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Abstract

This paper intends to analyze the determinants of hotel SMEs' capital structure, using the theoretical reference
framework and the main indicators suggested by the Trade-off and the Pecking Order theories. The financial
information was collected from the AIDA database and concerned a sample of 145 Italian hotel SMEs. To evaluate
the capital structure, we used a set of dependent (Total Debt, Long Term Debt and Short-Term Debt) and
independent (Profitability, Assets Tangibility, Growth, Size and Age) variables consolidated in the literature. After
testing the least-squares model (POLS) and the fixed effects model (FEM), we chose to use the FEM model for
our analysis, as it had a greater explanatory capacity. The results showed that the variables considered have a
different weight in explaining hotel companies' capital structure. In particular, profitability, assets tangibility and
size were the most significant variables, while the growth and age showed less relevance.
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1. Introduction

Tourism is considered one of the largest and most dynamic industries globally (Wang, 2015; Weiermair, 2006),
contributing significantly to employment rates and economic growth. Moreover, tourism produces a multiplier
effect because of numerous interactions established with other industries (Macchiavelli, 2001). In 2017, in Italy,
5.5% of GDP and 6.5 of employment (equal to almost 1.5 million jobs) were attributable directly to tourism
(WTTC, 2018). Moreover, if we also estimate the indirect and induced contribution, which includes the supply of
goods and services activated by businesses in the tourism sectors and the consumption of tourism workers, the
overall impact of tourism on GDP for Italy in 2017 is equal to 13%, a value above the average of the EU countries
and the world economy as a whole. In terms of employees, the sector was responsible for almost 3.4 million jobs,
equal to 15% of the total. In Italy, the importance of large hotel chains is much more limited than in other European
states. Looking at the data for 2017, the hotels belonging to chains were almost 1,500, equal to 4.5 per cent, a
significantly lower percentage compared to France (21%) and Spain (12%). In the context outlined, the Italian
hotel companies are predominantly small and medium-size, contributing significantly to employment and
producing a high added value (Eurostat, Structural Business Statistics, 2017; Banca d’Italia, 2019). Despite support
programs at the EU and the national level, access to finance remains one of SME's key problems in some Member
States.

Banking products represent the most significant financing source or SMEs, while the other instruments offered on
the market, such as shares, debt securities and other financial instruments, are instead used in a residual manner.
In the latest ECB report (2019), Italian SMEs reported a growing need for bank loans and credit lines, highlighting
that the lack of adequate access to finance determines strong constraints on business development and, at the same
time, increases the risk of financial distress.

Besides, current credit regulations amplify these problems by imposing stricter and more restrictive conditions for
granting credit. This circumstance, therefore, determines a reduction in the volume of loans which, very often,
results in a reduction in the supply of credit to SMEs.

In this regard, the literature has highlighted that information asymmetries (Stiglitz & Weiss, 1981), lower
information transparency, tax variable (Cohen et al., 2013), high transaction costs (Beck and de la Torre 2007) and
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irregular credit histories can significantly affect the flexibility of these firms, increasing credit constraints (Cressy
& Olofsson, 1997; Beck & Demirguc-Kunt, 2006; Sensini, 2020).

In the context briefly outlined, financial choices play a fundamental role in favouring SMEs' survival and
development (Chen et al., 2014).

In this regard, the literature has shown that the specific characteristics of the firm, of the reference market and
other economic factors can determine different behaviours on the part of firms (Chalmers et al., 2020), also
suggesting that analyzing firms belonging to the same sector may represent a crucial factor in avoiding the possible
anomalies determined by the analysis of companies belonging to different sectors (Hall et al., 2004; Sensini L.,
2017; Chen et al., 2019).

In this perspective, hotel companies have some typical features compared to companies operating in other sectors,
which could significantly affect their financial behaviour.

In particular, on the one hand, the high fixed costs lead to a high financial requirement (Lee and Qu, 2011; Devesa
and Esteban, 2011; Hua et al., 2012), which tends to be constant and independent of production volumes and sales
(Bello and Sensini, 2020). On the other hand, the presence of high fixed assets can facilitate access to finance.
These assets represent a guarantee for creditors and reduce information asymmetry problems and bankruptcy risks
(Dalbor and Upneja, 2004; Tang and Jang, 2007; Sensini, 2016). Besides, the difficulties related to forecasting
demand, the variability of costs associated with customer intermediation (direct and/or indirect channel), and the
seasonality that often characterizes hotel companies lead to inconstant cash flow over time and greater volatility
of profits (Elgonemy, 2002, Devesa e Esteban, 2011, Lee e Qu, 2011, Hua et al., 2012).

In this perspective, this paper aims to analyze the determinants of SMEs' capital structure in the hotel sector, using
a sample of companies operating in Italy. The period analyzed includes a time horizon of 7 years and runs from
2010 to 2018 (inclusive).

Although the literature has extensively shown the differences in financial behaviour between SMEs and large firms
(Berger & Udell, 1998; Michaelas et al., 1999; Lopez-Gracia & Sogorb-Mira, 2008; Macan Bhaird & Lucey, 2010;
among others), few studies have focused on this topic in the context of hotel businesses (Sheel, A.,1994; Dalbor
& Upneja, 2004; Madan, 2007; Tang & Jang, 2007; Karadeniz et al., 2009; Such et al., 2009; Devesa & Esteban,
2011; Farcnik et al., 2015; Pacheco & Tavares, 2017; Botta, 2018).

This research results can enrich the existing literature, providing further empirical evidence on hotel companies'
financial behaviour in a specific economic context.

Furthermore, considering the period analyzed (2010-18), the constraints that characterize SMEs and the current
health emergency (Covid-19), the results provide useful information to entrepreneurs and managers to adopt
financial solutions compatible with the characteristics of their business (Graham and Harvey, 2001; Petersen and
Rajan, 2002; Srinivas, 2005) and to national authorities to define any financial support policies (Bello and Sensini,
2020).

The paper is organized as follows. The next section presents the literature review and research hypotheses. The
third illustrates the methodology and variables used, while the fourth presents the analysis of the results. The final
section contains the concluding remarks.

2. Literature Review and Research Hypotheses

Starting from Modigliani and Miller (1958, 1963) seminal papers, the issue of the capital structure has
progressively attracted many scholars who have developed different theories. Although initially, the literature has
focused mainly on large companies (Harris & Raviv, 1991; Rajan & Zingales, 1995; among others), over time,
many authors have shifted the attention to SMEs, suggesting these companies have specific characteristics that
need to be adequately investigated. In this perspective, the results of empirical research referring to large
enterprises cannot be generalized and accepted also regarding SMEs (Berger & Udell, 1998; Mac & Bhaird, 2010).

Following this approach, the adequate theories to explain the capital structure of SMEs are the trade-off theory
(TO) and the pecking order theory (PO) (Watson and Wilson, 2002; Sogorb-Mira, 2008; Hovakimian and Li, 2011;
Aybar-Arias et al., 2012; Serrasqueiro & Magas Nunes, 2012; Chalmers et al., 2020).

According to the trade-off theory (TO), the capital structure is influenced by the fiscal variable, bankruptcy costs,
and agency costs. This approach, assuming an optimal capital structure, suggests that companies prefer to use
external financial resources until leverage reaches an optimal level (Jensen & Meckling, 1976; Cassar & Holmes,
2003). However, according to Myers (1984), the debt level is influenced by possible financial distress costs.

According to the pecking order theory (PO), on the other hand, the financing choices of companies are based on
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hierarchical order, based on the degree of information asymmetry between owners/managers and investors (Sensini,
2020). In this perspective, companies meet their financial needs by first using profits, then debt and, lastly, the
issue of shares (Cosh & Hughes, 1994; Vos et al., 2007).

Therefore, the more profitable firms will tend to finance investments with their own resources, while the less
profitable firms will borrow or issue new shares to finance their investments (Myers, 1984; Rajan ¢ Zingales,
1995).

The theoretical approach suggested by the two theories just mentioned can be useful to explain the financial
behaviour of firms and therefore understand the financial choices of SMEs (Watson & Wilson, 2002; Titman &
Tsyplakov, 2007; Lopez-Gracia & Sogorb-Mira 2008; Hovakimian & Li, 2011; Aybar-Arias, 2012; Degryse et al.,
2012).

Therefore, also based on the results that emerged in previous empirical studies (Aggarwal, 1981; Titman & Wessels,
1988; Fama and French, 2002; Cassar & Holmes, 2003; Abor, 2008; Frank & Goyal, 2009; Sanchez & Sensini,
2017), this research focuses on the relationship between debts (total, long-term and short-term) and the following
main explanatory variables: profitability, assets tangibility, growth (calculated regarding assets and turnover), size
and age.

The paper's research hypotheses are developed, trying to decline the suggestions of the two main theories
mentioned to hotel SMEs' specificities.

Profitability

The trade-off theory suggests that the most profitable firms have a greater ability to attract external finance (Jang
et al. 2008) and therefore prefer to use debt to exploit the benefits of the deduction of interest tax (Modigliani and
Miller, 1963).

Conversely, the Pecking Order theory suggests that the most profitable companies prefer to finance investments
following a hierarchical order favouring internal financial resources first.

Therefore, given the general reluctance of SMEs to favour the entry of external investors (Vos et al. 2007),
profitable firms will use firstly operating profits (Myers, 1984; Myers & Majluf, 1984) and, only if these funds are
not sufficient, the debt (Van der Wijst & Thurik 1993; Michaelas et al. 1999; Sogorb-Mira 2005; Degryse et al.,
2012).

Therefore, in line with the Pecking Order theory, our research hypotheses are as follows:
H1I - Profitability is negatively related to total debt (TD).

Hla - Profitability is negatively related to long-term debt (LTD).

H1b -Profitability is negatively related to short-term debt (STD)

Assets tangibility

Both theories, albeit with partially different motivations, suggest a positive relationship between assets tangibility
and debt (Harris and Raviv, 1991; Jimenez et al., 2006; Abor and Biekpe, 2009).

In this regard, hotel companies generally have a high level of fixed assets used as collateral for creditors. However,
at the same time, the strong volatility of revenues and the rigidity of the structure can increase business risk.
Therefore, these firms have higher medium and long-term debt than short-term ones.

Therefore, our research hypotheses are as follows:

H?2 - Assets tangibility is positively related to total debt (TD)

H2a - Assets tangibility is positively related to long-term debt (LTD)
H2a - Assets tangibility is negatively related to short-term debt (STD).
Growth

The growth can be related to increased activities and/or turnover (Michaelas et al., 1999; Poornima & Manokaran,
2012).

In this regard, the trade-off theory suggests a negative relationship between growth and debt (Jensen, 1986;
Elgonemy, 2002).

Conversely, the Pecking Order theory predicts a positive relationship between growth and debt. Some authors
(Ramalho and Silva, 2013) have suggested that companies with high growth rates prefer to borrow. These
companies do not have sufficient internal funds and want to avoid other investors' entry into the share capital.
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Therefore, based on the Pecking Order theory, our research hypotheses are as follows:
H3 - Growth is positively related to total debt (TD).

H3a - Growth is positively related to long-term debt (LTD).

H3b - Growth is positively related to short-term debt (STD).

Size

Although with partially different motivations, both theories suggest a positive relationship between size and debt
(Michaelas et al., 1999; Frank and Goyal, 2003; Fama and French, 2007). This positive relationship is also
confirmed by some specific studies in the hotel sector (Devesa and Esteban, 2011; Serrasqueiro and Nunes, 2014).

However, the size's positive effect on debt also depends on the debts' maturity (Sanchez and Sensini, 2017). In this
perspective, the small size often entails the obligatory recourse to short-term debt, while the larger size favours
recourse to medium and long-term debt.

Therefore, our research hypotheses are as follows:

H4 - Size is positively related to total debt (TD).

H4a - Size is positively related to long-term debt (LTD).
H4b - Size is negatively related to short-term debt (STD).
Age

The trade-off theory predicts that older age increases a firm's reputation and allows for lower-cost borrowing,
suggesting a positive relationship between age and debt.

Pecking Order Theory suggests that younger firms are more dependent on debt, while older firms rely on their
ability to generate profits and are less dependent on debt (Michaelas et al., 1999; Mac an Bhaird and Lucey, 2010).
However, the empirical results of this approach have often highlighted conflicting results.

Therefore, our research hypotheses are as follows:

H5 - Age is negatively related to total debt (TD).

H5a - Age is positively related to long-term debt (LTD).
H5b - Age is negatively related to short-term debt (STD).

The following table summarizes the assumptions made regarding each variable considered.

Table 1. Dependent and independent variables and expect sign

Hypothesis Independent Variables Dependent Variables Expected Sign
HI Profitability TD
Hla LTD
Hlb STD
H2 Assets Tangibility TD +
H2a LTD +
H2b STD
H3 Growth TD +
H3a LTD +
H3b STD +
H4 Size TD +
H4a LTD +
H4b STD
H5 Age TD
H5a LTD +
HS5b STD

3. Methodology and Variables

This study focuses on the relationship between the main determinants of the capital structure and hotel SMEs' debt.
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The analysis's financial information was collected from the Bureau Van Dijk (BVD) AIDA database and covered
a seven-year period, from 2010 to 2018 (inclusive).

To select the companies to be analyzed, we used the following criteria. First, the companies had to fall within the
definition of SMEs provided by the European Commission. Secondly, the financial statements of the companies
had to be available throughout the period analyzed. Thirdly, we excluded companies that were part of groups.
Finally, to have a complete information panel, we excluded the companies for which it was impossible to calculate
all the indicators considered for this analysis.

The final sample comprises 145 companies and is represented by small (73) and medium-sized (72) enterprises.

To assess the capital structure, this study uses quantitative analysis tools. Therefore, based on the financial
statements' accounting information, we calculated the dependent and independent variables of interest. These
variables are consistent with the previously formulated research hypotheses and with the main reference literature
(Van der Wijst & Thurik, 1993; Michaelas et al., 1999; Faulkender & Petersen, 2006; Frank & Goyal, 2009;
Faulkender & Petersen, 2006; Degryse et al., 2012; Sensini, 2020; among others).

All the dependent and independent variables are summarized in Table 2 and have been determined as better
specified below.

Table 2. Dependent and independent variables

Dependent Variables

D Total debt Total Liabilities/Total Assets

MLD Medium and long-term debt Non-current Liabilities/Total Assets

STD Short-term debt Current Liabilities/Total Assets

Independent Variables

PROF Profitability EBIT/Total Assets

TAS Tangibility Assets Tangible Assets/Total Assets

AGR Assets Growth (Total Assets;, — total Assets;)/Total Assets;
TGR Turnover Growth (Turnover;, — Turnover;.;)/Turnover;

SIZE Size Number of years in activity

AGE Firm age Year of data — Year of foundation

Table 3 shows the trend of the variables analyzed regarding three periods [(2010-2013 (IIT), 2014-2017 (1I); 2018
1.

Table 3. Variables (Mean and Standard Deviation)

Variables 1 11 11 SD
TD 0.59 0.61 0.63 0.28
LTD 0.32 0.35 0.35 0.24
STD 0.26 0.32 0.31 0.29
PROF (%) 4.06 3.86 3.11 5.77
TAS 0.73 0.73 0.68 7.22
AGR (%) 1.22 1.42 0.14 11.07
TGR (%) 3.19 1.15 0.04 12.72
SIZE 9.94 9.91 9.45 1.14
AGE 29.16 27.22 25.19 14.27

As can be seen from the table, in the phase immediately following the 2008 crisis (III), companies show a higher
level of debt, lower profitability and lower growth than in the other periods (I and II).

Table 4 shows the correlation coefficients between the independent variables.
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Table 4. Correlation matrix (independent variables)

Variables PROF TAS AGR TGR SIZE AGE
PROF - -0.142%* -0.019 0.274%* -0.254%* -0.045
TAS - -0.086* 0.042 0.093* -0.188**
AGR - -0.016 0.014 -0.028
TGR - 0.007 0.012
SIZE - 0.215%*
AGE -

Note. Stars indicate statistical significance respectively at: ***1%; ** 5%; * 10%.

As is evident, the correlation coefficients between the independent variables do not present significant collinearity
problems.

To test the research hypotheses, we applied a panel data methodology, using the least squares (POLS) and the fixed
effects (FEM) models, developing the following regressions for all dependent variables (TD, LTD and STD):

Yie = By + B2PERF;; + B3sTAS; + BoAGR; + BsTGR + BeSIZE; + BcAGE; + €4

Where Yit is a dependent variable, B is the coefficient to estimate, Xit is the independent variable, and it is the
error describing the non-explained effects on Yiz.

4. Results and Discussion

As a preliminary, we developed the regressions using the least squares (POLS) and the fixed effects (FEM) models,
to identify the model with the greatest explanatory capacity.

The results are shown in Table 5.

Table 5. POLS and FEM

Model POLS FEM

Variables TD LTD STD TD LTD STD
PROF -0.992* -0.651 -0.594 -1.029%** -0.944* -0.082
TAS -0.156%* 0.294%** -0.452%** 0.059 0.278%* -0.157
AGR 0.002 0.009 -0.008 0.002 0.002 0.008
TGR 0.028 0.008 0.015 0.034%* 0.012 0.018
SIZE 0.016 0.012 -0.024 0.011 -0.118** -0.082*
AGE -0.003 0.014 -0.006 -0.009** -0.006 0.012

To check which model is more efficient, we performed the Wald test, which suggests that the FEM model is more
significant (TD: 18.788***; LTD: 7.477***; STD: 14.026%*%*).

Therefore, we applied the FEM model to the variables that were significant in the previous estimate. The results
are shown in Table 6.

Table 6. Regression FEM

Variables TD LTD STD
PROF -1.1287*** -0.7377** NR
TAS NR 0.0371%** NR
AGR NR NR NR
TGR 0.0379%** NR NR
SIZE NR 0.0856* -0.343*
AGE -0.321* NR NR

R? 0.88 0.71 0.78

F 58.23 18.16 25.94

Stars indicate statistical significance respectively at: ***1%; ** 5%; * 10%; NR: Not Relevant.
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Profitability shows a negative relationship with total debt and with medium and long-term debt. Conversely, the
relationship with short-term debt is not relevant. The results suggest that the most profitable SMEs prefer to use
profits, rather than debt, to finance investments.

Empirical findings are consistent with the pecking order theory (Van der Wijst & Thurik 1993; Michaelas et al.
1999; Sogorb-Mira 2005; Degryse et al. 2012) and with previous studies that investigated hotel businesses
(Ajanthan, 2013; Matias et al., 2018).

The relationship between the tangibility of assets and the different debt types is significant and statistically
significant only for medium and long-term debt, confirming the H2b hypothesis. These results suggest that firms
with a high level of tangible fixed assets tend to have greater ease in accessing medium- and long-term financing,
as they can provide greater guarantees to creditors and therefore reduce adverse selection problems (Stiglitz and
Weiss, 1986).

These results are consistent with both theories analyzed and with previous empirical research in the hotel sector
(Dalbor and Upneja; 2004, Tang and Jang, 2007; Serrasqueiro and Nunes, 2014; Matias et al., 2018). However,
other authors (Devesa and Esteban, 2011) have suggested that fixed assets' rapid obsolescence results in an
opposite relationship.

The results relating to growth mainly highlight non-significant relationships. However, the growth rate of turnover
is significantly correlated with total debt. These findings suggest that SMEs with higher revenue growth have a
better chance of financing growth with debt. Empirical findings are partially in line with pecking order theory and
previous studies on hotel businesses (Dalbor and Upneja, 2004; Tang and Jang, 2007) but diverge from other
research (Serrasqueiro and Nunes, 2014).

The size shows an insignificant relationship with total debt, a positive and significant relationship with medium
and long-term debt and a negative and significant relationship with short-term debt.

Such positive and meaningful relationships are stronger in medium-sized companies, while they decrease
significantly in smaller companies. Overall, the results show SMEs' general tendency to prefer short-term debt to
medium and long-term debt, confirming the financial constraints that characterize these companies (Cressy and
Olofsson, 1997; Beck and Demirguc-Kunt, 2006; Banerjee, 2014; Sensini, 2020).

Finally, age has a significant and negative relationship with total debt, while it is not relevant in other cases. These
results are consistent with the pecking order theory and previous studies on hotel businesses (Pacheco and Tavarez,
2017; Matias et al., 2018).

Empirical findings suggest that longer-lived firms, especially when profitable, have greater self-financing
capabilities and prefer to use internal resources rather than bank financing (Michaelas et al., 1999; Sensini, 2017).

Table 7 summarizes the results of the analysis concerning the research hypotheses.

Table 7. Dependent and independent variables and expect sign

Hypothesis Independent Variables Dependent Variables Expected Sign Results
H1 TD

Hla Profitability LTD - -
HIb STD - NR
H2 TD + NR
H2a Tangibility Assets LTD + +
H2b STD - NR
H3 TD + +
H3a Growth LTD + NR
H3b STD + NR
H4 TD + NR
H4a Size LTD + +
H4b STD

H5 TD -
H5a Age LTD + NR
H5b STD - NR
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5. Concluding Remarks

This paper analyses the determinants of hotel SMEs' capital structure, using the theoretical reference framework
and the main indicators suggested by the Trade-off and the Pecking Order theories.

The financial information was collected from the AIDA database (Bureau Van Dijk) and covered seven years (from
2010 to 2018 inclusive). Based on the selection criteria indicated in paragraph 3, we have identified a sample
consisting of 145 Italian hotel companies, all falling into SMEs' category based on the European Commission's
criteria.

To assess the capital structure, we used quantitative analysis tools. Based on the accounting information, we
calculated the dependent variables (Total Debt, Long-Term Debt and Short-Term Debt) and the independent ones
(Profitability, Assets Tangibility, Growth, Size and Age).

As a preliminary step, to choose the model with the greatest explanatory capacity, we used a panel data
methodology, developing the regressions on the least squares (POLS) and the fixed effects (FEM) models.

In this regard, the fixed effects model (FEM) has shown a greater explanatory capacity, and therefore we tested
our hypotheses using this model.

The results suggest that the most profitable SMEs prefer to use profits, rather than debt, to finance investments.

The assets tangibility is statistically significant only for medium and long-term debt, suggesting that firms with a
high level of tangible fixed assets tend to have greater ease in accessing financing. They can provide greater
guarantees to creditors and therefore reduce adverse selection problems and asymmetry information.

The results relating to growth mainly highlight non-significant relationships. However, the significant correlation
between revenue growth rate and total debt suggests that SMEs with higher revenue growth have a better chance
of financing growth with debt.

The size shows a positive and significant relationship with medium and long-term debt and a significant and
negative relationship with short-term debt, confirming SMEs' general tendency to prefer short-term debt over debt
medium and long term.

Finally, age has a significant and negative relationship with total debt, suggesting that young companies have
greater difficulties accessing credit.

The results of this research can enrich the existing literature, providing further empirical evidence on the financial
behaviour of hotel companies in a specific economic context. Furthermore, considering the constraints that
characterize SMEs, the results provide useful information for entrepreneurs and managers to adopt financial
solutions compatible with their business characteristics. Finally, in consideration of the current health emergency
in progress (Covid-19), the results can support the national authorities in defining any financial support policies
appropriate to hotel companies' specificities.
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