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Abstract

Firms participate in network relationships with others to access resources that are not
otherwise available. The resources may consist of goods, services, information,
advice or support. This flow of resources into a firm has the potential to enhance the
capability of a firm to react to the external competitive environment. Generally
network relationships can be formal and/or informal. For a small firm, a network 1s
more likely to be informal and have social links with individuals such as family,
friends and acquaintances. This thesis investigates the network features and
networking activities of small tourism and hospitality firms. The context of the
research is that of owner-managers of chalet accommodation firms located at coastal
and island destinations in the east of Peninsular Malaysia. Thirty-seven chalet
owner-managers were interviewed face-to-face, using standardised interview
questions and procedures, and case protocol. The research found that chalet firms
were set-up mainly for economic motives rather that for lifestyle motives. The
networks are composed of family and ethnic links and predominantly bounded by
specific localities such as the ‘village’. Informal ties are with those with a common
interest in tourism products and services within a destination. The networks’
contacts for business and social purposes consist of the same people. They represent
less diverse, low cost and low maintenance networks. Chalet owner-managers
became attached to family for financial reasons and to friends for other matters
throughout their business life. This was due to the trust that was built up through the
years of the relationship, which led to strong ties. The main reason for networking
with the contacts was to exchange ideas, advice, and help. The local culture and
religious believes have some influence in the selection of network members, network

content and networking motivation as well as become guidelines in the networking

activities.
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Chapter 1

Introduction

1.1 Introduction

The objective of this chapter is to provide an introduction to the thesis as a whole.
The scope of the research is presented in order to provide an insight in to the research
focus, context and the key objectives. The strategy used to conduct this research is

briefly discussed. Finally, the organisation of the thesis is presented.

1.2 The scope of the research

Chalet accommodation is usually located at rural destinations near a hill, or by the
lake or near the beach. Historically, the word 'chalet' originated in the Swiss
Romande language and means 'a high mountain dwelling'. They existed in the Alps
for centuries as seasonal farmhouses but were turned into accommodation in the
1930s when people started to become interested in sporting activities (MSC 2004).
However, most of the chalet accommodation in Malaysia is found in the seaside
villages on the islands or at the coast of the peninsula (Figure 2.2). Beach chalets
were generally constructed out of wood on stilts and they often faced the sea to
maximise the benefits of the breeze and sun. There are many types of chalets but
usually they are built in a singular unit and come with a small balcony, and many of
them are equipped with an air-conditioning unit due to the warm climate. Figure 1.1

shows an example of a seaside beach chalet.



Figure 1.1: A seaside beach chalet

The focus of the research is on the small tourism and hospitality firms that form the

chalet accommodation sector at destinations on the east coast of Peninsular Malaysia.

The small accommodation firms that are categorised by the 'orchid rating' represent
two-thirds of the country's hotel supply (Section 2.6). The orchid rating is the
classitication for budget accommodation that includes budget hotels, tourist hostels.
holiday camps, guesthouses, chalets and homestay programmes categorised by the
Malaysian Ministry of Tourism (MOCAT 2004). The other category of
classification is the 'star rating' for business class and luxury accommodation. Two
hundred examples of this type of small accommodation are in the chalet sector, and
every 2 out of 3 chalet firms are found on the islands and in coastal villages on the
cast coast of the peninsula (Section 5.5). The islands are Pulau Perhentian, Pulau
Redang and Pulau Kapas in the State of Terengganu; Pulau Tioman in Pahang; and

Pulau Sibu, Pulau Besar, Pulau Pemanggil, Pulau Tinggi and Pulau Aur in Johor:

N\



while the coastal villages are Marang in Terengganu; Cherating in Pahang; and Air
Papan and Penyabong in Johor (Figure 2.2). However, the context for this research
1s chalet firms operating at Pulau Perhentian, Pulau Tioman, Marang and Cherating.
The areas selected did not represent the major concentration of chalet
accommodation but were areas that were involved in this sector (Section 2.7 and
Section 5.5). Table 1.1 shows the distribution of accommodation firms and room

supplies in the study areas.

Table 1.1: Accommodation firms in the study areas

Chalet Hotel/Resort
Area No. of firms No. of Rooms No. of firms No. of rooms
Pulau Perhentian 48 706 3 277
Marang 8 109 2 73
Cherating 17 412 3 494
Pulau Tioman 70 1746 1 200

Sources: Terengganu Hotel and Resort (undated); Tioman Development Authority
(undated); MOCAT (2002)

Chalets dominate the accommodation sector in the study areas (Table 1.1).
However, the chalet sector provides far fewer rooms than the hotel/resort firms. The
number of rooms supplied by each chalet firm ranges from between 4 and 66, but
mostly less than 25 rooms (Terengganu Hotel and Resort undated; Tioman

Development Authority undated). It is understood that a chalet firm is owned and

managed by an individual proprietor or a family. The development of tourism within



the study areas has changed the source of income for many households from farming
and fishing activities to the tourism industry, Apart from operating the chalet
accommodation, other tourism business activities ventured into by the people within
these areas are providing services such as land and water transport, food, diving,
1sland tours and souvenir shops. With the rapid development of tourism in these
areas, more people seemed to be involved in the tourism and hospitality business,
particularly 1n the chalet sector (Section 2.7). It was understood that the small firms
in this sector were set up mainly to maintain the owner-managers' lifestyle (Section
3.3.1). The owner-managers were reported to have set-up the business with little
knowledge and experience about the sector; however, they learnt the necessary skills
on the job and through networking with others (Section 3.3.5). Furthermore, the
small firm owner-managers seemed to face constraints on finances, management and
knowledge in other businesses that were related to the sector. However, it was
understood that such constraints could be reduced by engaging in networking with
tourism organisations and other business associations (Section 3.5). It has been
argued that a firm could benefit from an increase in market share, cost reduction,
access to know-how and access to assistance and support through network
relationships (Section 4.3). It is considered important for this research to understand
the characteristics of the chalet firm and its owner-manager, the type of network
relationship it has, and the benefits and impact of the network relationships.
Therefore, the results of the research should help to recommend ways in which better

networking can be engaged in by chalet owner-managers.



The aim of this thesis is to advance knowledge, relative to the types, reasons, benefits
and maintenance of small firm networks in the chalet accommodation sector. The
justification of this aim is to identify the features of the chalet firm and the networks,
and the networking critical incidents, which have an impact on the firm. Therefore,

the key objectives of this research are:

» To understand the characteristics of the chalet firm and its owner-managers;

» To understand the features of the chalet owner-managers’ networks;

> To identify the critical incidents associated with the owner-managers’

networking; and

» To recommend strategies to improve the networking in order to maximise the

economic and social benefits of the networks.

1.3 The strategy used to conduct this research
The strategy used to conduct this research is a combination of literature analysis and

empirical research. Both components of the strategy are now discussed brietly:

1) Literature Analysis
A comprehensive literature review was carried out with sources drawing on
small firms, organisational behaviour, sociology, economics, strategic

management, marketing, management, and tourism and hospitality, prior to



entering into empirical research. From this material an analytical research
framework was established (Section 4.8) and a set of research propositions

were developed (Section 5.6).

il) Empirical research

The methodology adopted was qualitative. The context for the research was
37 chalet owner-managers at Cherating, Marang, Pulau Tioman and Pulau
Perhentian, Malaysia. The respondents were selected using a combination of
criteria and snowball sampling techniques. The research data were collected
using the interviews technique that were undertook interviews according to
protocol (Appendix 7) during fieldwork in the months of February and March
2003. The interviews were tape recorded, transcribed and analysed. The data
were analysed using content analysis for the quantifiable data and thematic
analysis to create groups and categories. These findings were reported on,
and discussed, with the subjects and the propositions developed from the

literature review.

1.4 Organisation of the thesis

The thesis has the following structure:

Chapter 2 introduces the tourism industry in the context country, Malaysia;

examines the supplies and the development of the small accommodation sector, It



analyses the previous studies on the small accommodation sector and provides the

justification for further research into the sector.

Chapter 3 presents the concept and the definition of a small business, examines
definitions of the firm in the tourism and hospitality industry, and defines the small

chalet firm. It provides an understanding of the small hospitality firm in terms of
start-up motivations, ownership, employment, start-up capital, the profile of the
owner-managers and the managerial 1ssues. It highlights the influence of local
culture values on business culture. It identifies the constraints on small firms and the

factors to consider in further research into small accommodation firms.

Chapter 4 presents the definition, formation and the dimension of an inter-
organisational network. There then follows a discussion of small firm networks and
their characteristics. The chapter continues by examining the network and
networking in the tourism and hospitality industry, as well as social networking
activities. It relates the culture and networking relationships in Malaysia. Finally, it
1dentifies the factors considered in the study of a chalet firm owner-manager's

network.

Chapter S presents the research methodology, research strategy and design, the
sampling considerations and research propositions for the study. It also describes the

data collection method, the role of the researcher, the pilot study, the procedures for

data management and data analysis.



Chapter 6 present the findings from the empirical work.
Chapter 7 presents the discussion of the research findings in relation to the literature
analysis. It suggests the features of the chalet firm and its owner-manager. It also

provides a discussion of the critical incidents associated with networking.

Chapter 8 draws conclusions and recommends strategies relative to the key
objectives of the thesis. It also highlights the contribution of the research, identifies

the research limitations, and outlines recommendations for future research.



Chapter 2

Tourism in Malaysia

2.1 Introduction

In order to carry out a study of networking in the small accommodation sector, it 1s
important to understand the development of the tourism industry and the development of
the small accommodation sector in the context of a study of Malaysia. Section 2.2
discusses the profile of the country and highlights the historical background, the people,
and the economy and the political environment. Section 2.3 explains the criteria for
tourist products in Malaysia. The performance of the tourism industry is reviewed 1n
Section 2.4. The involvement of the Government in developing tourism in the country is
discussed in Section 2.5. In order to achieve an understanding relative to the
development of the small accommodation sector, Section 2.6 reviews hotel and room
supplies, focusing on small accommodation. Section 2.7 investigates the development
of the resort and its significance to the small accommodation sector. Previous studies of
the small accommodation sector in developing countries, particularly in Malaysia is
reviewed in Section 2.8. Lastly, the reasons for further study on managerial activities of

small accommodation sector are presented in Section 2.9.

2.2 Country Profile
Malaysia is divided into two regions by the South China Sea. Peninsular Malaysia,
consisting of 11 states and two federal territories, is on the west at the tip of the

mainland of Southeast Asia. The states are; Perlis, Kedah, Pulau Pinang, Perak,



Selangor, Negeri Sembilan, Melaka, Johor, Pahang, Kelantan, Terengganu, and the
Federal Territories of Kuala Lumpur, and Putera Jaya; while the Federal Termtory

Labuan, Sabah and Sarawak states are in the east on the Island of Borneo (Figure 2.1).

Figure 2.1: Map of Malaysia
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The combined land area of both regions covers 330,400 square kilometres, equivalent to
approximately 127,000 square miles (Malaysia, 1999). Standard Malaysian Time 1s
eight hours ahead of GMT. The Malaysian currency is the Ringgit Malaysia (RM),

which has the value of RM3.80 against USD1, or approximately RM6.80 for a GBP1.

With a location between one and seven degrees north of the Equator, Malaysia enjoys in

a tropical climate, with a temperature between 26 C and 33 C, and a humidity level of 80

10



per cent throughout the year. Generally, Malaysia has two seasons: the dry season
occurs from May to September, and the northeast monsoon that blows from November

to March brings the wet season (normally referred to as the 'monsoon'). As a result, the

annual rainfall 1s heavy at 2,500mm (100 inches).

2.2.1 The making of Malaysia

Dating back to the 14™ century, Melaka, which was ruled by the Malay Sultanate of
Melaka, was a major regional entrepot, where Chinese, Arab, Indian and Malay
merchants traded precious goods. Drawn by this rich trade, the Portuguese fleet
conquered Melaka in 1511, and later the Dutch ousted the Portuguese from Melaka in
1641. The foreign interest in Melaka continued when the British replaced the Dutch in
1795. The British had occupied Pulau Pinang earlier in 1786. After that, the British
took control of Melaka and Malay states in the peninsula, including Singapore. During
the British occupation, the foreign workforce, mainly Chinese and Indian, were brought
in to work in tin mines and rubber plantations. The leaders from the three major ethnic
groups (Malay, Chinese and Indian) were working together politically under a coalition
of ethnic-based parties called the Alliance to pressurize the British into granting
independence. Finally, independence was conceded on 31* August, 1957 under the
name of the Malay Federation. The British colonies of Singapore, Sarawak, and Sabah
(North Borneo) joined the Federation to form Malaysia on 16™ September, 1963.

However, Singapore withdrew from Malaysia on 9™ August, 1965.

11



2.2.2 The people, economy and politics

The total population of the country was 24.53 million in 2002 (Malaysia 2004) and it
continues to grow at a rate of 2.2 per cent per annum. The population comprises many
ethnic groups, namely: Malay (50.3 per cent); Chinese (24.1 per cent), the indigenous
people of Sabah and Sarawak, and the aborigines in the peninsula (10.9 per cent), Indian
(7.1 per cent), non-Malaysian (6.3 per cent), and others (1.3 per cent). The Malay and
the indigenous people are also called the 'Bumiputera’, which means the original people
of Malaysia. The Malays are Muslim and Islam 1s the nation's official religion. Other

major religions observed are Buddhism, Hinduism and Christianity:.

At independence, Malaysia inherited an economy dominated by two commodities:
rubber and tin. Later other major commodities added to the export list were palm oil and
petroleum. From a commodity-based economy, the country moved to focus on
manufacturing. Manufacturing grew rapidly from 13.9 per cent of the GDP in 1970 to
30.4 per cent in 2002. Malaysia is one of the world's largest exporters of semiconductor
devices, electrical goods, and appliances (BEAPA 2003). The Alliance, a coalition of
the ethnic based parties (subsection 2.2.1) that consists of the United Malays National
Organisation (UMNO), the Malayan Chinese Association (MCA), and the Malayan
Indian Congress (MIC) have held power since independence was replaced by an alliance
of communally based parties of 14 party components, named the 'Barisan Nasional' in
1973. It continues to rule the country's politics. The major opposition parties are the
Democratic Action Party (DAP), the 'Parti Islam Se Malaysia' (PAS), and the 'Parti

KeAdilan' (KEADILAN). At state level, Kelantan and Terengganu are ruled by the

12



PAS, but the 'Barisan Nasional' took over Terengganu recently in March 2004 after
winning the general election. The Government of Malaysia is ruled by federal
parliamentary democracy, which is elected in a five-year term election, when the state

assemblies that rule the states are also elected.

2.3 Tourist Products

Malaysia offers a considerable variety of tourist products, ranging from natural
resources, including beaches, 1slands, and national parks (Wells 1982), to exotic
cultures, Formula 1, and the latest addition, as a shopping destination. Gearing, Swart
and Var (1974) introduce five groups of criteria for measuring tourist product
attractiveness namely: natural factors; social factors; historical factors; recreational and
shopping facilities; and infrastructure, and food and shelter. Using these criteria, the
tourist products of Malaysia can be promoted as:

» Natural factors, including hill and island resorts, marine parks and national parks.
Hill resorts offer a cool climate with an average temperature of 26 C as in
Penang Hill, Fraser's Hill, Cameron Highlands, Genting Highland, Mount
Kinabalu and the Crocker Range in Sabah, and the Borneo Highlands in
Sarawak. The hill resorts also accommodate activities, including entertainment,
theme park and rides, golfing and gambling. The island resorts are Pulau
Tioman, Pulau Redang, Pulau Pangkor and Pulau Sipadan. The resorts are
located near beautiful beaches and clear water offers a variety of water based

activities. Marine parks feature the exotic marine life at Pulau Tioman, Pulau

13



Payar and Tunku Abdul Rahman Park. The national parks house the unspoilt

rain forest, and unique species of flora and fauna.

Social factors include the attitude of the hosts towards guests, the culture and
festivals. It 1s considered appropriate to say that these factors are on the positive
side in Malaysia, as Hofmann (1979) reports that his survey ranked the multi-
ethnic people of Malaysia as "warm and friendly", according to the most popular
comments made. Certainly with being multi-ethnic, Malaysia offers multi-

cultures and festivals from the Malays, Chinese, and Indian to the longhouses of

the indigenous tribes of Sabah and Sarawak.

Historical factors involve sites of religious significance and heritage sites. Even
though the official religion is Islam, Malaysia also observes other religious
events and celebrations which are celebrated at a national level on a reasonably
large scale. The heritage sites include the Declaration of Penang (significant to
the British colony) and Melaka (significant to the Dutch and Portuguese
occupation) as historic cities. The Kinabalu National Park in Sabah features a
rain forest and the Mulu National Park in Sarawak, which is famous for show
caves which have been included in the World Heritage sites in 2000.
Recreational and shopping facilities have been given priority by the Government
as have high profile sports taking in the annual calendar, such as Formula 1,
Moto GP, and the Malaysian Open Golf Championship (co-sanctioned with the
Asian PGA and the European Tour). Promoting recreation and sports, Malaysia
offers hundreds of leisure and championship golf courses, diving spots, river

rafting, safaris and jungle trekking. In order to promote the country as a
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shopping destination, since 2000, a month long shopping carnival has run three
times a year in March, August and December. Many imported goods were
added to duty-free items such as cameras, watches, pens, cosmetics, computers
and leather goods to make shopping more attractive.

- » The infrastructure that supports tourist activities is reasonably good with a
network of highways from north to south and throughout the country, and a good
air network, both internationally and domestically. Tourists also can be
transferred easily to any destination by train, ferry or passenger boat. The choice
of accommodation is wide with a homestay programme, beach chalets, five-star

resorts and luxury hotels.

(Source: Malaysia 2001)

Beyond the Gearing, Swart and Var (1974) criteria, Malaysia has taken a further step to
exploit the advantages of its port facilities and attractive land-tour packages by
developing cruise tourism. Two Star Cruise terminals have been built in Port Kelang
and Langkawi to accommodate this sector. In 1999, the ASEAN Cruise Working Group
was formed to develop the potential, draw strategies and to integrate cruise tourism in
the region. Another sector seriously emphasised 1s health tourism, to offer quality and
affordable health and medical services in the region. It was reported that 398,560

foreign patients sought treatment at 44 private hospitals from 1998 to June 2000

(Malaysia 2001).
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2.4 Review of tourism performance

The growth of tourism in Malaysia started during the 1970s and tourist arrivals have

been increasing every year. This is due to the effort of the private sector and

government involvement in providing tourism infrastructure and facilities (Section 2.5).

Promotion campaigns to put Malaysia on international tourist routes took place with the

launch of Visit Malaysia Year 1990 and followed with the second campaign in 1994.

Tourist arrivals were recorded at 7.2 million visitors in 1994 as compared to 4.9 million

visitors prior to the campaigns in 1989. This growth continued in the following years, as

indicated in Table 2.1

Table 2.1: Selected tourism indicators, 1995 and 2000

Indicator 1995
Tourist arrivals ('000) 7,469
Total tourism receipt (RM million) 9,174.9
Number of hotels 1,220
Average length of stay (nights) 4.8
Occupancy rate of hotel (%) 65.5
Average per diem expenditure RM255.90
Employment (hotel sector only) 67,214

Source: Adapted from Malaysia (2001:434)

2000
10,221
17,335.4
1,492
3.5
35.0
RM308.36

78,071
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Table 2.1 presents selected tourism indicators measuring the performance of the tourism
industry for the reporting period for the Seventh Malaysia Plan (7MP), the five-year
period development plan. Tourist arrivals increased moderately during 1995 to 2000 at
an average rate of 6.5 percent (Malaysia 2001; Sadi and Bartels 1997). However, tourist

arrivals reduction in 1997 and 1998, mainly due to the Asian financial crisis,
occurrences of haze from open forest buming and localised outbreaks of Nipah and
Coasackie viruses. It was reported to decline by 13 percent and 10.6 percent in 1997

and 1998, respectively (Malaysia 2001). However, proactive measures that have been

taken, including an increase in promotional efforts to the markets not affected by the
financial crisis. As a result tourist arrivals recorded a rapid increase to 7.9 million in

1999 and 10.2 million in the year 2000 (Table 2.1; Tourism Malaysia 2004a). Arrivals

continued to record an increase at 12.78 million in 2001 and grew 3.9 per cent in the

following year (Tourism Malaysia 2004a).

The average length of stay shows an increase from 4.8 nights in 1995 to 5.5 nights in
2000. Tourists were also reported to have spent 20.5 per cent more in the year 2000 than
previously, as the average per diem expenditure was up to RM308.36 from RM255.90 in
1995. The private and public investment in the hotel sector had also increased by 22.3
per cent, with a larger supply of hotels in 2000, and with the number having risen to
1,492 from 1,220 in 1995. Consequently, the occupancy fell by 10.5 per cent as the
hotel sector grew faster than tourist arrivals. However, hotel growth continues to

provide more jobs, with an increase of 17 per cent in employment.
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Table 2.1 shows an increase in tourism receipts as registered for RM17, 335.4 million in
2000 against RM9,174.9 million in 1995. The increment is reported to have recorded
13.6 per cent annual growth during the period. The total receipt for the year 2000 was
accounted from the composition of tourist expenditure: accommodation (32.8 per cent),
shopping (23.1 per cent), food and beverages (19.5 per cent), local transportation (7.1
per cent), domestic airfares (4.6 per cent), organised sightseeing (4.2 per cent),
entertainment (5.0 per cent), and (3.7 per cent) of miscellaneous expenditure (Malaysia

2001). The recent data shows the annual tourism receipt continued to increase to

RM21, 291.1million in 2002 (Tourism Malaysia 2004b).

2.5 Government involvement in tourism

The direct involvement of the Government in tourism began in 1972 with the set up of
the Tourist Development Corporation of Malaysia (TDC) under the 1972 Act of
Parliament. The TDC was established on 10" August 1972 as an agency under the
former Ministry of Trade and Industry., The TDC was responsible for the overseas
promotion of tourism, and for tourist development, including coordination with the

private sector to provide and improve tourist products and facilities. Within the first ten

years of the overseas’ promotion, tourist arrivals grew at an average rate of 8.5 per cent

per annum, from 725,833 in 1972 to 2,533,104 in 1982 (Othman, 1998; Wells 1982).
For the planning and development of tourist product and facilities, TDC defined six
geographical tourist regions in the peninsula, and Sarawak and Sabah regions (Wells

1982; Othman 1998). The peninsula's tourist regions were Pulau Pinang/Langkawi,
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Perak, Kuala Lumpur/Melaka, Johor, Kuantan, and Kota Bharu and Terengganu (see
Appendix 1). The development of tourist facilities, mainly accommodation and other
infrastructure, was planned and developed according to the needs of the tourist regions;
for example, historic building preservation for Kuala Lumpur/Melaka region;
transportation infrastructure for Pulau Pinang/Langkaw; airport facilities for Perak; and
tourist accommodation for Johor, and Kota Bahru and Terengganu regions (Wells 1982).
It has been reported that by 1980, the number of hotel and room supplies had increased
to 835 hotels, with 27, 559 rooms. More than 10,000 of these rooms were in first-class
hotels by international standards. Construction of hotels continues to receive priority, as
tourist arrivals are projected to increase and more hotel rooms are required.
Nevertheless, the expansion of physical and soctal infrastructure has also received
attention. These can be justified by the significant allocation of funding given to

develop tourist facilities as shown in Table 2.2.
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Table 2.2: Development allocations for tourism

Development Allocations for Tourism, 1986-2005
(RM million)

Programme

(1986-1990) | (1991-1995) | (1996-2000) | (2001-2005)

B

Beautification/Cleanliness 2.5 43.6 89.2 295.3
& Environmental
Protection

Facilities & Infrastructure 157.4 335.5 473.6
TOTAL 138.0 421.0 605.5 1,009.0

Source: Adapted from Othman (1998:123) and Malaysia (2001:453)

Preservation of National

Heritage/Historical

Table 2.2 illustrates the development allocations for tourism according to the main

groups of programmes conducted by the TDC and later by the Ministry of Culture, Arts
and Tourtsm (MOCAT). The development fund was allocated to four main
programmes, namely: preservation of national heritage and historical sites;
accommodation; beautification, cleanliness and environmental protection; and facilities

and 1nfrastructures, and other small projects. The total allocation given has increased in

20



every five-year Malaysia Plan (MP) from RM138 million in the Fifth Malaysia Plan
(SMP) to RM1, 009 million in the Eighth Malaysia Plan (8MP). The allocation is
considered significant compared to other industries, for example, agriculture RMS, 287
million in 7MP and RM7,860 million in 8MP, and for the industrial development

RM2,185 million and RM2,598 million in the 7MP and 8MP respectively (Malaysia
2001). The largest allocation was given to provide tourist facilities and infrastructure in
the SMP. In the 6MP, more funds were given for the construction of tourist
accommodation. The improvement of tourist facilities and infrastructure was
emphasised in the 7MP and the 8MP. However, the allocation for beautification,
cleanliness and environmental protection was tripled in the 8MP. This is due to the
implementation of sustainable tourism which became the development approach for the
8MP. The allocations are for the conservation of nature parks, rivers, lakes, caves,
wetlands, and wildlife sanctuaries, as well as social and cultural projects. The total
number of rooms supplied has increased from 835 hotels with 27, 599 rooms in 1980 to
1,492 hotels with 124,413 guest rooms in the year 2000 (Section 2.6). The Government,
beginning with the 6MP and continuing to the 8MP, encouraged the development of
medium priced and budget accommodation to cater for budget-conscious travellers and
local tourists. Within the 6MP and 7MP, sixteen Government-owned, medium-priced
Hotel Seri Malaysia with 1,574 rooms were built. The budget accommodation, given
priority for development, included 1 to 3-star rated hotels and the Orchid classification

motels, chalets, rest houses, holiday camps and tourist hostels.
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The Government has allocated a Special Tourism Fund for small and medium
enterprises to develop small and medium scale tourism projects. The projects falling
into this category include construction, expansion and renovation of budget tourism
accommodation, building tourist attractions and providing other tourist facilities (see
Appendix 2). The allocation for the Tourism Infrastructure Fund (TIF) is for financing
all tourism infrastructure projects that contribute to the development of the tourist
industry. The eligibility and summary of tourism related project is shown in Appendix
3. Besides financial assistance, the Government also provides incentives to attract the
private sector to develop tourist products and facilities. A summary of the Incentive

Programme is listed in Appendix 4.

The TDC then combined with the Culture Department from the Ministry of Culture,
Youth and Sports to form the Ministry of Culture and Tourism. The Ministry of Culture
and Tourism was established on 20" May 1987, but was renamed as the Ministry of
Culture, Arts & Tourism (MOCAT) when the Arts Division was added in on 22™
October. In May 1992, the Tourist Development Corporation Act 1972 was repealed
and replaced by the Malaysia Tourism Promotion Board Act 1992. As a result, the
Malaysia Tourism Promotion Board (MTPB), popularly referred to as 'Tourism
Malaysia', was established. Under the new Act, the development and enforcement
functions were dropped from Tourism Malaysia and the new task is now to focus
specifically on promoting Malaysia at a domestic and international level. Recently, in

April 2004, after the general election and government reshuffle, the new fully-fledged

Ministry of Tourism was established.
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2.6 Supply in the small accommodation sector
As investment in hotels was given a high allocation in the 6MP and 7MP (Section 2.5),

hotel room supplies were increased from 45,032 rooms at the beginning of 1991 to

76, 373 rooms in 1995 and jumped to 124,413 in 2000. Table 2.3 displays the hotel and

room supplies for the selected years of 1990 and 1995, and from 2000 to 2002.

Table 2.3: Supply of hotels and rooms for selected years

Hotels supply [ Percentage Rooms supply | Percentage
089

G N A

Source: Malaysia (1996; 2001); Tourism Malaysia (2004c);

A significant growth in hotel and room supplies happened during the five years from

1990 to 1995. The growth in the number of hotels was 23 per cent and 69 per cent In
hotel rooms. The number of hotels grew steadily by 6.3 per cent, but the increase in the
supply of rooms was double that at 13.7 per cent between 1995 and 2000. The supply of

Hotels continued to grow at the higher rate of 19 per cent in 2001; however the number

of rooms grew at the much lower rate of 5.1 per cent. This pattern indicates a iarger
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budget and small hotels with a smaller number of rooms being built during the year,
compared to the previous 10 years. It may have resulted from a recommendation by the
Government to supply more budget accommodation (Section 2.5), and a fall in the
occupancy rate in 2000 (Section 2.4) that had a greater impact on larger hotels than it did
on smaller hotels. The supply of hotels and rooms continued to grow in 2002 at a lower
rate. However, the statistics given do not give an indication of hotel size, whether small

or larger, rather they give the total number of hotels.

It 1s difficult to determine the actual number of small hotels and other types of
accommodation in the small accommodation sector because the statistics available are
limited and often inconsistent (Morrison 1998). In Malaysia, small accommodation
firms, particularly those with less than 10 rooms, are not included in the list provided by
Tourism Malaysia (Hamzah 1997). The hotel survey carried out by Tourism Malaysia
only collects data from those hotels having more than 10 rooms, or tourist hostels with at
least 50 beds (Tourism Malaysia, Registration Guidelines 2004). According to Hamzah
(1997), the reasons given for selecting hotels with more than 10 rooms were that 1t was
difficult to obtain responses from the operators and that foreign tourists are less likely to
stay in smaller hotels. Therefore, he assumes that small chalets constructed by local
communities are not in the survey because they are not classified as hotels, even though
many of them have more than 10 rooms. The Malaysian Association of Hotels (MAH),

the body that governs the hotels, is also consistent with a minimum of 10 rooms being a
basic requirement for membership. The hotels and rooms statistics, as at 30 September

2001, released by MAH, were 262 hotels with a total of 55, 223 rooms (MAH 2001).
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However, MOCAT has recognized the importance of small hotels or budget lodgings
and reported that they were occupied by 30 per cent of tourists (The Star 06/08/2003).
As aresult, MOCAT has now classified accommodation establishments into two types
of rating systems. Hotels will use star ratings, from 1 to 5-stars, which is consistent with
international standards, based on: a qualitative and aesthetic requirement; common
areas; bedroom requirements; services; staff; and hygiene and safety. Budget lodgings
include motels, chalets, inns, rest houses, tourist hostels and other types using orchid
ratings between 1 and 3-orchids. The orchid rating will be given based on: cleanliness;
safety; services and facilities; and bedrooms. The star rating for hotels was introduced
in 1996 and the orchid rating for budget lodgings classification was introduced later in
1999. It was understood that the size of budget accommodation is most likely to be
small. Therefore, it is appropriate to say that budget accommodation is also small
accommodation. Unfortunately, most of the small accommodation operators were less
likely to register with MOCAT and get rated. Only 68 examples of small
accommodations had been rated five years after the scheme had been introduced.
Consequently, MOCAT launched a campaign for the rating exercise in August 2003 and
the small accommodation operators were given six months to become classified (The

Star 06/08/2003). As a result, the statistics for small accommodation became available

in May 2004.
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Table 2.4: Distribution of small accommodation units according to orchid rating

I

¥ N

Negeri Sembilan
Pahang 123 — 132
Perak 133 -

Sarawak 176 182
i
ik I N N
A I A N

Source: Adapted from MOCAT (2004)

Ch
W

Table 2.4 illustrates the distribution of small accommodation units according to the

orchid rating and Malaysian states. It shows that there were a total of 1190 small



accommodation establishments with the orchid rating in the whole of the country. The
majority of them (95 per cent) operate at the low level of property type that has a 1-
orchid rating. Just over one per cent of small accommodation is in the 3-orchid category
and over three per cent have a 2-orchid. If it is appropriate to compare these statistics
with the total amount of the country's supply of accommodation in Table 2.2, small

accommodation represent over 65 per cent of the total supply.

At state level, however, the effort to take an inventory on hotel and room supplies has
been carried out in many states. For example, the city hotels’ and beach chalets’ listings
in Terrengganu were compiled by the Youth, Sport, Cultural and Tourism Division of
the State Secretary Office and are available at the State Tourist Information Centre,
Kuala Terengganu (Terengganu Hotel and Resort undated). It is understood that the
Pahang State Tourism Office updated beach chalets’ lists for Cherating and Pulau
Tioman yearly. Similar factors to those that caused the inconsistency in small hotel
statistics, identified by Morrison (1998:134), also appeared to exist in Malaysia. Six of
the 7 factors are similar:

1. The absence of an universally accepted organizational definition;

2. Not being registered with officialdom as below legal room size limit. The size
set by Tourism Malaysia i1s more than 10 rooms for a hotel and at least 50 beds
for tourist hostels:

3. Not having a Government policy for compulsory registration. However, the

registration will give an advantage in applying for Government assistance;

4, Seasonal and intermittent patterns of operation;
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5. Active avoidance by operators of bureaucracy, legal and fiscal scrutiny; and
6. General inconsistencies in the manner in which they are counted. In contrast to
Tourism Malaysia, many state tourism offices take an inventory of smaller units.

7. The Value Added Tax registration as in the UK is not applicable in Malaysia.

Therefore, in order to have reasonably accurate statistics, the data from various sources,

such as the tourist office at federal and state level, and associations and fields, should be

collected, compared and adjusted.

2.7 Development of resorts and the significance of small accommodation

The first resort area developed in Malaysia (then Malaya) was at Maxwell Hill in
Taiping, Perak, to cater for British officers and their families during the colonial era
(Othman 1998). More hill resorts were developed 1n the early 1900s, such as Fraser
Hill and Cameron Highland in Pahang, and Penang Hill in Pulau Pinang (Malaysia
1999). Hill resorts were popular among the British and Europeans because of the cool
climate of the highlands. The type of accommodation available at that period was
Government built rest houses and company-owned bungalows (Malaysia 1999). After
independence in 1957 and the formation of Malaysia with the addition of Sabah and
Sarawak, the hill resorts became accessible to the locals, especially the Government
officials and elite groups (Othman 1998). The accommodation facilities and tourism
activities soon upgraded and expanded to international level; for example with hotel

complexes, theme parks and a casino at Genting Highland. Coastal destinations began
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with Port Dickson, Negeri Sembilan, in the 1960s to cater for the demand from nearby

towns ltke Kuala Lumpur and Seremban (Wells 1982). In the north there was Batu
Ferringhi in Pulau Pinang (Oppermann 1992). The development of hill and coastal
resorts was concentrated on the west coast due to the high demand and a greater

population density than in the east coast (Wells 1982; Oppermann 1992).

The development of coastal resorts in the east coast only began in the 1970s when the
region was actively promoted by the TDC (Pearce 1989; Wells 1982). It began with the
opening of the first Club Mediteranee (Club Med) in Asia near Cherating (Wood 1984).
It was later followed by resort hotels such as Hyatt Hotel in Kuantan, and a few hotels in
Desaru cluster at the south in Johor. The accommodation sector developed at the resort
destinations was run by enterprises in the formal sector. Wahnschafit (1982:431)
describes enterprises in the formal sector as those 'which are often eligible for available
government subsidies' and 'frequently able to influence political decisions through their
accepted lobbies'. The formal/informal dichotomy was firstly introduced by the
International Labor Organisation (ILO) to explain the development sectors. The

characteristics of the two sectors have been summarized as following (ILO 1972:6):
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Informal sector activities are Formal sector activities are

characterised by: characterised by:
a. ease of entry a. difficult entry
b. reliance on indigenous resources b. frequent reliance on overseas resources

c. family ownership of family enterprises ~ c. corporate ownership

d. small scale operation d. large scale of operation

e. labour intensive and adapted technology e. capital intensive and often imported
technology

f. skills acquired outside the formal school {. formally acquired skills, often expatriate

system
g. unregulated and competitive markets g. protected markets (through tariffs,

quotas and trade licences)

Wahnschafft (1982) employs the ILO's formal/informal characteristics to study tourism
enterprise in Pattaya, Thailand. He suggests that the formal tourism enterprises are
owned and run by prominent investors and corporations in which both actively support
the state; while according to the ILO, the informal sector is developed by individual or
family businesses, generally without legal recognition and protection, and sometimes
beyond moral standards. However, the ILO argues that the informal sector is considered
a key element in solving unemployment and inequality, thus promoting the informal

sector is a viable alternative strategy of development (Wahnschafft 1982).
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As formal tourism develops in clusters of resorts, the tourists in the resort enclaves will
make brief excursions for sightseeing, entertainment and the purchase of shopping items
outside of their 'environmental bubbles' (Britton 1982). Thus, indirectly these activities
encourage the informal sectors to supply tourist products, such as local handicraft and
souvenirs, and petty transport services such as taxis and boats. Alternatively, according
to Britton (1982), the informal sector may provide similar services to those offered by
the formal sector, such as budget accommodation, localised tours, village organised
tourist attractions and the retailing of souvenirs, but of course on a smaller scale.
Similarly, the development of coastal resorts in the east coast such as in Cherating
appeared to encourage the development of informal tourism activities. Consequently,
the small accommodation sector at Kampung Cherating Lama grew along with the
formal resorts of Club Mediteranee, Chendor Motel and Hyatt Kuantan. The evidence
can be seen in Table 2.5, which shows the classification of beach resorts in the east coast

of Peninsular Malaysia.
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Table 2.5: Classification of beach resorts, east coast of Peninsular Malaysia

T 1 R L

Planned resort complex Large-scale development. Desaru resort complex

(Johor)

Important role in regional
development. State organization
in overall planning. Joint
development between state and
private companies operating at

national and international levels

Individual resort of Medium-scale development. Tanjong Jara Beach

Hotel (Terengganu)
Club Mediteranee

(Cherating), Hyatt

international standard '‘Exclusive' character. Joint

development between state and

private compantes operating at

national and international levels | Kuantan (Kuantan)

Individual resort of Medium-scale development. Pantai Cinta Berahi

Beach Resort
(Kelantan), Chendor
Motel (Cherating),

Simjinfah Motel

national/local standard Developed by private companies

operating at state and national

levels

Basic accommodation unit | Small-scale development. Pulau Tioman,

(dormitories, kampung Private local enterprise. Kampung Cherating

accommodation) LLama

Adaptation of local resources to

tourist demand

Source: Pearce (1989:92)

Pearce (1989) cites Wong's (1986) four types of beach resorts developed on the east
coast of Malaysia namely: planned resort complex; individual resort of international

standard; individual resort of national or local standard; and the basic accommodation
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unit (Table 2.5). The first three types can be classified as formal enterprises and the

basic accommodation sector as the informal sector, according to ILO (1972)

characteristics. The basic accommodation unit is built within the kampung (village) by

the landowner, individually, or through a family business in a small-scale development

using local resources.

The development of the small-scale accommodation sector can be dated back to the late

1960s at 'backpackers’ ghetto' along Jalan Chulia, which provided cheap
accommodation for the drifters and spill over to Batu Ferringhi and Telok Bahang in
Pulau Pinang (Hampton, 1998; Hamzah 1997). It began in 1973 in the east coast with
Cherating, followed by Pulau Tioman and later Pulau Perhentian and Johor coastal
islands (Hamzah 1997). In the 1980s, the small accommodation sector represented
between 7 per cent (Opperman 1992) and 12 per cent (Din 1988) of the country's total
supply of accommodation. There were 17 small-scale accommodation development
areas in Peninsular Malaysia in the mid-1980s, mainly along the east coast (Hamzah
1997). According to Hamzah (1997), new destinations sprang-up and the small-scale
accommodation areas grew rapidly to 29 areas in the 1990s. Figure 2.2 illustrates the
locations of small-scale accommodation areas in the peninsula. It represents the main
concentraﬁon of the development areas which remain at the east coast, along the

matinland and spread up to the islands near the coast.
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Figure 2.2: Locations of small-scale accommodation in Peninsular Malaysia
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2.8 Studies of the small accommodation sector

Many studies have been carried out on small-scale tourism development in developing
countries, for example Rodenburg (1980), Cohen (1982), Wahnschafft (1982), Din
(1982; 1988; 1992), Long and Wall (1995) Hamzah (1997), Othman (1998) and
Kontogeorpoulos (1998). Rodenburg (1980) compares the effects of scale in Bali by
comparing the large international standard hotels against economy class hotels and
'homestay'. In the study, he concluded that small industry tourism (economy hotels) and
craft tourism (homestay) are a more appropriate form of development on the island
because they directly support the local economy and minimise economic leakages. Thus
Rodenburg (1980) suggests that the small-scale enterprises should be actively promoted.
Along with Rodenburg (1980), other studies have also highlighted the benefits and
advantages of small-scale tourism for the local communities, such as Cohen (1982) to
Ko Samui and Phuket; Wahnschafft (1982) to Pattaya; and Kontogeorpoulos (1998) to
Ko Samui and Phuket, in which all locations are in Thailand. Long and Wall (1995)
take a further step in studying small accommodation development to include an aspect of
management in studying small-scale tourism in Bali. One of the survey questions they

asked was how the operators learn to manage their businesses. They found few
operators had formal training, some learmned as they went along and some learned from
their neighbouring operators. The operators also formed neighbourhood tourism
organisations to co-ordinate promotional efforts. The result demonstrates the existence

of networking relationships in management and knowledge sharing activities between

the operators within the neighbourhood.
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Although little research has been carried out specifically on small-scale tourism in
Malaysia, the topic has been raised in many past studies of tourism. The following
highlight a few. Hamzah (1997) focuses on the physical growth and sustainability of the
small-scale tourism development in Cherating, Tioman and Langkawi; and Othman
(1988) studies the entrepreneurial opportunities in tourism related businesses for small
and medium enterprises in Langkawi. He calls for the 'Bumiputera’ SME to participate
in the tourism sector and urges the continuing support and involvement of the
Government. The 'Bumiputera’ refers to the indigenous people of Malaysia that are
Orang Asli of the peninsula, Orang Ulu, Dayaks and Ibans tribes of Sarawak, Kadazan,
Murud and Bajau tribes of Sabah, and the Malays (Din 1982; Othman 1998). Din
(1988; 1992) has carried out a great deal of research on the Malaysian tourism industry,
covering a wide range of issues from ethnicity in tourism entrepreneurship to tourism
planning, local involvement in tourism and environmental issues in tourism and one of

the studies examines the problems facing the small-scale 'Bumiputera’ entrepreneurship

1n tourism.

2.9 Reasons for further study of small accommodation sector

Previous studies on small-scale accommodation development in developing countries
focused heavily on the involvement of and benefits for local communities (Section 2.8)
but there was a lack of focus on the management aspect of small accommodation. Apart

from Long and Wall (1995), there is no emphasis given to managerial activities,

particularly in Malaysia.
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There is a gap between the benefits gained from the development and the utilisation of

the resources available as the result of the development. It has been recognised that the

development of the small accommodation sector has benefited the local communities.

On the other hand, managing the small accommodation sector and utilising resources

etfectively are considered vital. Therefore, it is appropriate that further study on the

small accommodation sector should be given more emphasis on the managerial activities

because of the following reasons:

I.

Realising the Government has allocated a lot of funds for the development of

accommodation in every development plan (Table 2.2);

. The importance of the small accommodation sector as the Government continues

to emphasis the development of medium priced and budget accommodation

(Section 2.5);

. The small accommodation sector is classified under the Orchid rating scheme

that consists of small hotels, motels, chalets, tourist hostels and holiday camps

and represents 60 per cent of the country's hotel supply (Table 2.2; Table 2.3;

Section 2.6);

. The rapid growth of small accommodation, particularly chalets at coastal and

1sland destinations (section 2.5). Therefore more people seem to be involved in

this business; and

. The small accommodation sector has existed for more than 30 years, but no

emphasis has been put on understanding its managerial activities (Section 2.7,

Section 2.8)
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2.10 Summary

The Malaysian Government has put considerable effort into developing a tourist
product, providing a tourism related infrastructure and facilities, and promoting the
country as a destination since the set up of TDC in 1972. As a result, tourist arrivals
and receipts have been increasing relatively every year. The investment in hotels has
received significant attention and allocation of funds in the nation's development plans
in the last 15 years. Consequently, hotel supply in 2002 is nearly double those in 1990.
Approximately 60 per cent of hotel supply was in the small accommodation sector. The
small accommodation sector has significantly grown alongside the development of
resorts such as hill resorts, coastal resorts and island resorts since the 1960s. Studies
have been carried out to investigate the development of small accommodation and its
impacts on the regional and local economy. However, the managerial activities of this
sector, particularly in Malaysia have not been explored. Therefore, this chapter suggests

that a further study on the managerial activities of the chalet accommodation sector is

justified.
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Chapter 3

Small Firms in the Tourism and Hospitality Industry

3.1 Introduction

The aim of this chapter is to achieve an understanding of small firms in the tourism
and hospitality industry. This chapter begins with the aim of achieving an
understanding of the concept of small firms through a discussion of key differences
between small and large firms in Section 3.2. Definitions applied to determine the
size of the firms in various countries, including Malaysia, are also explored to
understand the principles used within the context of the country and the best practice.
The definitions used in previous research into the tourism and hospitality sector are
reviewed before consideration is given to establishing a working definition for this
research. The aim of reaching a greater understanding of small firms in the tourism
and hospitality sector is obtained through a discussion of the characteristics of small
firms in the sector in Section 3.3. The characteristics discussed are the motivation
for setting-up a new firm, the ownership and employment patterns and the source of
start-up capital and a profile of small tourism and hospitality firm owner-managers.
In Section 3.4, the aim of understanding managenial issues is reached through an
exploration of the issues that are confronted by the small firm sector. Section 3.5
highlights the constraints on the small accommodation sector and makes suggestions
for networking activities, which become the focus of this study. The influence of
local cultural values on owner-managers and business culture is introduced in

Section 3.6. Lastly, Section 3.7 suggests the factors that should be considered in
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further research into the small accommodation sector. The terms *“small firm” and

“small business” are used interchangeably in this chapter.

3.2 The concept of a small firm

A small firm is not a smaller version or a miniature of a large enterprise. The small
firm has it own characteristics and concepts that made it different from the large
business. It also has a different set of economic, social, cultural, geographical and
political environments. Storey (1994) suggests that there are three key differences
between small and larger firms. The first key difference, he argues, is that small
firms face greater uncertainty than larger firms. The uncertainties are associated with
being a price-taker, having a limited customer base and the diversity of objectives of
the owners of small firms. The close relationship between the owner and the firm
influences the motivation and performance of the firm without the internal conflict
that exists between managers and shareholders in a large enterprise. Therefore, small
firms are more likely to operate with greater internal consistency than the larger
enterprises. The second key difference is the role in innovation between small and
large firms. A small firm is less likely to invest in research and development than a
lager firm. However, a small firm is more likely to take a faster step in new
innovation because of no commitment to product and service standardisation (Burns

2001, Storey 1994). The third key difference is that in a small firm there 1s more

likelthood of evolution and change. Storey (1994) argues that small firms are more
likely to change management style and organisational structure when they grow

larger. The stages of changes they undergo are greater than those of large firms. But

the majority of small firms seem to stay small (Thomas 2000).
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Beaver (2003) argues that the important factor that differentiates the small and large
firm is business ownership. The ownership may influence the management of the
firm. According to Beaver (2003), the large organisations usually owned by
shareholders keep a distance between the ownership and their management and
control. In contrast, management in the majority of small firms cannot be separated
from the owners. His view supports Storey (1994) on the closeness between owner
and firm. Thus it promotes a less formal and more personalised decision-making
process in small firms than in larger businesses (Bridge et al. 2003). However, it
was understood that the determination of the size of the firm is what divides small

and large firms. The measures used to determine the size of firms will be discussed

in the next subsection.

3.2.1 Definitions of small firm

The small firm has been defined in many ways. The two widely-used factors used to
define the size of a firm are numbers of employees employed and the financial
turnover, A firm that employs less than 50 employees can be considered small
(Deakins 1999:35). However, the size of the firm that employs the same number of
employees may be different if compared across industries. For example, a labour
intensive food manufacturer with 40 employees can be smaller than an automated
high technology microchip producer. There is no single, and widely accepted
definition of a small firm (Curran and Blackburmn 2001; Storey 1994). Different

countries seem to have their own definitions of a small firm and it depends how the

country perceives the smallness.
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To overcome the problem of the uniformity of the definition in the UK, the Bolton
committee (1971) introduced 'economic’ and 'statistical' definitions of small firms

(Storey 1994). The 'economic' definition categorised firms as small if they satisfied

three criteria:

First, in economic terms, a small firm is one of that has a relatively small
share of its market. Secondly, an essential characteristic of a small firm 1s
that 1t 1s managed by its owner or part owners 1n a personalised way, and
not through the medium of a formalised management structure. Thirdly, it
i1s also independent in the sense that it does not form part of a larger
enterprise and that owner-managers should be free from outside control in

taking their principle decisions. (1971:1)

The elements identified in the definition help to distinguish the characteristics of the
small firm compared with larger enterprises. It was understood that a small firm has
a small share of its market due to the serving capacity. However, a pioneer small
firm in some high-technology areas might dominate the market, the particular niche
market (Curran and Blackburn, 2001). The second and the third elements were

considered fair and acceptable even though they were not easy to operationalise

(Curran and Blackburn, 2001).

According to Storey (1994), the 'statistical' definition was made to enable a

comparison of the contribution of small firms in one nation with that of other
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countries. The statistical definition shown in Table 3.1 on the next page illustrates

the use of different definitions of small firms in different sectors.

Table 3.1: The Bolton Report definition of the small firm

Miscellaneous service

Source. The Bolton Report (1971)

- It is suggested that manufacturing, construction, mining and quarrying sectors use the

| employment criterion. In the service sectors like retailing, wholesale and motor
trades, and other services the turnover basis is applied. Road transport uses the
physical asset basis and finally the catering sector is based upon ownership. It shows

that the criterion for determining smallness varies from one sector to another.

According to the Small Business Act of the United States, a small business is 'one

that 1s independently owned, operated and which is not dominant in its field of
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operation' (SBA 2004). The Small Business Administration (SBA) definition of a
small business varies from industry to industry. To guide the definition of the small
firm, the SBA (2004) established a table of size standards for a firm in an industry so

that it 1s not greater than the size standard indicated. Table 3.2 indicates the size

standard for each industry group.

Table 3.2: SBA Small Business Size Standard

General & Heavy Construction (except

$28.5 million

Dredging $17 million
Special Trade Contractors $12 million
- | Travel Agencies $ 3 million (commission and other income)

Business and Personal Service $6 million

Dredging)

Except:
» Architecture, Engineering, $4 million

Surveying, and mapping Service

» Dry Cleaning and Carpet $4 million

Cleaning services

Source: SBA (2004)
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Similarly to the Bolton definition, the SBA recognises the sector-sensitive definition.
SBA suggests the use of the number of employees basis for the manufacturing and
wholesales sectors. While in other sectors the turnover criterion is used. In fact,
from the above definitions, small firms in the USA generally are larger than their

counterparts in the UK.

For the European Community, the European Commission (1996) introduces a term
'small and medium enterprise' (SME). The SME consists of three components that

are micro, small and medium-sized enterprises (Table 3.3).

Table 3.3 European Commission SME Definitions

Enterprise category Turnover Balance sheet total

Medium-sized

<40 million Euro | £27 million Euro

<250

Small <50 < 7 million Euro < 5 million Euro

Micro <10 Not defined Not defined

Source: European Commission (1996)
The definition bases used for medium-sized and small enterprises were number of
employees (headcount), financial turnover or balance sheet total. The micro

enterprise definition was single based on the number of employees.

However, it is worth looking at the local definition that applies in Malaysia where

this research into small firms will be based. In Malaysia, the size of a small firm is

generally determined based on quantitative criteria such as employees, amount of
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capital, amount of capital and sales turnover (Hashim and Wafa 2002). However, the
definition of SME varies and depends on the perception of the organisations that
have relations with small and medium enterprises. For example, the Credit
Guarantee Corporation Malaysia Berhad, that provide guarantees for loans made by

the financial institutions, defined a SME as an enterprise which has net assets of less

than RM 500,000 or shareholders' funds of less than RM 500,000 for limited
companies (CGC 2004). The Ministry of International Trade and Industry (Malaysia
2002), which has close ties with manufacturing industries for trade and investment,
defined a small firm as a company with less than 50 full-time employees, and with an
annual turnover of not more than RM10 million; while a medium enterprise is a
company that employs between 51 and 150 employees, and which has an annual

turnover of between RM 10 million and RM25 million.

Hashim and Wafa (2002:10-11) suggested that qualitative characteristics should be
added to the definition in the new quantitative criteria they proposed. The proposed

definition is as below:
Quantitative criteria:
1. A small-sized enterprise is a firm that employs 10 to 50 full time
employees and has a paid-up capital of less than RM10 million.
11, A medium-sized enterprise is a firm that employs 51 to 300 full time

employees and has a paid-up capital of RM10 million to RM49 million.

Qualitative criteria;

1. Actively managed by its owners [owner-managed and family business]
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1. Highly personalised [i.e., owner's preferred management style]
1il. Largely local in its area of operations; and

v, Largely dependent on internal sources of capital to finance its growth.

In addition, Hashim and Wafa (2002) conclude that the firm that has less than 10
employees is loosely structured and more suitably labelled as a micro firm. The first
two qualitative criteria are almost similar to Bolton's (1971) qualitative definition.
The third and fourth criteria are acceptable. However, the 'local’ perimeter can be
more clearly defined whether it refers to the region or nationwide. With the current
communication technology, a firm may be able to market and operate beyond 1t local
site. Moreover, external funds are available for business expansion offered by the
Malaysian Government through the Small and Medium Industries Development
Corporation (SMIDEC) and other credit agencies, as well as commercial banks

(Malaysia 2002). This means that a small firm 1s not restricted to internal resources

to finance its growth.

Apart from Bolton (1971) and SBA (2004), the definition of SME in general,
particularly in Malaysia, is not uniform and most likely better fits manufacturing
enterprises but not other sectors like tourism and hospitality, in particular. However,
one small firm definition that is uniformly applicable to all sectors is unrealistic.
Curran and Blackburn (2001) reported that research projects carried out in the

l Economic and Social Research Council Small Business Research Initiative employed
a wide variety of definitions of “firm”. One of the widely used definitions of SME is

the EU definition of 'micro’, 'small', and 'medium’ firm. Curran and Blackburn
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(2001:22) promote a good-practice principle for defining small businesses for the
purpose of creating a consistent approach between researchers. A summary of the
principles 1s:

» Where the simplest definition only can be used, adopt DTI/EU size
categories:

»> Micro enterprises firms: 0-9 employees

» Small enterprises: 10-49 employees

» Medium-sized enterprises: 50-249 employees
» Large enterprises: 250+ employees

» Whole other numerical indicators, such as turnover, number of units
produced or number of units of capacity, may be used to advantage.

» Where possible, attempt to ground the definition in the culture of the sector(s)
being investigated. This will require some preliminary study of the kinds of
economic activities in which firms in the study will be engaged.

» Definitions adopted may depend on available sampling frames so preliminary
investigation of the type and quality of such frames may be required betfore a

final definition is adopted.

» Do aliterature search to ascertain how other researchers have defined small
firms, particularly in studies of the same kind of small enterprise.

» After formulating a preliminary definition, check the resulting sample against
known populations, such as DTI SME statistics, to assess whether the

definition is producing a sample which is representative.
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» Where secondary data, such as the General Household Survey, is to be used
check whether coding categories employed in the original analyses can be

converted to produce a suitable definition of a small enterprise.

Based on the above discussion, it is appropriate that research into the tourism and
hospitality sector should use a firm size definition that suits the nature of the sector.

The definitions used in previous small firm research in this sector are reviewed in the

next subsection.

3.2.2. Definition of a small firm in the tourism and hospitality industry

In line with a sector-sensitivity definition, Peacock (1993) attempted to determine the
size of hotels and restaurants by using a grounded approach. He surveyed 1,000
hotels and restaurants in London, using relative unit’s size as self-identified by
owners and managers. Peacock (1993) found that the distinction of small, medium
and large firm was not helpful in the context of hotels and restaurant. Instead, he
suggested using a simple small-large dichotomy. In conclusion, he defined the size
of firm based only on number of employees; that is a small restaurant employs not
more than 30 people, while small hotels employ up to 80 employees. However, the
definition based on employees by Peacock (1993) is similar to other sectors in
general. Thomas (1998) also found that studies of small firms in the tourism and
hospitality sector reflected the adoption of the definition of small firm that is found
in general small firm literature. He reviewed the definitions of 'small' used by
contributors to a special edition for small business management in the International

Journal of Contemporary Management. Table 3.4 illustrates the definitions used by
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the contributors in the previous small tourism and hospitality studies. According to

Thomas (1998:2), there is no greater congruence among definitions used for the

sector specific studies than elsewhere at that time.

Table 3.4: A selection of definitions used in the study of small tourism and

hospitality businesses

Independent. Distinction between guesthouses and

Ingram

bed and breakfasts on the basis of number of rooms

Source: Thomas (1998:3)

Sundgaard et al. (1998), take a different approach to define the size of firms by
focusing on the unique feature of the hotel sector. The important feature that makes
the accommodation sector unique and different from the other sectors is the product
sold. The number of products that can be sold for the usage or service that is the
hotel rooms is fixed. Therefore, the number of rooms reflects the capacity of the
hotels. The number of rooms is also a base that can be used to determine the size of

the hotels. Sundgaard et al. (1998), in his survey of hotels on the island of

Bornholm, Denmark, divided hotel size into two categories, in a similar way to
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Peacock (1993). They suggest that a small hotel has fewer than 25 rooms, while a
large hotel certainly has more rooms. According to Sundgaard et al. (1998), the
division of the number of rooms reflects the capability of the hotels to accommodate

the size of tour party. For example, a large hotel should be able to take a complete

party of guests from a coach.

Moving away from the general approach, Morrison (1998b) suggested using a
grounded definition, which differed from the above definitions that use a quantitative
measure. She discussed the features and characteristics of small hotels and
guesthouse in the UK, giving emphasis to the organisational structure and functional
activity of operations in the sector. Morrison (1998b) used the features and
characteristics of small firms as a comparison to a large enterprise and the

organisational structure of the small hotel as a basis for the definition. The definition

suggested is that:

'In terms of physical facilities, service capacity, number of employees and
market share they represent small scale accommodation providers, in
comparison to the largest units of operation in the UK. The businesses are
financed by one individual or small group, directly managed by its owner, or
part owner, in a personalised manner and not through the medium of

formalised management structure' (Morrison 1998b:134).

The second part of the definition is focused on the capital limitation of the small

hotel. It is understood that a pool of capital from an individual or a small group to
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fund the firm is relatively smaller than a corporation or a large group of investors.
The third part focuses on the management style of the hotel, which depends on the
preference of the owner to organise the management functions; while the first part
reflects the physical measure of the small hotel that is reasonably financed,
controlled and managed by its owner(s). It is considered that Morrison's (1998b)
definition is suitable for a specific aim of small hotel research; for example to

Investigate the managerial aspects of the hotel (Storey 1994).

For this research into a small chalet, that investigates the features and networking
activities of its owner-managers, it is considered appropriate to use the grounded
approach to the definition. Networking is one of the important aspects of the
management routine carried out by the owner-managers. According to Storey
(1994), a grounded definition is appropriate for a researcher to research managerial
and behavioural aspects of the management of a small firm, and the statistical
definition is practical to measure the smallness. Furthermore, this research is not to

measure the firm but to understand the owner-manager’s activities.

Adapting the small hotel definition by Morrison (1998b), it is concluded that the

working definition of a small chalet that fits this study is as follows:

'A small chalet is financed by individual(s) or a small group, directly
managed by the owner(s) or appointed manager in a personalised
manner and not through the medium of a formalised management

structure. In comparison to the largest unit of operation within the
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accommodation sector, it is perceived as small, in term of physical

facilities and number of employees.'

3.3 Understanding the small firm in the tourism and hospitality industry

Small firms dominate the tourism and hospitality industry (Morrison 1998; Page et
al. 1999; DTI 2003; Bastakis et al. 2004; Section 2.6). For example, according to
DTI (2003) small hotels and restaurants with less than 50 employees represent 83.5
per cent of the businesses in the sector. A similar pattern is expected to appear in
every European country (Bastakis et al. 2004). It applies to Malaysia, where 65 per
cent of the total hotel supply is small (Section 2.6). There are a high proportion of
small firms in the accommodation sector. According to Morrison (1996),
traditionally, there are four factors that lead to the high number of small hotels.
Firstly, there is relative ease of entry into the sector. It is understood that the initial
capital to start up a small accommodation business is lower than in other industries.
Specific qualifications and professional requirements related to the sector are
necessary but not compulsory (Quinn et al. 1992; Lemer and Haber 2000; Szivas
2001). Secondly, the market demand for small accommodation is high at a variety of
locations and not subject to fulfilling standardised corporate rules. Therefore, small
accommodation providers can offer a wide quality range of products, facilities and
special services to a niche market. Thirdly, the nature of a small firm is such that it
allows an owner-manager to respond quickly to customer needs and expectations.
As a result, customer satisfaction can be achieved through personal encounters with
the guests. Finally, a small hotel, often owned and managed by a family, can be

economically viable. The market seems to be limited and specialised and suited to a
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firm with low overhead costs and does not offer the high level of profit required by a

large enterprise. This is caused by the economic advantage of using family labour

(Andriotis 2002; Getz and Carlsen 2000; Lowe 1988). Furthermore, the small hotel
owner 1s likely to be willing to accept a compromised profit to experience some

quality of life (Morrison 1995; Szivas 2001).

3.3.1 Motivation to set up a firm

Most people need the triggers to turn an idea into the reality of setting up a new
business (Burns 2001; Cooper 1981). The triggers reflected by the 'push' and "pull’
factors (Burns 2001; Glancey and Pettigrew 1997). According to Burns (2001), the
factors that push an individual into self-employment are: unemployment,
disagreement with management, not comfortable at the work place or being a misfit
in the job, or because of other alternatives, such as having physical disabilities and
1llness. Whereas the pull factors are to fulfil the needs of the individual that are:
independence, achievement and recognition, personal development and wealth.
These factors lead to a strong positive motivation to achieve success, or at least to be

in a better state than at the previous organisation (Burns 2001).

Glancey and Pettigrew (1997), in their study of 40 small hotels in St. Andrews,
Scotland, found that more owners, 65 per cent from the sample, were motivated by
-the pull than push factors. They classified the 'pull’ factors as the desire to 'be your
“own boss', to make high levels of profit, spot business opportunities, and wind down
to retirement; while the 'push’ factors were redundancy, job insecurity, and a need for

a supplementary income. The elements of the factors seemed to be similar to Burns
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(2001). Quinn et al. (1992) however, summarised the motives of the small business
owners into three main themes. In a survey of catering establishments in Northern
Ireland, the respondents registered their motives as being to fulfil the lifetime
ambition to own their business, move from the previous job that did not provide what
they wanted, and inheritance of the family business. This inheritance factor 1s<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>