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Abstract
The purpose of this paper is to investigate the relationship between investment and financing decisions,

focusing on small and medium-sized enterprises (SMEs) operating in the hotel industry. To achieve this
purpose, it was carried out a dataset of 72 SMEs (492 firms/year observations). The sample includes Italian
SMEs for the period 2010-2015. All the firms included in the sample fall into the definition of SMEs given in
European Commission recommendation 2003/361/EC of 6 May 2003. Descriptive statistics, Pearson
correlation, and CCA were used. The findings showed the relationship between the groups of balance sheet
items. However, results also highlight that firms used their own resources, typically associated with long-term
investments, to finance current assets. This behavior may have been caused by environmental and/or market
conditions. In particular, the credit crunch that followed the 2008 financial crisis may have affected business
behavior.
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1. Introduction

Starting from the first studies of Modigliani and Miller (1958, 1963), over the past 70 years, various
theories have been developed to explain capital structure decisions. Among the various theories, the
Trade-Off theory (Kraus & Litzenberger, 1973), that of Pecking Order (Myers, 1984; Myers & Majluf, 1984),
and that of Market Timing (Lucas & McDonald, 1990) are those most supported by scholars and most used
in empirical research. Despite the recognized validity of these theories, some scholars have highlighted that
these approaches do not adequately investigate the relationship between investment and financing
decisions (Stowe et al., 1980; Carter & Van Auken, 1990; Helleloid & Sheikholeslami, 1996).

These studies investigating the relationship between investments and financing decisions have
shown that there are some common practices in business behavior. These common practices show that
companies tend to finance investments through specific sources of financing (Helleloid & Sheikholeslami,
1996).

These financial behavior practices can be adopted by firms with varying degrees of intensity. Each
company may use only one of these practices and may change its behavior over time (Helleloid &
Sheikholeslami, 1996). Furthermore, the characteristics of the firms, the specificities of the sector, the
market trend, and other economic factors can determine different financial behaviors. In this regard,
theoretical literature and empirical discoveries on the factors influencing financing decisions have shown
that the classification of the sector could be a relevant factor in order to avoid and control possible
anomalies between different sectors (Hall et al., 2000; Sensini, 2017).
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In this perspective, the structural and functional characteristics of hotel companies can influence
their financial choices, highlighting specific financial behavior. In particular, high fixed costs and high
earnings volatility increase financial risk (Devesa & Esteban, 2011; Lee & Qu, 2011; Hua et al., 2012).
However, the availability of fixed assets can be used as a guarantee for loans and therefore may lead hotel
companies to finance such investments with medium/long-term debt, also due to the reduction of the
information asymmetry with potential lenders. For these reasons, several authors have highlighted that the
financial behavior of hotel companies is specific compared to companies in other sectors [9]. Furthermore,
these financial behaviors may change over time (Elgonemy, 2002). Although there are many studies on the
determinants of financing behaviors, few articles have focused on this topic in the context of hospitality
firms (Sheel, 1994; Dalbor & Upneja, 2004; Such et al., 2009; Tang & Jang, 2007; Pacheco & Tavares, 2017)
among others. In the context outlined, the aim of this study is to investigate the financial behavior of hotel
firms, limiting the subject of analysis to small and medium-sized firms. The paper focuses on a specific area
of interest, the Campania region in South Italy. The period analyzed is 2010-2016. This topic is relevant for
several reasons. Firstly, this study can help to understand the financial decisions of hotel businesses.
Moreover, the study of the financial behavior of hotel businesses in a specific country may highlight specific
factors. Secondly, the tourism sector is a driving factor in Italian GDP, and, in the Campania region, it
represents one of the leading sectors for the economy and employment. In addition, the Italian hotel
companies are predominantly small and medium-size (95.5%) (Banca d’ltalia, 2019). Therefore, monitoring
the economic and financial performances of these companies is important to assess their state of health.

Thirdly, the results of the analysis can help national authorities to identify the most appropriate
financial support policies in view of the effects brought about by the health emergency linked to Covid-19.
The analysis was developed on a sample of small and medium-sized enterprises. The criteria for including
companies in the sample were the following.

Businesses fall into the definition of SMEs provided in the European Commission Recommendation
2003/361/EC of 6 May 2003. Financial statements are available for the entire period under analysis. The
financial information for the analysis was collected from the Infocamere database and from the AIDA
database of the Van Dijk office (BVD). Overall, the findings showed the relationship between the groups of
balance sheet items. However, results also highlight that firms used their own resources, typically
associated with long-term investments, to finance current assets. This behavior may have been caused by
environmental and/or market conditions. In particular, the credit crunch that followed the 2008 financial
crisis may have affected business behavior.

2. Literature review

As noted above, some authors have investigated the relationship between investment and financing
decisions, showing that there are some common practices in financial behavior. In particular, these
common practices are attributable to the following: a) the structure of the assets tends to have the same
duration as the maturity of the liabilities; b) some assets, such as accounts receivable, are used to collateral
short-term payables; c) the properties are used as collateral for mortgages or medium/long-term debts; d)
high-risk firms prefer to use equity instead of debt; e) companies producing goods have higher inventory
levels than service firms (Helleloid & Sheikholeslami, 1996). Starting from the seminal paper of Stowe et al.
(1980), various studies have applied this theoretical approach to investigate the financial behavior of
companies in different countries. Van Auken and Tseng (1993) have suggested that the financial behavior of
Taiwanese companies is consistent with that of large American companies. However, unlike American
firms, Taiwanese companies use short-term debt to finance also medium/long-term activities. This specific
behavior could be due to the difficulties of these companies in obtaining medium-long term financing.

Other authors have pointed out that companies' financial behavior tends to adapt to the reference
environment (Helleloid & Sheikholeslami, 1996), to the company's life cycle (Hanks, 1990). Furthermore,
other studies have tried to understand the financial behavior of companies by focusing on different sectors
(Simonson et al., 1983; Crum et al., 1987). With reference to SMEs, some authors have highlighted that
these companies are often unable to finance themselves and therefore resort to external sources of
financing. Furthermore, given the financial constraints (Van Auken & de Lema, 2003), the choice often falls
on new capital (Tyejbee & Bruno, 1983). Other authors have suggested that SMEs use medium and long-
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term debt to finance current assets as well (Carter & Van Auken, 1990). As previously mentioned, hotel
companies have an asset structure that often influences their financial behavior. In fact, on the one hand,
the high presence of fixed assets determines the high volatility of the results. On the other hand, the same
capital structure can facilitate the granting of loans, acting as collateral (Chen et al., 2014). In the context
outlined, the aim of this study is to investigate the relationship between the balance sheet accounts of
hotel companies.

3. Methodology of research

The financial information was obtained from the Infocamere database as well as the AIDA database
of Bureau Van Dijk (BVD). The sample includes Italian SMEs for the period 2010-2015. The criteria for
including companies in the sample were the following. Firstly, firms fall into the definition of SMEs given in
European Commission recommendation 2003/361/EC of 6 May 2003. Secondly, firms had to have available
financial statements for the whole period of study. Thirdly, we excluded companies that were part of a
group. In addition, outliers were deleted in order to avoid anomalies of the distribution of each variable.

The final sample is made up of 72 SMEs and covers six years, and so 492 (year/firms) observations
were obtained. Agreeing to the main literature (Chen et al.,, 2014), this study uses canonical correlation
analysis (CCA), in order to investigate the relationship between investment and financing decisions.

Applied to the financial statements, this approach allows investigating the relationship between sets
of variables and takes into account the interdependencies within the sets. This setting was used to analyze
the financial data of hotel firms. However, this approach is not adequate to identify cause and effect
relationships. The assets of the balance sheet have been grouped into five series of accounts representing
the dependent variables. The groups identified are the following: (1) Cash and securities (CASH); (2)
Account receivables (AR); (3) other Current Assets (CA ), computed as current assets - (Cash + AR); (4)
Properties, building, plant and equipment (PBPE); (5) other long-term assets (LA), which includes all long-
term assets not included in the previous groups.

Liabilities and equity have been grouped into four series of accounts representing the independent
variables. The groups identified are the following: (1) Accounts Payable (AP); (2) Current liability (CL),
computed as a current liability - Accounts Payable; (3) Long-term liabilities (LTL); (4) Equity (EQ).

4. Results and discussions

Table 1 summarizes the results of the descriptive statistics of each group of variables.

Table 1. Descriptive statistics

Mean Std Dev

Asset

CASH 7.2 18.2
AR 8.1 14.4
CA 9.9 9.3
PBPE 60.2 324
LA 14.6 26.9
Liabilities and Equity

AP 11.5 9.2
CL 18.2 20.3
LTL 42.4 46.2
EQ 27.9 53.2

During the whole period analyzed, medium and long-term assets represent the most significant
investment of hotel firms. Among these, PBPE represents approximately 60.2%. The results reinforce the
empirical evidence of the literature, confirming that hotel firms are capital intensive and present a high
percentage of PBPE. Medium and long-term assets are substantially consistent with sources of financing.
Indeed, long-term payables are equal to approximately 42% of the total liabilities and shareholders' equity
is equal to 27,9% of the total liabilities. Therefore, the investment in fixed assets is financed almost
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completely from sources with adequate characteristics. The results also show a positive net working capital,
characterized by a certain presence of liquidity and a low percentage of inventory.
To verify the relationships between the variables, Pearson correlation was applied (Table 2).

Table 2. Pearson correlation

CASH AR CA PBPE LA
AP 0.07 0.59*** 0.19*** -0.38%*** 0.16***
CL -0.09 0.27*** 0.18*** -0.14%** 0.02
LTL -0.35*** -0.25%** -0.16*** 0.27*** -0.07
EQ 0.029*** -0.14%** 0.04 -0.13*** 0.03

*** Significant at 0.01; Significant at 0.05; Significant at 0.1.

With reference to only significant correlations, the examination of table 2 highlights the following.

AP has a positive correlation with AR, CA, and LA, while it has a negative correlation with PBPE.

CL has a positive correlation with AR and CA and a negative correlation with PBPE. LTL has a positive
correlation with PBPE and a negative correlation with CASH and AR. Finally, EQ has a positive relationship
with CASH and a negative correlation with PBPE.

These results seem to confirm the interdependencies between the groups of variables. In order to
examine the relationship between the two sections of the financial statements, the CCA analysis is applied.
Therefore, in consideration of the groups examined, we use four functions. The results are reported in table
3 and show significant correlation levels, in line with the empirical results of other studies (Stowe et al.,
1980; Helleloid & Sheikholeslami, 1996).

Table 3. Significant correlation levels

CF cC F value P

1 0.665 5.04 <0.0001
2 0.687 4.71 <0.0001
3 0.512 3.12 0.0081
4 0.147 0.56 0.5873

CF: canonical function; CC: canonical correlation; P: probability.
Redundancy indices (Stewart & Lowe, 1968) are showed in Table 4.

Table 4. Redundancy indices

ALS CR? Ri
Asset by Liabilities 1 0,2186 0.4721 0.0941
2 0.4187 0.4362 0.1559
3 0.2091 0.2398 0.0523
Liabilities by Asset 1 0.2698 0.4721 0.1198
2 0.3521 0.4362 0.2704
3 0.2712 0.2398 0.3389

ALS: Average Loading Squared; C R% Canonical R%; Ri: Redundancy index.

In order to examine the determinants of a significant canonical function, absolute values greater than 0.30
were considered (Table 3). The results shown in table 5 indicate the presence of some significant behavioral
models of hotel businesses.

Table 5. Significant behavioral models of hotel businesses

Assets Liabilities and Equity
CASH AR CA PBPE LA AP CL LTL EQ
1 -0.4982 0.3321 0.9065 -0.1675 -0.1657 0.0795 0.9675 -0.0715 -0.3598
2 0.4567 0.5865 -0.1439 -0.8897 0.7282 0.8124 -0.1296 -0.6234 0.5276
3 0.7674 -0.0363 -0.1098 -0.0894 -0.4976 -0.5132 0.1078 -0.6242 0.5976
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The results indicate a high level of consistency between investments and financial sources. In
particular, short-term and fixed assets are financed respectively with short-term and medium/long-term
funding sources. The high relationship between PBPE and LTL shows that fixed assets are mainly financed
by medium/long-term debt. This evidence suggests that the properties were used as collateral for the loan,
reducing the information asymmetry between the creditor and the debtor. The high relationship between
AR and AP indicates consistent financial behavior, highlighting that current assets are financed mainly by
liabilities characterized by the same maturity.

Finally, the values of CASH and EQ indicate good cash availability and the tendency to use equity to
finance investments. This circumstance highlights that hotel companies use their own resources to finance
investments and use less leverage. However, EQ is highly associated with short-term activities (CASH and
AR) while it is not linked to medium/long-term activities. This circumstance suggests that during the period
under analysis the companies used their own resources to finance short-term assets and not fixed assets.
This behavior could have been caused by environmental and / or market conditions. Therefore, companies
have adapted to changes that have occurred in the reference context.

5. Conclusions

This study focused attention on the financial behavior of hotel SMEs, assuming a relationship
between investment and financing decisions. To achieve this purpose, we used the balance sheets of a
sample of SMEs for the period 2010-2015. The criteria for inclusion of the companies in the sample were
explained in section 3. The final sample is made up of 72 SMEs and covers six years, and so 492 (year/firms)
observations were obtained.

Agreeing to the main literature (Stowe et al., 1980), this study uses canonical correlation analysis
(CCA), in order to investigate the relationship between investment and financing decisions of the hotel
firms. The approach used allowed to study the relationship between sets of variables, taking into account
the interdependencies within the sets. However, this approach is not adequate for identifying cause and
effect relationships. The results have confirmed the relationship between the groups of balance sheet
items. However, results also highlight that firms used their own resources, typically associated with long-
term investments, to finance current assets. This behavior may have been caused by environmental and/or
market conditions. In particular, the credit crunch that followed the 2008 financial crisis may have affected
business behavior. Therefore, due to the reduction of external funds, the companies financed the current
assets with undistributed profits.

The results of this study help to expand the literature on the subject by highlighting the specific
behaviors of hotel businesses. In addition, empirical evidence can assist managers in investment and
financing decisions. Finally, the results can help national authorities to identify the most appropriate
financial support policies in view of the effects brought about by the health emergency linked to Covid-19.
Considering the results that emerged in this study, future research will be aimed at investigating a wider
time period and comparing different time periods. This approach will allow a better understanding of the
impact of changes in the external environment on the financial behavior of hotel firms.
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