. In other words, an intellectual employee 

(human capital) is practically useless without the supportive structure of an 

organization (structural capital) that can utilize and nurture his or her skills.  Rudez 

H.N. and Mihalic T. in 2007 demonstrated that the connection between human and 

structural capital in the hotel industry is stronger than any other capital combinations. 

1
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They have also shown the impact of structural, human, end-customers and non-end 

customers on financial performances. Their research has also shown that very well 

developed non-end-customer-relationship capital has the strongest connection to end-

customer-relationship capital (business partnership impact on customers’ wants and 

requirements, where business partners are commercial partners, governments, tourism 

promotion organizations, the media, etc.), which is in turn strongly connected with the 

firm’s financial performance (Rudez, Mihalic, 2007, p. 198). The following is more 

specific and deep introduction of tree-category intellectual capital classification.  

2.1.1 Introduction to Customer Capital 

 

Customer (relational) capital incorporates connections outside the organization 

including the knowledge embedded in customers, suppliers, related industry 

associations, and everyone it takes to attract and retain loyal customers (Choo and 

Bontis; Walsh , Enz and Canina, 2008). However to create, accumulate and leverage 

linkages and relationships to external marketplace entities is not that fast or easy. The 

process addresses all aspects of identifying customers, creating customer knowledge, 

building customer relationships through service programs development and execution, 

and shaping their perceptions of the organization and its products (Srivastava, 1998).   

Strong, favorable, and unique firm associations in customer’s memory are able to 

influence his decision-making process and result of it. It usually occurs if a company 

develops customer-based brand equity. Brand, according to American marketing 

association dictionary (AMAD), is the “name, term, design, symbol, or any other 

feature that identifies one seller's good or service as distinct from those of other 

sellers” because of customer’s brand knowledge (including brand awareness and 

brand image). Fundamentally, it produces greater consumer, because favorable beliefs 

and attitudes for the brand are manifested in repeat buying behavior, so it increases 

profitability through enhancing revenue; and conclusively decreases vulnerability to 

competitive marketing actions (Keller, 1993 p. 8; Park, 1991). Besides previously 

mentioned benefits, brand affects consumer’s willingness to pay a price premium for 

product/service, so provides owner with a higher margin (Wu, 2010; Netemeyer, 

2004; Srivastava, 1998) making it a must-have in hospitality industry.  
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However to build a brand with attachment, trustworthiness, consumer added value 

and respectable social image takes long time, so in order to save on opportunity costs 

and obtain an immediate access to unique, positive brand identities, image, 

associations, awareness and reputation, hotels enter into franchising contracts. Keller 

found that acquiring brand identities, such as brand name, symbol or logo, hotel 

immediately increases its awareness, which greatly effects consumer decision making, 

because firstly, consumer correctly generates a brand from memory when thinks about 

product category, so having a brand with high awareness increases the likelihood that 

the brand (and the hotel) would be among members of a consumer’s consideration 

list. Secondly, awareness helps consumers correctly discriminate particular brand 

from other competitors. Furthermore, customers’ lack of consumer motivation (in a 

business trip, when company is paying for a hotel, when hotel is just a necessity - a 

place to sleep) or lack of consumer ability (when consumer doesn’t know anything 

about other brands or a place he is going to) results in consumer low involvement. 

Previous studies suggest that consumers are likely to base their choices on brand 

awareness considerations under low involvement circumstances. Finally, brand 

awareness influences the formation and strength of brand associations in the brand 

image. In summery, customer-based brand equity plays a very important role in a 

product/service life, and franchising or acquisition of a brand with strong positive 

associations simplifies life of a company greatly. 

 

In hospitality industry, a hotel can affiliate ten-year Holiday Inn brand for Total 

Royalty Fee USD 2,451,752 on its property. With this contract it purchases assess to 

Holiday Inn’s name, logo, goodwill, marketing, customer relationship management, 

referral and reservation systems, but what is very important is it gets access to its 

brand awareness and customer’s recognition through Holiday Inn logo (Rushmore, 

2009), so market acceptance time is reduced (hotel owner benefit), simultaneously 

customer solution development cycle time is minimized (customer benefit). 

From a financial point of view, strong customer capital contributes to greater 

customer loyalty leading to high retention rates, hence lowering cash flow 

vulnerability, risks, and, therefore, lower costs of capital and higher price-earning 

multiples (Srivastava, 1998). The recognition of customers, brands, loyalty programs 

as market-based assets brings a question weather marketing expenditures should be 
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treated as operating expenses or capital investments (Srivastava, 1998). In this 

research we agree with the previous studies and are to raise the same question if 

advertisement, marketing and brand costs should be in an expenses category or should 

be recognized as an investment. Besides, marketing expenditures have return, which 

is shown in the future revenues and cash flows, however it has never been studied or 

calculated as a return, because “Customer Capital Investment” category has never 

existed.        

 

2.1.2 Introduction to Systems Capital 

 

Structural capital is “the embodiment, empowerment, and supportive infrastructure of 

human capital”, is where the value added by the nonlinearities of the knowledge 

creation process is assumed to reside (Edvinsson, 1997; Bontis, 1998). Structural 

capital is everything in an organization that supports employees (human capital) in 

their work. It is a nonhuman stock of codified operational knowledge which helps to 

plan, organize, lead and control the staff to deliver promised service to a client. 

Structural capital includes hardware, software, processes, patents, organizational 

culture, information system, proprietary databases, etc. According to Bontis, it is 

structural capital that allows intellectual capital to be measured and developed in an 

organization. 

Theoretically, structural capital, also often named as systems capital (or process 

capital) may be developed by a firm internally, however to build systems capital 

requires a long learning scale, hence the majority of lodging industry members- 

property owners acquire structural capital through contracting external management 

providers. The length of management contract may vary from 5 to 20 years. 

Management company receives a base fee (3-5% of total revenue regardless net 

operating results because they are nonprofit guarantee contracts), brand fee (depends 

on number of rooms), incentive payments (3% of gross operating profits), sales and 

marketing fees, training fees, reservation fees, and salary packages for expatriate 

managers, so at the end of the day, the sum is pretty big. For hotel owners, 

management contracts even though often criticized for being too expensive, give 

access to the global distribution system, reservation referrals from the management 

parent company, well-recognized brand name, standard operating procedures (SOPs) 
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and management expertise. Yet trends are changing, owners are becoming more 

experienced, thus more powerful negotiators. To decrease the gap between payment 

fee and obtained value, they now ask management contractors to take bigger risk 

responsibility through adjusting percentage distribution of a base fee and incentive 

payments, hence turn the agreement to being more advantageous to property owners 

(Enz, 2002, p 952). 

  

To illustrate managerial contract, an example from Hong Kong hospitality industry is 

provided: 

A hotel management company Marco Polo Hong Kong Management Limited 

(MPHML) and The Hong Kong Hotel Limited (HKHL) entered into the “Hotel 

Management Agreement” dated 2 April 2007, for the appointment of MPHML as the 

manager of the Hotel for a period expiring on 31 December 2012 to supervise, direct, 

manage and control the operation of the Hotel for HKHL, which is the owner of the 

property. The management fees payable under the Hotel Management Agreement to 

the service provider for the financial year ended 31 December 2010 amounted to 

HK$32.9 million (NTD 125,677,637). Which included management fees of HK$26.7 

million (NTD 102 mil) (2009: HK$22.7 million (NTD 86.71 mil)) and marketing fees 

of HK$6.2 million (NTD 23.68 mil) (2009: HK$5.4 million (NTD 20.63 mil)). The 

purpose of the appointment of MPHML as the Hotel’s manager under the Hotel 

Management Agreement is that HKHL may continue to benefit from MPHML’s 

expertise in the operation, direction, management and supervision of the Hotel. 

(Harbour Centre Development Limited, Annual Reports 2010). 

2.1.3 Introduction to Human Capital 

 

Human Capital can be defined as the human factor in an organization: the combined 

intelligence, skills and expertise that gives the organization its distinctive character 

(Choo and Bontis, 2002). Human capital is closely linked to innovation capital. 

Employees must be relied on to carry out the internal processes of a company, while 

performing customer services, meaning their attitude and behavior would affect 

process efficiency, service quality and at the end customer satisfaction (Wang and 

Chang, 2005). 
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In customer service companies, both service employees and professional employees 

are beneficial and carry differential value to the company. Professional employees are 

the intellectual base of a firm, their expertise, skills and knowledge are thought to be 

unique and tough to acquire. Professionals shape the firm’s vision and strategy, they 

also ensure its execution through communication and training. The other part is 

service employees or frontline employees, - those who present the company, interact 

with the customer and deliver the service. They are the strategy executers and mostly 

seen as easy to recruit in the labor market.  

Human capital may be acquired or developed within a firm (most frequent in 

hospitality industry), therefore making it a firm-specific valuable asset. Implicit 

knowledge (internal routines, idiosyncrasies of important clients, nuances in service 

providence, etc.) that is transferred to the employees, makes them the most complex, 

rare and only possible be acquired through its practice asset, hence a sustainable 

resource of competitive advantage (Hitt, Berman, and Kochlar, 2001; Grant, 1996). 

Even though human capital considered to be a valuable must-be; however in service 

companies, especially in the case of frontline employees, who are hired at a low wage 

basis and low skills, return on investment (ROI) in human capital is poorly 

understood, hence rarely presented. More than that, employees salaries and wages are 

treated as current-period expenses, not an investment, so where investment is zero, 

return on investment is also zero. Besides, very often service staff is not considered as 

a source of competitive advantage, so often in order of cost saving or when following 

cost leadership strategy, the company would minimize its expenses/investment in 

employees (Flamholtz, Bullen and Hua, 2002).  

However, if we take a brochure of midscale, upscale or luxury accommodation 

provider, we would find that it emphasizes hotel’s courteous service and rigorously 

trained associates; if we look through comments of hotels’ guests around the world, 

we would find the reasoning of clients’ retention to the same hotel: “Service with a 

smile. Efficiency of staff. Very friendly and service-minded staff”, - the majority of 

retention reasons would be: staff and service. Guests’ comments raise an issue that not 

all labor is equal and that the quality of service and employees differ. Everything that 

differs can be improved. It is crucial to understand that education, experience and 

abilities of employees have an economic value for employers, and improving those 



	   18	  

factors through investment in development programs, training, better compensation 

packages would lead to employees’ higher satisfaction level and motivation, hence 

lower turnover. According to Bontis and Fitz-Enz (2002) training and employee 

satisfaction have positive effects on human capital. So, we argue that service 

employees along with professionals are a very solid source of competitive advantage, 

and can bring, as well as structural and customer capital, higher profitability to the 

firm. Human capital is an asset, and has its ROI.  

So far, according to the previous researches, investment in intellectual capital plays a 

significant role in firm’s wealth creation, however we believe the concept “one size 

fits all” is not appropriate for lodging industry, furthermore profitability and 

investment priorities might differ according to the company’s strategic orientation.  

Table 2.1  

Examples of Indicators 

IC categories IC sub-categories Investment 

Human capital § Employee competence 

§ Employee attitude to work 

§ Employee innovativeness 

§ Friendliness of stuff 

 

Employee wages and 

salaries, bonuses and 

other benefits, employee 

recognition system, 

training.  

Structural capital § Organizational structure  

§ Support infrastructure 

(information/communication 

technology, hard- and 

software, processes, etc.)  

Management fees 

 

Customer capital § Customer satisfaction and 

loyalty programs  

§ Reputation, brand and image 

§ Franchise fee 

§ Marketing, 

advertising, selling 

expenses 

Source: Developed for this study. 
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2.2 Studies on Strategic Orientation 

 

Porter (1986) corroborates the perception of strategy as plan and position. He 

describes strategy as a combination of the ends (goals) for which the firm is striving 

and the means (policies) by which it is seeking to get there. Strategy is a pattern in 

actions over time and as a perspective, it focuses on the vision and direction of the 

firm. Strategic planning set the stage for the rest of planning in the organization. It 

involves defining a clear company mission and purpose at the corporate level, setting 

detailed supporting firm objectives that guide the whole company, designing sound 

portfolio of business and product/service that is best for the company i.e. the 

marketing strategies, and coordinating functional strategies like the form of finance, 

investment, dividend, staffing, remuneration, incentives and welfare packages. 

Strategic orientation is collectively known as positional advantage because it denotes 

the firm's position in its industry as a leader in either superior services 

(differentiation) or cost (low cost leadership). John Shank and V. Govindarahjan in 

1989 argued in their research that performance evaluation needed to be tailored to the 

strategy being followed by a firm. They believed in a supportive argument that 

different strategies imply different tasks and require different behaviors for effective 

performance. Meaning that intellectual capital investment would depend on weather 

the service company chooses to follow differentiation or low-cost leadership strategy 

(Porter, 1980). Differentiation champions developing products that customers value. 

Its goal is to offer unique attributes to clients whose perception of them as superior to 

alternatives supports charging a premium price, besides rivals find it hard, if not 

impossible, to match or copy. Approaches include brand loyalty (Coca-Cola in soft 

drinks), superior customer service (Ritz-Carlton), premium real estate slots for Zara 

shops, etc. Low cost leadership focuses on the achievement of the lowest cost relative 

to its competitors. Low cost may be achieved through approaches such as economies 

of scale in production, learning curve effects, tight cost control, etc. in areas such as 

R&D, service, advertising and others (Porter, 1985; Shank and Govindarahjan, 1989). 

In other words, cost leadership strategy requires the sale of a “standard or no-frills” 

product (Porter, 1985 p.13) combined with “aggressive pricing” (Porter, 1985).  Thus, 

the strategy involves making a “fairly standardized product and underpricing 

everybody else” (Kiechel, 1981 p.181).     
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However, the relationship between differentiation and cost is not always so simple: 

“low overall cost position may not be incompatible with differentiation” (Porter, 

1996). There have been many scholars among who Mitzberg, Miller and Dess, 

Dickson and Ginter, Speed and others who questioned the preciseness of Porter’s 

model and if it represents a set of generic strategies or just dimensions of strategies.  

Besides, in recent researches scholars questioned: 1) if Porter’s cost leadership 

strategy is not really a low-cost strategy but a differentiation strategy based on low-

price; and 2) if differentiation strategy can lead to market share leadership which, in 

turn, can lead to economies of scale and eventually to low cost. So, keeping recent 

findings and critiques in mind, we do not insist on a mutual excluding factor of cost 

leadership and differentiation strategy, but consider them as given, independent, 

company-chosen scenario factors for our research objective. 

 

2.3 Hypotheses development 

 

Different strategies require different managerial action plans, resource allocations and 

expenditures to achieve sustainable profitability and superior performance.  

Fruitfulness often depends on capital allocation and expenditures (which are 

investments) in different assets. Intellectual capital investment is an investment into 

intangible assets, which over time create value beyond the cost. The created value is 

the return on an early made value-enhancing investment, which increase the profit of 

a company. Besides, as we mentioned above, in order to bring profit, different 

strategies require different resources and values, so the investment would be different. 

Hence, two strategic orientations demand different intangibles investment portfolios. 

Thus the following set of research questions guided this study: 

 

Q1. Is there any significant impact of strategic orientation on firm financial 

performance? 

 

Q2. Is there any significant difference in investment decisions for firms pursuing 

different strategic orientation? 

 

Q3. Is there any significant impact of investment in intellectual capital on financial 
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performance in Taiwanese upscale hotel industry? 

 

Q4. Is there any incremental interaction effect among various intellectual assets? 

 

Based on literature review, issues discussed in relation to investment in intellectual 

capital, profitability and strategic orientation, a conceptual model of this study was 

formulated in the following research hypotheses. 

 

According to Porter (1985), differentiation strategy and low-cost strategy are 

fundamentally different, so to sustain competitive advantage, different resources, 

strengths and organizational arrangements are needed (Aulakh, Kotabe, and Teegen, 

2000), key success factors would differ and profitability origins are not the same. So, 

low-cost leaders are able to low the prices, because firms gain a relative advantage 

from their low labor and production costs, and beat their competitors getting bigger 

market share, hence reach above-average financial performance. In contrast, 

differentiators are creating unique customer value through innovation, superior 

service and product quality, updated technology and differentiated brand image, for 

what differentiators charge their customers higher prices (Frambach, Prabhu, and 

Verhallen, 2003). Origins of differentiation strategy represent more durable source of 

competitive advantage, because it is more difficult for competitors to imitate. So far, 

each strategy provides with some drawbacks and benefits, and requires diverse 

capitals, skills and procedures. Given the differences between two strategic 

orientations, this study aims to find which strategy works best for Taiwan lodging 

industry in terms of profit generation; therefore the first hypothesis was developed: 

Hypothesis 1: There is difference in profitability between differentiation-oriented and 

cost leadership-oriented firms. 

 

Different intellectual categories lead to different firm competitive advantages, plus the 

differences between two strategic orientations and requirement for diverse inputs in 

order to obtain financial profitability inspired this study to find out: investments in 

which intellectual capital categories would lead to firm’s financial success. So, the 

group of hypothesis 2 was established: 

Hypothesis 2: Relative importance of various intellectual capital categories on 
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financial performance of firms pursuing cost-leadership strategic orientation. 

 

For low-cost leaders operational efficiency is a critical component, and probably the 

nature of existence (Porter 1985). They offer standardized service (product) in 

exchange for lower price that attracts price sensitive customers. To reach these 

efficiencies, the company has to create a template for operational knowledge.  

According to Grant (2008) hotels that pursue a low-cost leadership strategic 

orientation benefit from obtaining access to economies of scale through volume 

purchasing and economies of learning via efficient service design through process 

innovation, and via improved organizational routines and frameworks. Economies of 

scale, guests’ high turnover rate and moving along the learning curve are essential 

factors for a service provider to be able to offer a customer a standardized product, 

and simultaneously be able to minimize costs without giving up profitability. The 

easiest and fastest way to obtain those benefits is to get a management contract with 

operations templates, access to the global distribution system, reservation referrals 

from the management parent company, standard operating procedures (SOPs) and 

administration expertise. Management contract provides with immediate systems 

capital. Hence, the next hypothesis is as following:      

Hypothesis 2a: For Taiwanese hotels that pursue a low-cost leadership strategic 

orientation, greater investments in structural capital will lead to higher firm 

performance. 

 

Franchising is another attractive form of contract for low-cost leaders. This kind of 

contract provides the property owner only with customer capital. After agreement on 

a payment conditions and maintenance of franchisor’s actual standards, permit of 

brand usage is turned to franchisee. Along with the brand,- awareness, recognition, 

and desirable reputation are acquired, which were verified to be important for players 

in service industry, so Hypothesis 2a were established: 

Hypothesis 2b: For Taiwanese hotels that pursue a low-cost leadership strategic 

orientation, greater investments in customer capital will lead to higher firm 

performance. 

 

As long as customers’ expectations towards low-cost and low-price hotel are 
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relatively low and only anticipate basic, no-added value service/product, we believe 

that additional investment in human capital would have no significant impact on the 

hotel profitability, hence the following hypothesis was developed: 

Hypothesis 2c: For Taiwanese hotels that pursue a low-cost leadership strategic 

orientation, greater investments in human capital will not lead to higher firm 

performance. 

 

Hotels that pursue a differentiation strategic orientation compete by selecting one or 

more attributes that buyers in an industry perceive as important, and uniquely position 

themselves to meet those needs. The firm is rewarded for its uniqueness with a well-

defined market segment who they charge premium price (Porter, 1985). Intellectual 

capital and particular categories of it have to be developed in order to be able to 

deliver high quality service, so the next group of hypothesis was developed in order to 

discover must-have and nice-to-have intangible assets for firms with differentiation 

strategy: 

Hypothesis 3: Relative importance of various intellectual capital categories on 

financial performance of firms pursuing differentiation strategic orientation. 

 

In the case of differentiation strategy, structural capital would provide with 

operational foundation for customer service delivery, and a basis for business process 

in general. Systems capital is an organizational capability of a firm necessary to meet 

market requirements. It provides individual members of the organization with 

technical support they need in order to offer added value to their customers, what is 

achievable through product or service innovation (Saint-Onge, H. 2000). So, 

hypothesis 3a was developed: 

Hypothesis 3a: For Taiwanese hotels that pursue a differentiation strategic 

orientation, greater investments in structural capital will lead to higher firm 

performance. 

 

Hospitality is an industry where the product is service, so differentiators have to build 

a customer-focused service delivery system. Hotels that pursue a differentiation 

strategic orientation are associated with high costs, however the return from loyal 

customers, who are willing to pay for a unique service, offsets firm’s expenses. We 
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assume that customer capital is important for differentiators, because it creates 

customer’s “mind-set”, such as knowledge, feelings, attitude, perceptions with respect 

to the brand. Brand’s important function is to differentiate a particular company’s 

offering from the others in the market through, firstly, delivering a message of quality 

certification, and secondly, helping customers to ease and organize their shopping 

experience. A correct mind-set is important for a firm, because it enables the 

organization to attract new and retain loyal customers. Customers perceive that a 

strong brand may reduce the risk associated with the purchase, hence have more 

inelastic response to price increases. In other words, clients who are loyal to a 

particular brand or to a particular company are less elastic to the price changes and 

may be willing to pay a higher price (Ambler, Bhattacharya, Edell, 2002). An 

opportunity to charge a higher price, means to earn higher margins and enhance firm’s 

profitability, so the following hypothesis 3b was developed: 

Hypothesis 3b: For Taiwanese hotels that pursue a differentiation strategic 

orientation, greater investments in customer capital will lead to higher firm 

performance. 

 

Furthermore, except structural and customer capital, development of human capital is 

essential for differentiation-oriented hotels. In customer service industry when we 

speak about differentiators, we primarily emphasize service standards, discreet, 

personal attention to every guest in order to satisfy and delight the customer. Many 

hoteliers have already recognized that the key to a successful and profitable hotel is 

service, and service comes from employees (both professional and service). Hudson 

(2001) has named human capital as key dimension of performance in service sector. 

By definition, human capital is “…the capabilities of the individuals in an 

organization what are required to provide solutions to customers”. In the hospitality 

industry the human capital could be divided into service employees and professional 

employees. Service employees are those who help the company to communicate its 

vision and position, they are the ones who deliver the unique service experience to 

customers and create long-term relationships based on trust and guest satisfaction. 

Reinartz and Kumar (2000) have shown that mismanagement of customer loyalty 

leads to unprofitability, highlighting the importance and high profit potential in loyal 

customer base development through service personalization. Hence, service 
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employees play an important role in capital generation through competence 

(represented by skills and education), attitude (behavior of employees towards their 

work) and intellectual ability (innovativeness, openness to changes and customers 

problems resolution) (Roos 1997, p. 32). Even though the operating standards and 

brand may communicate luxury and exclusivity, the service the guest receives is the 

key to firm uniqueness and differentiation. Professional employees are important for 

back office support, exclusive service design and training service employees.  

Besides, professionals are responsible for implementing hotel’s overall positioning 

strategy, leading staff towards vision. Given the arguments, we would hypothesize the 

following: 

Hypothesis 3c: For Taiwanese hotels that pursue a differentiation strategic 

orientation, greater investments in human capital will lead to higher firm 

performance. 

 

However, according to Stewart (1999) and Sveiby (2001) the product/service value is 

not created directly from the intellectual capital. But can be generated by flows within 

intellectual capital, which shows the importance of interactions between intangibles, 

yet importance and magnitude of impact might differ according to the strategic 

orientation. So, groups of hypothesis 4 and hypothesis 5 were developed. 

Hypothesis 4: Relative importance of interaction effects among various intellectual 

capital categories on financial performance of firms pursuing low-cost leadership 

strategic orientation. 

 

For low-cost leaders intellectual capital relationships between systems capital and 

customer capital are important, because organizationally - managed distribution 

channels and other similar marketing processes are often treated as structural capital 

(Namasivayam K. 2006). So there might be an incremental impact of customer capital 

and systems capital interaction effect on the firm financial performance, thus 

hypothesis 4a was established as following: 

Hypothesis 4a: The interaction of structural capital and customer capital would have 

an incremental positive effect on firm profitability for Taiwanese hotels that pursue a 

low-cost leadership orientation. 
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According to Engstrom (2003), the strongest relationships in hotel industry are 

between human and structural capital, because software, hardware, databases, 

management templates are all good, but all of the mentioned are designed to support 

employee’s productivity (human capital). Even though, we suppose that expenditure 

on human capital won’t affect profitability of low-cost leaders directly, yet we suggest 

that human capital productivity and impact on firm performance would be boosted 

through systems capital support. (Saint-Onge, 2000; Dzinkowski 2000). Hence, 

hypothesis 4b was settled: 
Hypothesis 4b: The interaction of structural capital and human capital would have an 

incremental positive effect on firm profitability for Taiwanese hotels that pursue a 

low-cost leadership strategic orientation. 

 

By definition, human capital and customer capital categories of intellectual capital are 

not the ones low-cost leaders should concentrate on, because both of them increase 

operation expense ratio, create customer value and provide a client with a 

differentiated service, which is not a core value for low-cost lodgers. Hence, the study 

questions if the interaction effect of human capital and customer capital would have 

lower impact on profitability of firms pursuing low-cost leadership strategy. 

Hypothesis 4c: The interaction of customer capital and human capital would have the 

lowest incremental positive effect on firm profitability for Taiwanese hotels that 

pursue a low-cost leadership strategic orientation. 

 

Hypothesis 5: Relative importance of interaction effects among various intellectual 

capital categories on financial performance of firms pursuing differentiation strategic 

orientation. 

Both administration and marketing are important and connected, for example: 

organization’s management philosophy impacts not only its employees, but also 

consumers’ satisfaction level and as a result- customer loyalty. Customer capital 

among others includes distribution channels, which are often impacted by hotel’s 

organizational culture and business process (Carmeli and Tisher, 2004). Besides, 

according to Bontis (2000) a customer-focused and market-driven organization will 

ultimately create efficient organizational routines and processes that service their 

clients well, meaning that there are relationships between customer capital and 
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systems capital that lead to higher business performance (Engstrom, Westnes, and 

Westnes, 2003 ). Based on the previous arguments, the following hypothesis was 

developed:  

Hypothesis 5a: The interaction of customer capital and systems capital would have an 

incremental positive effect on firm profitability for Taiwanese hotels that pursue 

differentiation strategic orientation. 

 

Human capital aligns and integrates the complex knowledge system derived from 

investments in systems capital. Structural capital only provides support: employees 

learns from the codified knowledge, that has been transformed before into databases 

and business processes, however, human capital is still the key that turns on the 

machine power, besides human capital plays an important role for differentiators, 

because it ensures high-quality service delivery and firm overall positioning strategy 

implementation (Weigelt and Camerer 1988; Walsh K., C.A. Enz and L. Canina 

2008). However, without structure human being is notably less effective and efficient 

at wealth-creation (Bradley,1997, p.58-59).  For that reason the following hypothesis 

was developed:    

Hypothesis 5b: The interaction of human capital and systems capital would have an 

incremental positive effect on firm profitability for Taiwanese hotels that pursue a 

differentiation strategic orientation. 

 

Branding and marketing are both important; loyalty programs and customers 

databases are profitability bringers in lodging industry, however, the data has to be 

analyzed and correct conclusions have to be made from consumers behavior, 

customers’ suggestions and complains. Customer capital needs smart capable 

employees with engaging personality to be developed, communicated, spread and 

executed. Moreover, clients use proxies to assess the potential quality of firm 

services, because the actual quality cannot be known until the services are rendered, 

but those proxies are based on firm’s reputation and past service performance, which 

was implemented by employees, so human capital is useful in implementing service 

diversification (Brush and Artz, 1999; Hitt, Bierman, Shimitzu and Kochhar, 2001). 

So, this study argues for an additional interaction effect condition, because of the 

necessity to prove the congruence of brand associations. The cohesiveness of brand 
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image is characterized by brand associations’ consistency with the real experience of 

consumers, otherwise brand’s image would be diffused and expenditure on it would 

not bring any return (Keller, 1993; Heckler, Keller and Houston, 1992). To reach 

holistic brand, the managers have to invest in to the employees who are the bridge 

between customers’ associations and real experience. Hence, hypothesis 5c was 

developed: 

Hypothesis 5c: The interaction of human capital and customer capital would have an 

incremental positive effect on firm profitability for Taiwanese hotels that pursue 

differentiation strategic orientation. 
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Chapter Three 

 

Methodology 

 
Chapter Three presents the research participants, method and procedure to explore 

and investigate upscale hotels’ investments in different categories of intellectual 

capital and how those investments impact on hotel performance for both the upscale 

lodging industry as a whole and under different strategic orientations in particular. 

 

3.1 Research Model 
 
 
Figure 3.1 is a conceptual model for firms with low-cost leadership strategic 

orientation and for firms with differentiation strategic orientation. It provides a clear 

picture of the carcass of the current research in terms of relative importance of various 

intellectual capital categories on firm performance in Taiwanese lodging industry. 

The figure 3.1 was created for this study and includes research hypotheses. 
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Figure 3.1  

Conceptual Model of Impact of Intellectual Capital on Firm Performance for Firms 

with Different Strategic Orientation 

 

Source: developed for the research 

 
3.2 Samples Definition 

 

Financial information on publicly traded hospitality firms was downloaded from the 

Taiwan Stock Exchange Inc. & Gre Tai Securities Market, Hong Kong Stock 

Exchange (SEHK) and COMPUSTAT database. Financial annual reports’ data is 

extremely valuable, because uniform systems of accounts are used, meaning: the data 
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is consistent and standardized, which allows the researcher to identify and measure 

key variables. The initial sample consisted of 36 accommodation providers, 16 of 

which were situated in Hong Kong, and 20 in Taiwan. However, the researcher had to 

give up industry players from Hong Kong, because the financial information of all of 

them was given only as part of a consolidated group report. We first tried to calculate 

the necessary information out using the percentage ratio, but later realized that this 

data would be untrustworthy and unreliable. Hence due to inability to obtain reliable 

hotel-specific information, the researches declined the data from Hong Kong. The 

sample size was drawn from the 20 upscale hotels in Taiwan. Our data span the years 

2009-2011. Each hotel’s yearly performance was counted as a unit of observation. 

However, the complete data required for our analysis were not available for all firms 

for all years. The final sample, consisting of 33 observations, included data on 11 

hotels. Research participants are shown in Table 3.1. 

 

Our sample includes only upscale and luxury full-service hotels, which provide on-

site food and beverage and distinguish themselves through their services, facilities and 

amenities. Even though from consumer point of view all of the hotels belong to same 

category, from the managerial point of view, they might implement different strategic 

orientation.   

 

According to Koontz and O’Donnell (1968), strategies denote a general program of 

action and deployment of emphasis and resources toward the attainment of 

comprehensive objectives, the deployment of resources to attain these objectives and 

the major policies to be followed in using these objectives. Strategies concern the 

direction in which tangible and intangible resources will be applied in order to 

maximize the chance of achieving selected objectives. Hence, the strategic orientation 

of each hotel weather low-cost or differentiation can be determined by its behavior 

towards spending and pricing, by the program of actions and their execution.  

 

Besides, as mentioned before recent scholars and practitioners question if 

differentiation strategy can lead to market share leadership which, in turn, can lead to 

low cost; and the opposite, if under low-cost leadership it is still possible to charge a 

high price for product or service, depending on firm’s positioning strategy and target 
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market. Given these uncertainties, we define strategic orientation of each individual 

hotel i at time t as a simultaneous function of the operating expense ratio and hotel’s 

pricing strategy: 

Strategic Orientation i,t = f(OERi,t PSi,t). 

Operating expense ratio was used to clarify what it costs to operate each piece of 

property in our sample compared to its income. Operating expense ratio was 

calculating by the following formula: 

OERi,t =(OCi,t + OEi,t) / NSi,t, 

where OERi,t is an operating expense ratio for hotel property i at time t; OCi,t  is 

operating costs associated with administering a business on a day to day basis, 

including directly related to producing or manufacturing a good or service costs for 

hotel property i at time t; OEi,t  is operating expenses that a business incurs as a result 

of performing its normal business operations for hotel property i at time t (such as 

payment of employees wages and salaries, funds allocated towards research and 

development, etc.); and  NSi,t is net sales generated by a hotel property i at time t. 

Hotels’ cost advantage was compared according to and based on the results of 

operating expense ratio. This ratio also served as a platform to differentiate low-cost 

leaders from those who spend more among research participants. 

 

To perform the pricing analysis, prices per room that lodgers charge their customers 

were compared among the sample hotels. In order to avoid bias connected with 

different channel agreements between hotels and various distributors, which could 

cause different pricing strategy per room, the same distribution channel was chosen; 

besides, to eliminate product features’ differences the same room category was 

selected for comparison analysis: standard room for 2 persons without breakfast.  

Eventually, using the collected data a descriptive statistical analysis was performed, 

and researchers could compare all the hotels on the basis of their expenditure and 

pricing policy, then, finally, differentiate sampled properties into two groups 

according to their strategic orientation (low-cost or differentiation).  

To conclude, the finalized sample consisted of 11 listed hotels situated in Taiwan: 

four of which pursued low-cost strategic orientation and 7 of which pursued 

differentiation strategic orientation, however in the current research we have made a 

time series analysis during three years (2009-2011), so were able to enlarge the 
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sample size to 33 firm/year of data, 12 of which summarized low-cost strategic 

orientation data and 21 of which are representatives of firms pursuing differentiation 

strategy. Research participants information is summarized in Table 3.1. 

 

Table 3.1 

Research participants 

 Low-cost leaders Differentiators 

Number of observations 12 firm/year 21 firm/year 

Research participants Chateau Beach Resort 

First Hotel 

Hotel Royal Chihpen Taipei 

Regent Taipei 

Janfusun Prince Hotel 

Holiday Garden Hotel 

The Westin Taipei Hotel 

The Landis Taipei Hotel 

Miramar Garden Hotel 

Ambassador Hotel Taipei 

Taoyuan Hotel 

Source: developed for the research 

 

3.3 Statistical Methods 

 

The main objective of this study is to examine the impact of key types of intellectual 

capital investments on firm profitability for Taiwanese lodging industry participants.  

To perform an analysis, intellectual capital expenditures impact on firm performance 

was tested over time. Quantitative analysis was used in main objective examination.  

Pearson product-moment correlation coefficient was used to measure the strength and 

direction of dependence between investments in intellectual capital and firm 

performance. Multiple regression analysis was conducted in order to estimate the 

impact of investment on profitability. 

 

Regression models 

As long as we are estimating the impact of investment on the firm performance, 

productivity measurement approach has to be used. Traditionally, the production 

function relates output to labor and capital resources input, however according to 

Hall, 1993 another approach could be used for service industry, where productivity 
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relates to the stocks of physical and intangible capital. Given that assumption, we 

define net operating income of each individual hotel as a simultaneous function of the 

total assets of a hotel property, where total assets are tangible assets (physical asset) 

and intangible assets (intellectual capital): 

NOIi,t=f(PAi,t ICi,t) 

Where NOI is net operating income for hotel property i at time t, PAi,t  is the value of 

the tangible assets represented by physical asset book value to particular hotel 

property i at time t, and ICi,t is intangible assets’ value estimated by intellectual capital 

for hotel property i at time t. 

 

To complete the quantitative research and execute hypotheses testing least squares 

dummy variable (LSDV) model was used. The reason why we chose a fixed-effects 

model was because data is both cross-sectional (hotels) and time series (years), which 

often causes autocorrelation in residuals and year-specific heterogeneity in the model 

specification. Ignoring such heterogeneity may lead to inconsistent or meaningless 

estimates of interesting parameters (Hsiao, 1986, p.8). However the use of dummy 

variable for each year serves to minimize and control year-specific effects (Bergh, 

1993). Because the multiple observations per property would likely result in a 

nonspherical covariance matrix, thus violating condition of ordinary least squares 

regression, we do not allow the presence of all independent variables at once. So, the 

empirical relationship was tested for each strategic-orientation subsample using least 

squares dummy variable model (Hitt, 2001). 

Model 1: NOIi,t= a + β5SCi,t +β2CPIi,t + β3Dmdi.t+ β4PAi,t+ 𝛽!
!!! 1,yYeary 

Model 2: NOIi,t= a + β6CCi,t +β2CPIi,t + β3Dmdi.t+ β4PAi,t+ 𝛽!
!!! 1,yYeary 

Model 3: NOIi,t= a + β7HCi,t+β2CPIi,t  + β3Dmdi.t+ β4PAi,t+ 𝛽!
!!! 1,yYeary 

Model 4: NOIi,t= a + β5SCi,t* β6CCi,t + β2CPIi,t + β3Dmdi.t+ β4PAi,t+ 𝛽!
!!! 1,yYeary 

Model 5: NOIi,t= a + β5SCi,t* β7HCi,t + β2CPIi,t + β3Dmdi.t+ β4PAi,t+ 𝛽!
!!! 1,yYeary 

Model 6: NOIi,t= a + β7HCi,t* β6CCi,t + β2CPIi,t + β3Dmdi.t+ β4PAi,t+ 𝛽!
!!! 1,yYeary 

Where i is the index to an individual hotel property; t is the index to the years 2009-

2011; NOIi,t is net operating income in year t constant dollars for hotel property i at 

time t scaled by the number of rooms; Yeary  is an indicator variable that takes the 

value 1 if the year is equal the year index (y) and 0 otherwise; CPIi,t is location-

specific cost of living index control (measured by consumer price index); Dmdi.t is a 
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control variable in percent that represents the local demand conditions for lodging 

within the same area of hotel i at time t (measured by hotel occupancy rate); PAi,t is 

the value of a physical asset in year t constant dollars for hotel i at time t scaled by the 

number of rooms; SCi,t  is the expenditure on management fees in year t constant 

dollars of hotel i at time t scaled by the number of rooms; CCi,t  is the expenditure on 

marketing, branding, franchising fees in year t constant dollars of hotel i at time t 

scaled by the number of rooms; HCi,t  is the expenditure on employees in year t 

constant dollars of hotel i at time t scaled by the number of rooms. 

 

3.4 Variables Definition 

 

To perform the estimation, three measures of intellectual capital were applied. Except 

these measures, numerous control variables were formulated to control for 

environment conditions and tangible assets investments. Besides, it is widely known 

that there is a positive relationship between property size and earnings, and this study 

examines hotels of various sizes (different number of rooms available in the 

property), so all hotel property specific variables, including dependent and 

independent ones, were scaled by the annual number of rooms available for sale in 

each hotel. 

 

Dependent variable  

Firm performance in the model was measured by the annual operating income before 

interest expense, depreciation, amortization and taxes (EBITDA), scaled by the 

number of rooms available for sale (Lev and Sougiannis, 1996; P. 111).  It is intended 

to measure and enable profitability comparison between different companies by 

canceling the effects of different asset bases (by cancelling depreciation), different 

takeover histories (by cancelling amortization), effects due to different tax structures, 

as well as the effects of different capital structures (by cancelling interest payments).  

EBITDA of a company gives an indication on the operational profitability of the 

business, how much profit does it make with its present assets and its operations on 

the products it produces and sells, taking into account possible provisions that need to 

be carried out. It is widely viewed by service industry analysts, researchers and 

practitioners as the predominant measure of performance (Schimgall, 2006). 
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Independent variables 

Intellectual capital was categorized into three measures by the expenditures associated 

with investment in human capital, customer capital and structural capital.  

Customer capital was measured by the annual expenditure on marketing, advertising 

and promotion plus fees hotels pay to their external brand franchisors for marketing 

services or royalty fees. 

Systems capital was measured by using the annual management fee in financial 

reports, which each hotel pays to an external management company for technical and 

design advisory, consultancy, management services, establishment and maintenance 

of all operational systems, policies and procedures.    

Human capital in hospitality industry and other customer service firms is principally 

an investment into employee salaries, wages and retirement program for both service 

and professional employees (including employees working in revenue-generating 

departments: front desk, restaurant; non-income-producing departments: laundry, 

engineering; and back-office support departments: accounting, human resources, 

marketing). 

 

Control variables 

Even though all the sampling hotels come from the same country, environmental 

conditions of different cities or areas still differ, what can influence firm performance, 

so local economic factors were controlled.  

Variation in the cost of living influences not only the comparison of hotels in different 

areas or measurement of human capital investment, such as employee salaries and 

wages, but also impacts the pricing structure of a hotel. Through influencing the price, 

it also shapes the revenue, furthermore revenue depends on both price and volume, 

and eventually EBITDA of a property is also impacted. Given the upper reasoning, 

we find it essential to control the cost of living for each hotel, what in the current 

research was made using Consumer Price Index, obtained from Directorate General of 

Budget, Accounting and Statistics, Executive Yuan, R.O.C.  

Geographical location is a factor that directly influences local market demand for 

lodging and impacts rooms’ revenue through turnover rate (volume in revenue 

formula), hence has to be controlled. In some geographic areas hotels are always full, 
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however in other areas the rooms might be half-empty. To control for differences in 

market demand across geographic locations the annual local occupancy rates for 

lodging in different geographic areas where the sample hotels operated was obtained 

from Tourism Bureau in Taiwan.  

The data we use in our research model is not only cross-sectional (hotel properties), 

but also represents time series (2009-2011), thus year-specific heterogeneity has to be 

controlled. So, dummy variables were devised over the period from 2009 to 2011.  

Probably one of the most critical variables that have to be controlled is the tangible 

asset- property by itself. To significantly study the impact of intellectual capital on 

hotel profitability, the researcher had to control for physical asset. Eventually we used 

the book value of the property. 

To control the effect of firm size on its profitability can be completed through two 

different approaches. One is to scale each variable (dependent and independent, 

control variables) by the number of rooms in a property. In this case the comparison 

would be presented through profitability per room and investments done per room. 

The second way is to accomplish control through another control variable- number of 

employees. However in this case we would compare the performances per rooms and 

investments per rooms. This approach is more suitable to our research model, because 

we are focused not only on the employees and their outcome, but also on customer 

capital and structural capital. Besides, it is a reasonable assumption that recruited 

number of employees has positive linear correlation with the size of hotel. Hence by 

scaling the variables by number of rooms, including measures of physical property of 

a hotel and environment influences reassure that the research model is appropriately 

specified and noises are finely controlled. 
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Chapter Four 

 

Analysis of Empirical Research 

 
This chapter presents the analysis and results of data collected from the financial 

annual reports of Taiwan listed hotels. The sections in this study include: (1) 

description of the research participants, (2) analysis of correlation between firm 

performance and intellectual capital given different strategic orientation, (3) analysis 

of inter-correlation between different types of intellectual capital, (4) analysis of 

intellectual capital impact on hotel profitability for firms with different strategic 

orientation. 

 

4.1 Descriptive Data Analysis  

 

The Table 4.1 summarizes descriptive results of hotels pursuing low-cost leadership 

and differentiation strategic orientation. First of all, the table shows cost advantage of 

low-cost leaders over differentiators (operating expense ratio mean = 0.613 vs. 0.964 

respectively), overall, minimum coefficient of operating expense ratio is 0.4263 and 

maximum is 1.33, while average mean of 33 observations = 0.8363, what indicates 

that low-cost leaders’ cost advantage mean (0.613) is lower than average industry 

result, on the opposite side, cost advantage mean of differentiators (0.964) is greater 

than the average result. The difference in cost advantage mostly results from 

difference in operating expenses scaled by net sales. Differentiators spend more on 

categories unrelated directly to producing or manufacturing a good or service.  

 

Secondly, Table 4.1 illustrates the difference of room pricing of the hotels pursuing 

different strategic orientation. The prices of differentiators are higher than prices of 

cost-leaders (mean difference is 831 NTD). Results are consisted with the theory that 

hotels with differentiation strategies orientation are charging higher prices. However, 

we should notice that prices per room are highly distributed, especially of hotels 

pursuing differentiation strategic orientation (SD= 2655).  
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So, there were 4 hotels, whose operating expense ratio was lower than average mean 

of 0.8363 and three of them charged a price lower than total sample mean price 

(NTD5075).  

Table 4.1  

Descriptive Statistics 

 Low-cost leaders (n=12) Differentiators (n=21) Differentiation- 

Cost Leadership 

Mean Difference 

 
M SD Min Max M SD Min Max 

Cost 

Advantage 
0.613 0.036 0.426 0.777 0.964 0.026 0.836 1.331 0.351 

Costs/NS 0.48 0.112 0.332 0.616 0.564 0.163 0.263 0.803 0.08 

Expenses/NS 0.123 0.129 0.00 0.339 0.400 0.156 0.133 0.642 0.277 

Price (NTD) 4546 1941 2200 6930 5377 2655 2800 9200 831 

NOI 350.8 281.6 96 883.7 1350 1218 74 4424 999.2 

Customer 

Capital 
28.42 21.78 0 49.12 92.2 83.6 0 211.8 63.78 

Structural 

Capital 
156.1 267.9 0 677 834 1003 12 2975 677.9 

Human 

Capital 
166.3 38.7 96 203 562.8 424.1 53 1244 396.5 

Physical 

Asset 
1613 1144 168 2865 6155 5754 518 15746 4542 

CPI 98.753 1.004 97.66 100 98.753 0.215 97.66 100 0 

Market 

demand 
68.96 7.4 65.34 75.64 69.19 1.68 66.15 75.64 0.23 

 

In hypothesis 1 we predicted that there would be difference in profitability between 

differentiation-oriented and cost leadership-oriented firms. According to comparative 

analysis summarized in Table 4.1, Hypothesis 1 is accepted. Net operating income, 

which represents firm profitability, differed greatly between cost-leaders and 

differentiators (350.8 vs. 1350 respectively). Result indicated that hotels pursuing 

differentiation strategic orientation succeeded to gain greater financial profitability 

than those who practiced low-cost strategy (mean difference = NTD 999.2). 

 

As for the intangible assets, then investment differs impressively. Standard deviation 

of intellectual capital expenditure (especially for differentiators) is greatly distributed, 

meaning that some hotels spend more, some- less. However the investment difference 
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between hotels with different strategic orientation is very big. For example, 

investment in structural capital has the mean of 834 and represents the biggest amount 

among investment categories, differs from 12 to 2975 and has standard deviation of 

1003. Additionally, expenditure on systems capital is much bigger of hotels that 

pursue differentiation strategy than low-cost strategy (mean of 834 vs. 156.1).  

 

For low-cost oriented lodgers the highest mean among three intellectual capital 

investment categories is 166.3 for investment in human capital. It is also a variable 

with relatively low compared to other intellectual capital representatives standard 

deviation equal to 38.7. 

 

In general, the descriptive statistics of the variables in the study show that high 

expenditure on intangible assets is more a characteristic of the differentiation oriented 

hotels than low-cost leaders. There is a significant difference that must be noticed.  

 

Descriptive statistics showed that for both groups physical asset is the category that 

requires the highest capital input. Physical assets are the variables with the greatest 

standard deviation. Differentiation oriented hoteliers’ mean of tangible assets is about 

400% higher than of low-cost leaders (mean difference = 4542), indicating that 

expenditure not only on intangible, but also on tangible assets is a characteristic of 

hotels pursuing differentiation strategic orientation.  

 

Results estimated no difference in location-specific cost of living category for two 

groups of hotels; the reason is one country focus - Taiwan. Besides, the majority of 

Taiwanese listed hotels are situated in the down town area, where location-specific 

cost of living is the same. Still there is an internal difference in deviation of the 

estimates: differentiators’ standard deviation is only 0.215, but cost-leaders’ standard 

deviation is equal to 1.004 which shows that low-cost leaders are more distributed in 

terms of location with higher and lower consumer price index, while differentiators 

are gathered in those places with higher cost of living. 

 

Descriptive statistics analysis showed that even though there is no big difference 

between the market demand for low-cost lodging and differentiated accommodation 

on average, there is still difference inside. It seems that demand for low-cost leaders is 
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more deviated than for differentiators, meaning that occupancy rate of the second 

group is more consistent. 

 

4.2 Correlation analysis 

 

Correlation coefficients for the sample are presented in the following Tables 4.2 and 

4.3. In Table 4.2 (for hotels with low cost strategic orientation) high correlation (0.98) 

between structural capital and net income should be noticed. The analysis for control 

variables showed positive and significant result for physical property asset and market 

demand for hotels with differentiation strategic orientation, however failed to identify 

any significant impact on performance under low-cost strategic orientation. Variation 

in the cost of living also didn’t show any significant influence on firm profitability for 

either strategic orientation.  

 

Table 4.2  

Correlations for Firms with Low-Cost Strategic Orientation 

Variables 1 2 3 4 5 6 7 

1 NOI 1 

      2 Physical Asset  0.492 1 

     3 CPI 0.079 0.031 1 

    4 Market demand 0.306 -0.232 0.416 1 

   5 Customer Capital -0.075 0.057 0.056 0.306 1 

  6 Structural Capital  0.98*** 0.485 0.058 0.418 -0.271 1 

 7 Human Capital 0.54 0.195 0.14 -0.288 0.767 0.361 1 

Note: n=12 observations. 

*p<0.05. **p<0.01. ***p<0.001. 

 
In table 4.3 positive significant correlation between human capital and customer 

capital of 0.589 should be noticed. Interaction effect between systems capital and 

human capital shows even stronger correlation effect of 0.677 at p-value <0.001 for 

firms with differentiation strategic orientation. 

 

It is interesting that for firms with differentiation strategy, positive significant 

correlation exists between customer capital and market demand (0.452), also between 
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systems capital and market demand (0.485). Following positive correlation between 

market demand (represented by occupancy rate) and net income (0.495). This 

statistical result goes along with the following findings: according to Bontis (2000), a 

customer-focused and market-driven organization will ultimately create efficient 

organizational routines and processes that serve their clientele well. This relationship 

between customer capital and structural capital that leads to higher business 

performance is supported by Namasivayam and Denizci’s (2006) findings, where 

hotels with a high customer capital proved to achieve a high occupancy rate. 

 

Table 4.3  

Correlations for Firms with Differentiation Strategic Orientation 

Variables 1 2 3 4 5 6 7 

1 NOI 1 

      2 Physical Asset  0.575** 1 

     3 CPI 0.184 0.184 1 

    4 Market demand 0.495* 0.452* 0.321 1 

   5 Customer Capital 0.399 0.396 0.024 0.452* 1 

  6 Structural Capital  0.838*** 0.602** 0.036 0.485* 0.313 1 

 7 Human Capital 0.799*** 0.514* 0.065 0.352 0.589** 0.677*** 1 

Note: n=21 observations. 

*p<0.05. **p<0.01. ***p<0.001. 

 

In the Table 4.3 (for hotels with differentiation strategic orientation) similar to hotels 

with low cost strategic orientation (Table 4.2) high correlation of 0.838 between 

structural capital and net income should be noticed, besides correlation of 0.799 

between human capital and net income occurs. According to Greene (2000) high 

correlation between two variables can lead to multicollinearity problem. He also 

highlights that moderate collinearity starts at a condition index equal to 0.30, the 

bigger the number gets, the stronger the collinearity. However collinearity is an issue 

for the majority of empirical studies, what truly important is if the results 

(significance or R2) would be influenced by the multicollinearity. We checked results 

under the exclusion of correlated variables, however the parameters of other variables 

didn’t reveal any significant difference, meaning that high correlation between these 

variables doesn’t influence the results. However, we still decided to perform each 



	   43	  

regression separately, on exclusive basis of dependent variable with one independent 

variable and all control variables to avoid multicollinearity effect.  

 

4.3 Hypothesis testing  

 

Table 4.4 (for hotels with low cost strategic orientation) and Table 4.5 (for hotels with 

differentiation strategic orientation) present the results for regression analysis. 

Outcomes are arranged in hierarchical order to depict the variance explained by the 

different sets of predictor variables.  

 

In hypothesis 2, researches are checking relative importance of various intellectual 

capital categories on low-cost leadership oriented hotels’ financial performance. 

Particularly, in hypothesis 2a and 2b we predicted that for hotels pursuing a low-cost 

leadership strategic orientation, higher investment in systems capital and higher 

investment in customer capital would produce higher firm performance. The 

hypothesis was tested and the result is summarized in Table 4.4’s Model 1 and 2 (all 

of the models include dummy variables for year, coefficients are not shown). Model 1 

indicates that structural capital coefficient was positive and significant, indicating that 

investments in this intellectual capital category yields firm profitability for low-cost 

leaders. It is important to highlight the relative magnitude of the systems capital 

(16.43 at p-value=0.00), and 98% of variance in firm performance in model 1 can be 

explained by changes in systems capital. Correlation coefficient (R2) for the model is 

statistically significant (R2 =98% at p<0.001) indicating the impact of additional 

investment in structural capital enhances profitability, so hypothesis 2a that for hotels 

pursuing a low-cost leadership strategic orientation, higher investment in systems 

capital would produce higher firm performance is statistically supported.  

 

In the Model 2 the impact of customer capital on firm performance impact is 

summarized, as shown its coefficient is not statistically significant (t-value=1.78 at p-

value=0.89), so cannot explain any additional variance in firm performance, meaning 

that hypothesis 2b that low-cost leaders in Taiwan do realize additional fruitfulness 

from greater expenditure on customer capital is not statistically supported.  

 

Model 3 in Table 4.4 is important. It summarizes impact of investment in human 
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capital on profitability for companies pursuing low-cost leadership strategic 

orientation and indicates that human capital coefficient was positive and significant (t-

value=4.89 at p-value=0.003 and R2 =89% at p<0.01), meaning that additional 

investment in human capital cause higher profitability of a firm with low-cost 

leadership strategic orientation. Result summarized in Model 3 rejects our hypothesis 

2c that for hotels pursuing a low-cost leadership strategic orientation, higher 

investment in human capital would not produce higher firm performance. 

 

Checking group of hypothesis 4, this study aimed to prove relative importance of 

interaction effects among various intellectual capital categories on financial 

performance of firms pursuing low-cost leadership strategic orientation. In hypothesis 

4a, researchers predicted that interaction of structural and customer capitals has an 

incremental positive effect on firm profitability for Taiwanese hotels with low-cost 

strategic orientation. We found support for this hypothesis. As shown in Table 4.4’s 

Model 4, the interaction effect of structural and customer capitals on financial 

performance is positive and statistically significant (t-value=6.884 at p-value=0.000 

and R2 =93.8% at p<0.01). Even though our hypothesis 2b to explain firm 

profitability only by customer capital was not supported (Table 4.4, Model 2), 

however we succeeded to prove that firm profitability can be explained by interaction 

of structural and customer capitals, because the relative magnitude of customer capital 

impact on performance grows up under the presence of structural capital (t-

value=6.884 at p<0.001). The estimates support importance and significance of 

structural capital and incremental positive effect of systems and customer capitals’ 

interactions. 

 

The estimates in Table 4.4’s Model 5 provide information related to hypothesis 4b, 

which proposes an additional positive effect of structural and human capitals 

interaction on hotel performance for firms with low-cost strategic orientation. The 

result supports this hypothesis. Interaction of structural capital and human capital is 

positive and significant (13.85 at p-value=0.000) and explains (R2 =98.3%) variations 

in firm performance. Result also shows, that investment in systems capital will boost 

human capital performance and bring profitability to low-cost leaders, because before 

two-way interaction, the human capital t-value was 4.89 at p<0.01, however under 

interaction effect the t-value increased to 13.85 at p <0.001. 
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The only capital interaction that didn’t bring incremental positive effect for low-cost 

leadership strategic oriented firms is interaction between human capital and customer 

capital (t-value=1.998 at p-value=0.093), which was summarized in hypothesis 4c. 

Even though it is positively related, it is not significant and can’t explain firm 

performance variations, meaning that human capital contribution is not strong enough 

and the interaction effect failed to provide additional positive impact on profitability. 

 

All in all, the results show that structural capital is more important than human capital 

or customer capital for low-cost leaders in Taiwan lodging industry.  

 

Table 4.4  

Effects of Various Intellectual Capital on Firm Performance for Hotels with Low-Cost 

Strategic Orientation  

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

Constant -0.2133 0.144 0.2918 0.2822 0.110 0.2104 

Intellectual capital       

 Structural capital (SC) 16.43***      

 Customer capital (CC)  1.78     

 Human capital (HC)   4.89**    

 SC*CC    6.884***   

 SC*HC     13.85***  

 HC*CC      1.998 

Control variablesa       

 Physical asset -1.94 2.83* 3.93** -0.658 -1.4373 3.08* 

 Consumer price index 0.66 -0.45 -0.77 -0.182 0.2436 -0.53 

 Market demand -3.71* 2.5* 4.89** -0.693 -2.92* 2.74* 

Number of 

observations 

12 12 12 12 12 12 

R2 98.8% 64% 89% 93.8% 98.3% 67% 

Adjusted R2 97.8% 34.% 79.8% 88.68% 96.95% 39.5% 

F 99.27*** 2.14 9.7** 18.23** 70.8*** 2.43 

a. Dummy-coded variables for three years (2009-2011) were included as controls 

*p<0.05. **p<0.01. ***p<0.001. 
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Table 4.5 represents results of Taiwanese hotels that pursue a differentiation strategic 

orientation. Through hypothesis 3, this study is tested relative importance of various 

intellectual capital categories on financial performance of firms pursuing 

differentiation strategic orientation. In hypothesis 3a, we predicted that greater 

investments in structural capital would lead to higher firm performance of 

differentiation-oriented Taiwanese hotels. The results are shown in Model 1 of Table 

4.5, depicted a statistically significant, positive effect of investments in structural 

capital on firm performance (t-value=4.52, at p<0.001, R2=74.3%, F=8.71, at p<0.01). 

The hypothesis is accepted.  

 

Table 4.5  

Effects of Various Intellectual Capital on Firm Performance for Hotels with 

Differentiation Strategic Orientation 

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

Constant -0.1 -0.13 0.03 -0.148 0.033 -0.117 

Intellectual capital       

 Systems capital (SC) 4.52***      

 Customer capital (CC)  0.98     

 Human capital (HC)   4.47***    

 SC*CC    3.15**   

 SC*HC     4.39**  

 HC*CC      3.1** 

Control variablesa       

 Physical asset 0.78 1.79 0.79 0.903 1.008 0.68 

 Consumer price index 0.17 0.09 -0.04 0.136 -0.001 0.001 

 Market demand 0.06 0.87 1.44 0.56 -0.089 1.933 

Number of 

observations 

21 21 21 21 21 21 

R2 74.3% 43% 74% 64% 73.5% 63% 

Adjusted R2 65.8% 24% 65% 51% 64.6% 51% 

F 8.71** 2.27 8.54** 5.239** 8.32*** 5.1** 

a. Dummy-coded variables for three years (2009-2011) were included as controls 

*p<0.05. **p<0.01. ***p<0.001. 
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In hypothesis 3b, we predicted that for Taiwanese hotels that pursue a differentiation 

strategic orientation, greater investments in customer capital would lead to higher firm 

performance. The results summarized in Model 2 of Table 4.5 (t-value= 0.98 at p-

value>0.05, R2=43%, F=2.27, at p-value=0.342) do not support his hypothesis, 

meaning that for Taiwanese hotels that pursue a differentiation strategic orientation, 

greater investments in only customer capital would not lead to higher firm 

profitability. Hypothesis is rejected. 

 

Hypothesis 3c suggested that for Taiwanese hotels that pursue a differentiation 

strategic orientation, greater investments in human capital would lead to higher firm 

performance. As in Table 4.5’s Model 3 the significant, positive coefficients (t-

value=4.47 at p-value=0.000 R2=74%, F= 8.54 at p<0.01) revealed, this hypothesis is 

supported.  

Checking group of hypothesis 5, this study intended to prove relative importance of 

interaction effects among various intellectual capital categories on financial 

performance of firms pursuing differentiation strategic orientation. 

 

Particularly, Model 4 in Table 4.5 summarizes positive and significant relationships 

between systems capital and customer capital interaction effect on financial 

performance (t-value=3.15 at p-value=0.007, R2=64%, F=5.239 at p-value=0.00557), 

indicating that hypothesis 5a that interaction of structural and customer capitals has an 

incremental positive effect on firm profitability for Taiwanese differentiation-oriented 

hotels is accepted. 

 

In hypothesis 5b we predicted that the interaction of human capital and systems 

capital would have an additional positive effect on firm profitability for Taiwanese 

hotels that pursue a differentiation strategic orientation. As shown in Table 4.5’s 

Model 5, the interactive effect of human capital and systems capital on firm 

performance is positive and significant (t-value=4.39 at p-value=0.001, R2=73.5%, 

F=8.32 at p-value=0.0001). 

 

Model 6 in Table 4.5 represents the results of hypothesis 5c, which indicates that 

interaction of human capital and customer capital would have an incremental positive 

effect on firm profitability for Taiwanese hotels that pursue differentiation strategic 
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orientation. The two-way interaction was positive and significant (t-value=3.1 at p-

value =0.007, R2=63%, F=5.1 at p-value=0.006), representing acceptance of 

hypothesis 5c. 

 

Overall, the results suggest that investing in structural capital and human capital has a 

positive and significant impact on hospitality industry firm performance. While the 

magnitude of return from investment in human capital depends on a firm’s strategic 

orientation, returns from systems capital investment are the highest among all studied 

firms. Findings show that for Taiwanese hotels that pursue differentiation strategic 

orientation there is positive and significant internal consistency between all three 

aspects of intellectual capital that can explain changes in firm performance. Though 

for Taiwanese hotels pursuing a low-cost leadership strategic orientation, interaction 

effect only between human capital & systems capital, and systems capital & customer 

capital has an incremental positive and significant impact on firm’s profitability, 

highlighting the importance of structural capital for low-cost leaders. 

 

However, when calculating an absolute value between the three different components, 

it was found that for both Taiwanese hotels that pursue differentiation strategic 

orientation and hotels with low-cost strategic orientation the relationship is closer 

between structural and human capital (t-value=4.39**, and t-value=13.85*** 

respectively) than between any of the other possible combinations of intangibles. This 

result is consistent with Engstrom, Westnes and Westnes (2003), who succeeded to 

prove that there is a stronger relationship between human capital and structural capital 

than between human capital and customer capital or customer capital and systems 

capital, and this strong relationship has an additional effect on financial performance. 

 

All in all, the coefficient estimates reveal that bigger investments in human capital 

impact customer service low-cost leaders’ financial performance less than 

performance of the service firms that pursue a differentiation strategic orientation. 
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Chapter Five 
	  

Conclusion, Recommendations and Limitations 
 

The purpose of this study was to examine the relative importance of various 

intellectual capital categories on financial performance of lodging industry firms 

pursuing different strategic orientations. This research found that, firstly, strategic 

orientation provides templates for lodging industry firms to make investment 

decisions in intellectual capital categories and secondly, accurate choice of 

intellectual capital investment category is a key for future firm’s profitability and 

success. The following chapter would also provide practitioners and future 

researchers with recommendations according to the results of a current study. 

 

5.1 Conclusion 

 

First of all, it is clearly shown that choice of a strategic orientation would impact 

firm’s competitive advantages, core values, positioning and financial performance. 

Companies pursuing differentiation strategic orientation are found to charge higher 

prices, invest more in intangible assets and get higher profits.  

 

This study proves that intangible assets are critical for an organization to accomplish 

its above-norm performance. The findings show whether lodging industry firms 

choose to pursue a differentiation or low-cost leadership strategic orientation, greater 

investment in structural capital enhance profitability. Through payment to external 

management companies property owners get an immediate access to operations 

knowledge. By acquisition and future application of outsourced proficiency and 

expertise, firms can standardize their processes and improve efficiency of their 

routines. The results reveal that this is especially important for low-cost leaders 

(structural capital is more critical than human or customer capitals for Taiwanese 

hotels pursuing a low-cost leadership strategic orientation), who realize much greater 

profitability from investments in operational knowledge and acquisition of best-

practice process information and innovation created by external vendors. Besides, by 
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purchasing the services from larger organizations, low-cost leaders can obtain 

essential for their strategy economies of scale (Inma C. 2005). For firms with 

differentiation strategy, systems capital plays an important role too. It improves 

efficiency and effectiveness of managerial and operation systems and procedures, 

transaction time also decreases. Besides, updated supportive technology provides 

opportunity for development of new ideas and effective maintenance of customer 

databases, which are important elements of successful running a hotel property in a 

competitive environment. Findings regarding systems capital relative importance are 

consistent with Engstrom, and Westnes (2003) research. 

 

The finding that investment in human capital is a highly critical resource for service 

firms pursuing differentiation strategy is consistent with the theory, as well as 

empirical findings of previous researches (Bontis 1998, Walsh K., C.A. Enz and L. 

Canina 2008). For customized service providers, investment in employees is a must-

have. Employees generate intellectual capital through their competence, intellectual 

agility and attitude towards job. Innovative ideas, effective and efficient solutions to 

problems, task performance - all come from the firm’s employees. Professional 

employees understand and execute positioning strategy of the firm on each 

organizational level, so the whole company is moving in the same direction. Besides, 

the departmental managers who understand the firm’s resources and competitive 

advantages, know how to plan, organize and lead the followers would enhance firm 

performance. Besides, investment in service employees is essential for differentiators, 

because development of specialized knowledge, employees’ attitude and intellectual 

agility enable employees to deliver high-quality, courteous, specialized service. 

Furthermore, employees hold the unique tacit knowledge about firm’s customers, and 

build relationships with them creating inimitable value, because of the unique social 

capital and social complexity involved in applying the specialized knowledge bases, 

rooted in human capital to serve the client. Providing the unique customer experience, 

firms are developing long-term relationships with their clients that result in high 

repurchase behaviors, so differentiated firms can gain great benefit from investing in 

human capital.  

 

Taiwanese hotels pursuing a low-cost leadership strategic orientation similar to those 

with differentiation strategy also benefit from investing in people. We suggest that 
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even though low-cost leaders are used to provide basic products at a minimal cost, 

investments in human capital are still necessary, because firstly, the hotels in our 

sample size are in upscale hotels category, so customer’s expectations are still high, 

secondly, in Taiwan, where historically a big portion (more than 40 percent) of 

foreign visitors come from Japan (1992~2001, Taiwan Bureau), service industry 

develops and pays a lot of attention to the quality of service. It is well known that 

Japanese would choose and stay in those hotels that provide customized service, so 

investment in human capital has its returns. Thirdly, our findings are consistent with 

Carlzon (1986), according to who, consumer contact with an employee represents an 

organizational “moment of truth”, for that reason front line or high contact employees 

play a very significant role in shaping customer’s opinion about the organization. For 

low-cost leaders “investment in people” will improve service, increase customers’ 

satisfaction and lead to profitability. However, especially for low-cost leaders, it is 

important not only to “procure” valuable capital, but also to create the conditions for 

their effective and efficient utilization. Thus, firms that have best-suited internal 

practice (structural capital) aimed at maximizing the use of such capital will gain the 

most economic rents (Goold and Campbell, 2002). So, the investment in human 

capital should go along with investment in systems capital. Besides, in the two-way 

interaction structural capital boosts both: human and customer capitals, meaning that 

for hoteliers with low-cost leadership strategic orientation, additional investments in 

human capital enhance firm performance, but in a smaller percentage, than systems 

capital.  

 

Unfortunately, low-cost leaders are well known for minimizing costs by minimizing 

investments in human capital, paying low wages or recruit low-skilled part-time 

workers. However, there is a critical problem of high turnover and unsatisfied, 

unhappy employees, what eventually leads to unsatisfied customers and low retention 

rate. The delivery of expected service may suffer from service provider’s: a) lack of 

particular kind or amount of knowledge required to recognize customer’s need or b) 

create a suitable service to fulfill and satisfy this need (Namasivayam and Hinkin, 

2003) or c) unwillingness to do so. Unfortunately, trying to minimize expenses 

companies often spend less on training, lose their internal and external clients and 

damage their reputation. We believe that some firms, especially the upscale level 

players, should revise this practice. Besides, this study as well as previous studies 
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succeeded to show that investment in employees helps to realize higher net operating 

income.  

 

The biggest difference between low-cost leaders and differentiators is that for the 

second type of firms all three capitals are interrelated, support and boost efficiency 

and productivity of each other. For example, customer capital by itself has no direct 

significant effect on firm profitability, but through support of skilled, educated, 

knowledgeable and capable experts (both professionals and service employees) 

investment in customer capital brings its result and enhance performance in 

differentiation-oriented firms. Yet, for low-cost leaders interaction of human and 

customer capitals didn’t show any significant effect on changes in firm profitability, 

while interrelations of structural and human capitals, and structural and customer 

capitals did. 

 

In this study, for firms pursuing differentiation strategic orientation, interaction effect 

between customer capital and structural capital, and customer capital and human 

capital have a significant incremental positive impact on firm performance. Meaning, 

that in order to benefit and get high return on investment in customer capital, 

hospitality industry players should first create the conditions and develop the base, 

consisted of capable employees, who would maintain the brand and service at 

required level or acquire information technology and established management 

philosophy, culture and business process to maintain the brand positioning and then 

increase financial profitability through investing in customer capital (Rudez, 2004). 

Under franchising contract, customer knowledge provides firms with expensive 

advertisement at a lower price, an immediate reputation via brand logo, access to a 

global reservation system and participation in a customer loyalty program (Walsh, 

Enz and Canina, 2008).  Customer capital contributes to greater customer loyalty 

leading to high retention rates, hence lowering cash flow vulnerability, risks, and, 

therefore, decreasing costs of capital and increasing price-earning multiples 

(Srivastava, 1998). However, it is necessary to highlight that all upper-mentioned 

results and firm’s benefits are not outcomes of customer capital alone, but of its effect 

from interaction and interrelation with human capital (analysis, decision making, 

management, service delivery, etc.) and structural capital (IT systems, information 

support, procedure monitoring, etc.). Three capitals together provide a brand with a 
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consistency between brand associations and consumers’ experiences. So far, for 

differentiation-oriented firms higher investments in market-based assets’ development 

and leverage leads to higher firm’s performance. 

 

Customer capital for low-cost leaders impacts profitability only through systems 

capital, what provides them with efficiency and cost reduction. Findings suggest that 

many low-cost leaders sign managerial contracts, that include marketing service, what 

helps firms to minimize marketing expenses, save on human capital, get essential 

databases, trademarks, management processes, financial relations and economies of 

scale. So, high investments in structural capital enable low-cost leaders reach high 

productivity, profitability and success. 

 

To conclude, the research builds a theoretical foundation how lodging industry firms 

that are cost efficient as well as differentiators can succeed financially through 

investment in different intellectual capital categories. The results should be helpful in 

addressing some of the challenges (high turnover rate, inefficient resources utilization, 

inability to create or deliver high-quality service, etc.) in customer service firms and 

provide managers with deeper understanding of business performance improvement 

through the appropriate investment and management of business intangibles. Besides, 

our findings help investors to forecast more accurately future returns and long-term 

value of the hotels. 

 

5.2 Recommendations  

 

5.2.1 Recommendations for practitioners  

The results and findings of this study provide empirically justified evidence for 

managers and investors to pay special attention to the impact of strategic orientation 

on investment directions and the importance of intellectual capital in lodging industry. 

Based on the results and preceding discussion, a number of implications can be drawn 

for practitioners. 

 

First of all, lodging industry players should ensure that their investments in each 

intellectual capital category are consistent with their strategic orientation, because 

according to the results (consistent with previous researches), depending on a firm’s 
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strategic orientation, increasing or lowering expenditures on diverse types of 

intellectual capital will differently impact firm profitability.     

 

Secondly, for decision makers in firms that pursue differentiation strategy, higher 

investment in all three intellectual capitals brings benefits for firm performance. 

However, investments in systems capital and human capital are equally essential and 

cause the highest return on investment. Differentiators must understand that for 

service firms, spending more on professional and service employees (including higher 

remuneration and ongoing, consistent training) lead to higher firm performance.  

 

For the low-cost leaders, we would recommend to invest more in the operational 

knowledge that can be obtained from external providers and simultaneously decrease 

their spending on employees and minimize expenditure on customer capital. It is 

recommended to set greater focus on process improvement and automation systems, 

because this way hotels pursuing low-cost leadership strategy achieve faster 

processing time and higher productivity index per employee. Spending more to 

affiliate with a high-quality management company may be a wise strategy for low-

cost leaders. 

 

In order to increase competitiveness, the efforts of managers should focus on 

developing human capital. Additional investment in education and training (for both 

professionals and service employees), greater motivation and attraction of promising 

and talented employees through better payment and working conditions would lead to 

better service, lower turnover, growth of professional competence and competitive 

advantage. 

 

In order to achieve sustainable competitive advantage, organization should integrate 

employees’ individual knowledge into structural system that transforms tacit 

information into explicit one (the customer would be more satisfied if employee 

would recognize him without referring to a database -an example of value creation 

through conversion of codified knowledge into tacit knowledge). Firms should also 

ensure that knowledge is shared through the creation of appropriate organizational 

climate and culture.   
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Besides, it is highly recommended to managers to provide an additional financial 

statement to disclose the current value of firm’s intangible assets. It would decrease 

the information asymmetry for investors between market and book values of the 

company, helping to reflect a real value and attract more external investors. 

 

With the growing trend of globalization, demand for hospitality and lodging industries 

in Asia and around the world is likely to increase. The more service firms learn about 

effective investments, the bigger value they would be able to deliver to each 

stakeholder.  

 

5.2.2 Recommendations for further studies 

The findings of the study provide some knowledge about the impact of strategic 

orientation on intellectual capital investments in hospitality industry firms, but the 

effort to understand the complex role of strategic orientation and intellectual capital 

investment on firm profitability is far from being complete. 

 

For further studies, it is recommended to obtain additional data on human capital 

investment: expenditure on professional employees and expenditure on service 

employees should be measured separately, because different groups of employees 

provide unique components to human capital and bring differential value to their 

organizations (Walsh K., C.A. Enz and L. Canina 2008). Future scholars should 

investigate if the relative impact of each type of human capital on performance will 

depend on firm’s strategic orientation. 

 

Future studies should explore more deeply the intellectual investments in other market 

segments (economy, midscale, etc.) of lodging industry, as well as in other types of 

customer service firms and even diverse industries. Enlarging the study context would 

enable researchers to examine and compare different organizations distinctive sets of 

investments in intangible assets. 

 

Future study should explore the impact of strategic orientation of hotels given 

different cultural environment on intellectual capital investments in hospitality 

industry firms. Such expansion into a broader geographical coverage would determine 

whether there are effects of cultural background that impacts importance of a 
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particular intellectual capital category, hence requests bigger investment in it.  

 

It is also recommended to expand this research into a longer time frame in order to 

determine if there is long-term relationship between current investments and future 

returns. 

 

Future studies should continue testing the hypothesis with market value as a 

dependent variable (instead of EBIDTA). The research is based on intangible assets, 

however, conventional accounting rules do not measure intangibles, so EBIDTA 

might be a misleading indicator of firm value and profitability. Intellectual capital 

impacts market value, so we suggest it might be a more suitable and more precise to 

calculate the impact of intangible assets on firm performance using Tobin’s Q, 

because “Q” represents the ratio of the market value of a firm’s existing shares to the 

replacement cost of the firm’s physical assets. So Tobin’s Q must be more useful and 

correct in predicting investment decisions. 

 

5.3 Limitations 

 

This research is one of the few that examines the way different categories of 

intellectual capital impact customer service firm profitability in Taiwan using annual 

financial reports. As mentioned before, there exists a range of methods to measure 

intellectual capital. However, for the reason that intellectual capital is an intangible 

asset, none of the measuring methods, nor the one used in the current study, have been 

properly validated for research purposes. According to Cascio (2000, p.11) the field 

of intellectual capital is “still new to proclaim any set of measures as definitive”. 

Consequently, it is difficult to state with certainty that the hotel’s intellectual capital 

and investment in it is successfully captured. However, the results and procedure rises 

the level of confidence that steps have been made in the right direction.  

 

Another important limitation of a current study is a small sample size. Due to high 

financial information protection, hospitality players were unwilling to share their 

annual reports, so researcher had to focus only on listed companies that publish 

financial information on yearly basis.  
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Thirdly, the study was conducted within narrow market segment (upscale and luxury 

hotels) of one service sector context, hence is limited in generalizability.  

 

Besides, we have examined the impact on firm profitability over a 3-year period; it is 

possible that some intellectual capital expenditures need longer time to produce return 

on investment.  

 

Despite these limitations, we believe there must be one more- clarification of a 

strategic orientation. It might not be sufficient enough to define firm strategic 

orientation as a simultaneous function of pricing strategy and operating expense ratio. 

According to Porter, low-cost strategy could also be one kind of differentiation. From 

the managerial point of view, strategy identification must include mission and vision 

analysis, operating efficiency, branding and positioning, customer value proposition, 

choice of suppliers and distributors, etc. Besides, a successful hotel with a positioning 

of a differentiator over time would achieve economies of scale and low cost structure, 

however it doesn’t mean that hotel would become a low-cost leader and would 

decrease the prices, it only means that the hotel has achieved more efficient and leaner 

service production and its delivery. On the other hand, hotels that position themselves 

as low-cost leaders still can charge higher prices, because Taiwan is a country with 

high occupancy rate, meaning that market demand is high, so suppliers 

(accommodation providers) may charge a higher price and get higher margins even 

for standardized product and service. So, we can’t apply ex ante requirement that cost 

and differentiation are clear discriminators.       
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Appendix 
 

Appendix 1 

Original hotels’ sample 

Taipei Taiwan Hong Kong 

First Hotel  Empire Hotel Kowloon 

Janfusun Prince Hotel Regal Hongkong Hotel 

Holiday Garden Hotel Regal Airport Hotel 

The Westin Taipei Hotel Marco Polo Hong Kong Hotel 

Hotel Royal Chihpen Cosmopolitan Hotel Hong Kong 

The Landis Taipei Hotel Conrad Hong Kong 

Miramar Garden Hotel City Garden Hotel 

Regent Taipei The Royal Pacific Hotel and Towers 

Ambassador Hotel Taipei Cosmo Hotel Hong Kong 

Taoyuan Hotel The Peninsula Hong Kong 

Chateau Beach Resort Empire Hotel Hong Kong 

Grand Hyatt Taipei Empire Hotel Causeway Bay  

Shangri-La's Far Eastern Plaza Hotel 

Taipei 

Metropark Hotel Causeway Bay Hong 

Kong 

Howard Plaza Hotel Taipei Metropark Hotel Wanchai Hong Kong 

Sheraton Grande Taipei Hotel Taipei Metropark Hotel Kowloon Hong Kong 

Grand Hotel Taipei Metropark Hotel Mongkok Hong Kong 

Palais de Chine Hotel  

Sherwood Taipei  

W Hotel  

Caesar Park Hotel Taipei  

 

 

 

 

 

 


