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Abstract

This research analyze the influenceliqtidity, profitability, business risksystematic risk

and company sizia which trade off theory (TOT) or pecking order theory (POT)pgliad

to figure out the proportion of debt and equity financing decision in tourism induegpital
structure The common effect model (pooled EGLS) method is used. The data panel includes
26 tourism industry companies consisting tourist attraction,lhmgstaurant, tour and travel

listed in Indonesia Stock Exchange 20082012. This research finds that liquidity,
profitability, business risk, systematic risk and company size significantly influbece
proportion of debt and equity financing decisiontourism industrycapital structure TOT
mostly is applied in tourism industry capital structure financing decision. Tourist attraction
companies tend to apply TOT, while hotel, restaurant, tour and travel companies apply both
TOT and POT.
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INTRODUCTION

Researchon capital structurenas been conducted with many different approaches
finding how companies should manage their capital structure source of fund by combining
the appropriate proportiobetweendebt and equity financing to increase the mp any ’ s
value Trade off tleory or peking order theory has beapplied as the company capital
structure financing decision policy guideline

Some prior researcfound that country characteristic, industry classification, and
companies characteristweould affectcapital structure financingecision.Razan & Zingales
(1995, Booth, Aivazian, Kunt, Maksimovi¢2001), andMaghyereh(2005 applied country
characteristic approach to analyze the developed and developing country capital structure.
Bhaduri (2002), Kharawish (20p8&haher (2012), Rxs, Westerfield, and Jaffe (2010) found
that industry classificatiosuch asmanufactureand service industryhad different capital
structure financing decisionMore specifically in service indtry companies characteristic
researched byoon and Jang2005, Kim (2008, Karadeniz, Kandir, Balcilar and Onal
(2009 found financial structure variableaffecting composition of mix debt and equity
financing decision in restaurant companies and accommodation or lodging companies capital
structure.

Based orthe previous resear@approachksthereforethis researclis trying tofocus in
Indonesia as country characteristiourism industry as industry classification, also tourist
attraction, hotel, restaurant, tour and trawelmpanies as tourism industry compes
characteristic Comprehensivelat first, this research wasto find the application of trade
off theory and pecking order theoaffecting Indonesiatourism industry capital structure
financing decisiorthatinclude tourist attraction, hotel, restant, tour and travel companies
Furthermore, research on tourism industry capital structure has limited only disdirgsing

restaurant an@ccommodatioror hotel companies characteristithis research adtburist
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attraction also tour and travebmpaniesas Mackenize and lan (2009)suggestedhat
tounism industry has four maicompanies characteristioeside tourism industry in Indonesia
are targeting 20 milbn tourist arrival in year 201¢hrough developing moreompetitive
tourig attractionincluding with variety hotel classificatioand culinary activitiesalso easy
access for inbound armditboundraveling(Yahya, 2015.

Secondly, as previous research stated that capital structure financing decision
implicate the composition of mix debt and equity financing whether high or low debt to
equity ratio is preferable it would depend on Wagiables of company financial structuheat
would imply its financing decision policy Trade off theory that were deloped by
Modigliani and Miller (1963), Kraus and Litzenberger (1973), Myers (2001) in Birgham and
Houston (2006) suggests that companies should take advantage the benefit of tax shield of
having higher debt by optimizing company productivity and manageeffectively.On the
other hand ecking order theory advice that capital structure financing decision should at first
use the internal then followed by exterrslurce of fund because of the financial risk
considerations less when equity financing sioritized andoptimizedbefore debt financing
is used(Myers, 1984) This research then try to evaluate whether trade off theory or pecking
order theory should be applied in Indonesia tourism industry capital structure financing
decision especially in toist attraction, hotel, restaurant, also tour and travel companies.

The phenomena of tourism industry capital structurdndonesiaduring period
2008- 2012were dominated by the higher proportion of debt than equity financing, and in
certain year facig positive or negative debt to equity ratio (see figure ) tourism
industry tie implication of having positive high debt to equity ratio indicatechpanies
tried tooptimizedebtthroughcost efficiencyresulting profit to be increased. On the other

hand negative high debt to equity ratidicated companies teadto face financial distress
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because the debt use@menot enough to b&nanced from their equity angrofit werenot

achieved.

Figure 1
Tourism Industry Capital Structure in Indonesia 2008—- 2012
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Source: Processed Researcher; Indonesia Stock Exchange 0B

While companies with positive lowebt to equity ratio indicatedigh productivity
and return by prioritizingequity financing for their operationand investment activities
without having high debt. Mean a while companies with negative low debt to equity ratio
indicating companies hadeffectively financial management as the benefit of having low
debt were notoptimized to achieve profit and expected retutimen equity financing
decreasing.

Refer to capital structure financing decision theapmpany with positive high debt
or negative low debt to equity ratio tentb apply trade off theoryOn the other hand
pecking order theoris appliedwhencompany have negative high deltpositive low debt
to equity ratio (Famma and French, 2002; Frank and Goyal, 20a¥dfy and Rangan,
2006).Both trade off theory and pecking order theory has their own strengthaasihg
decision policy and has been empirically approved in predicting the capital structure

financing decision to increase company value (Darminto and Manurung, 2008).
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The positive negative and high low debt to equity ratio in capital structumecinga
decision according to previousapital structureresearchwas influenced by variety of
financial structure variablefefer todebt to equity ratio empirical situation of Indonesia
tourism industry capital structure during period 20082012 and preeus research
therefore this research attempt #&malyze thefinancial structure variableaffecting the
tourism industry capital structure financing decision especially in tourist attraction, hotel,
restaurantand tourand travel companiesThe financi& structure variables thassume to
be influencd in Indonesia tourism industigapital structure financing decisianeliquidity
(Kim, 2008), profitability (Kim et al 2007, Shaher 201B)siness riskUpneja dan Dalbor,
2002), systematic risk Karadenz, Kandir, Balcilar, Onal, 2009Kim and Gu, 2003),
companysize (Upnejadan Dalbor, 2001, 2002, 2004he positive influenceariablesto
capital structure financing decision are liquiditusiness risk,systematic risk, and
companysize whileprofitability negatively influenced

The effect of those variables to capital structure financing decision will implicate the
the financing decision policglesign formulatiorwhether trade off theory or pecking order
theory that suitable to be implemented Indonesia tourism industry capital structure

regardingtheinfluence variables proposed in this research.

LITERATURE REVIEW
Capital structureccording to Fabozzi and Peterson (2003) and Higgins (2004) is the
mix of deli and equity financing in ordeto have capital for the operational business
running and investment activity that will increase company share.vidheesource of fund
of capital structure, regardiigow (2009)comes from debfinancing consisting the total
long term and short term debt and from equity financing inclugreterred stock, common
stock and retainedarnings Furthermore Roshan (2009)stated that capital structure can

be considered athe company financial sticture that is important to indicatghether
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companyfinancial performancés strongor weakregarding the composition or proportion

of debt and equity usedonsideing the risk of having debtand share issuance
responsibilityt h at a f f e ceturnan inveptrmentAs’ Fabozi and Peterson (2003)
and Higgins (2004) conclude in thieancialmanagement perspective that capital structure
is how company manadehe debt and equity allocated for asset expenditure that in return
between asset ari@dbility are balancing and effectively managetweenthe existing and

the needs of o mp acapjtdl s

The capital structure theory explain to finance the optimal capital structure, the level
of risk should be minimized by maximizing return, however sometime hgkhwiould
refer to high return (Markowitz1959). Many of capital structure thexs have been
discussed in the research especiallythes guide to helpnanagerdecide effectivelythe
optimal proportion of debt and equity financing. This research takes trade off theory and
pecking order theory.

Tradeoff theoryexplainsthe choice between tax shield benefit and financial distress
risk if debt need to be higherMyers (2001)argwed that company will have high risk if
debt is higher, and therefore company should use and manage debt carefully and
effectively. The worst risk is when company experiebaakruptcythat will add cost of
agency and cost of financial distress and prsefconsidered loss

On the other handeggking order theorgMyers 1984; Myers & Majluf 19843uggest
in financing company’ s capital structure st
retained earning then debt financjtegst is share financingDonaldson 1961) in Darminto
and Manurung 4008 added that in pecking order theory, consideratiomsyimmetries
information is important to help manaigmake accurate decisiarhen to make the most of
retained earning without having higher debt and avoatesfinancing, beside ipecking

order theory there is no optimal target of capital structure.

6]



In order to measure capital structure there are some formulation can be used such as
debt to asset ratio, long term debt ratio and debt to equity ratio. This research concern on
debt to equity ratio measurement because tourism industry capital strcletteeterdoes
not use much of fix assat the expenditure and tend to hawere cost in intangible asset
that 1s finamsdhad cthegligdemp any ’ s

Debt to equity ratio measure how mlitch tot
reflects the poportion of total d ¢ b.tDantodarant (80013 1 s h a
explairs that debt to equity ratioan measure company ability to pay the debt amount used
and 1its interest f r o m Besidenthaddaby td equity tattorwil h o 1 d e
indicate how effective and efficient company used its equity financing toward Tadbt.
lower debt to equity ratio means company capital structure has smaller debt proportion
compare to i1its equity’s and the hirmdiueer debt
has more debt than its equity financiktpwever either lower or higher debt to equity ratio
is the choice that manager has to decide t
operational business, investment and financing activity withoungdinancial distress.

The main consideration of being able to decide the proportion of mix debt and equity
financing is influenced by o mp afimancia$ structure variables.

Many variables affectingapital structurdinancing decision weréiscussedn the
research by Myers (1977) starting about company debt. Titman and Wessels (1888) the
stated many variables affecting capital structaoaild be selected according to the
company needs. Few years later Thies and Kld@&92) explain variety olvariades
affecting capital structure financing decision more cleadgwever in this research the
variablesthat assume would affect the tourism industapital structure regardindebt to

equity ratio measurementre liquidity (LR) profitability (Return onEquity / ROE)
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business risk (RiskBis), systematic risk (Beta)dcompany size (Sizelrigure 2 picturing
the framework of this research.

Figure 2
Research Famework
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Refer to research framewoakovetherefore hypothesis is developed as follow:

Hypothesisl: Liquidity (LR) positively influencing the tourist attraction, hotel, restaurant,
tour and travel companies capital structure.

Hypothesi2: Profitability (ROE) regatively influencing the tourist attraction, hotel
restauranttour and travel companies capital structure.

Hypothesis3: Business Risk (RiskBispositively influencing the tourist attraction, hotel,
restaurant, tour and travel companies capital tstreic

Hypothesist: Systematic Risk (Betapositively influencing the tourist attraction, hotel,
restaurant, tour and travel companies capital structure.

Hypothesisb: Company Size (Size) positively influencing the tourist attraction, hotel,
restaurant, tour and travel compes capital structure.

Regression equation based on researtiypothesis:

DER = +uf; (LR) —B2(ROE)  HRigkBis) + B4 (Beta) + Bs(Sizg
B (LR)>0 , > (ROE) <0 , 3 (RiiskBis) >0, B, (Beta) >0 , 5 (Sfze) >0
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METHOD
Confirmatory study ishosenin this research téormulatevariablesaffecting tourism

industry capital structure that has not been done in the previous research in tourist attraction,
hotel, restaurant, tour and travel compamesiprehensivelylt is also to confirmthat the
variableassumed in this research is hypothetically tested lestweespecified and verified
variable through quantitative method resulting feasible new research model.

This research use secondary data financial report of tourist attraction, hotel, and
restaurant, tour and travel companies listed in Indonesia Stattlaikge 2008 2012under
trade, service, and investment sector and under hotel, restaurant and tourism subtsector.
has a total of 26 companiaghich majority own 50% of tourism investment share and
considered activeThe four main companies charactgdsn tourism industry areourist
attraction, hotel, restaurant, tour and trghckenzieandChan,2009.

This research design consisif one dependent variablgy) and five independen
variableg(Xn) that describ@perationallyin thetable 1 as follow

Table 1
Variable Operational

Variabel Dependert .
v) P Indicator Parameter Scale
Capital Structure (Debt to Equity
Ratio/DER)
- Total Debt Total Debt Ratio
1 (Damodaran, 2001; Sawir, 2004; Kashmi| Total Equity Total Equity
2008)
Variable Independert .
(Xn) P Indicator Parameter Scale
Lin:gity - Current Asset
1 (LR) - Current Current Asset Ratio
(Birghama& Houston, 2006; Kim 2008) Liabilities Current Liabilities
Profitability
(ROE) - NetIncome Net Income
> - Total Equity Total Equit Ratio
(Myers & Majluf, 1984; Ozkar2001, Kim quity
et al 2007, Shaher 2012).
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Business Risk
(RiskBis)
-cEBI T cEBI T RAi0
3 - Total Asset Total Assets
(Keown, et.al, 199@anKale et al, 1991;
Gitman, 2009)
Systematic Risk
(Beta) - GiM GiM / of ..
4 - 52M Ratio
(Jogiyanto, 2008; Karadeniz, Kandir, Balcilar&,
Onal, 2009; Hartono, 2013; Savitri)
Company Size
(Size) The Natural
5 Total Asset Logarithm ofTotal Ratio
(Guijarati, 1995; Titmann & Wessel, 1988; Asset (Ln TA)
Upneja Dalbor 2001,2002,2004)

Source:Processed Researcher

The study uses regression analysis with a common effect model (FEEBIeES) which
have beerfeasiblytested through nit root testing, chow tesgnd test assumptions BLUE
including multicollinearity, heteroscedasticityest (analysis and output correlogram of
squared esidual test and heteroscedasticitiiite test), as well as test of autocorrelation
(correlogram and output analysis of residual test and lagrange multiplier testesEaech
model is generated as follows
DER =a+ B, (LR) + B, (ROE) — B3 (RiskBis) + . (Beta) — s (Size
B:(LR)>0, »,(ROE)>0 ,;(RfiskBis) <0,B,(Beta) >0 ,5(Spe <0
This model explains the flmence and relationshipf liquidity (LR), businessisk (RiskBis),
systematic risk (Betapndcompanysize (sizepf the capital structure of the tourism industry

(DER).

RESULT AND DISCUSSION
The common effect model (pooled EGL&)gression estimation in this researtiies
based on the prob-8tatistic)of each independent variable indicates liquidity, profitability,
andsystematiaisk havepositive significant effect, then businegssk and compangize have

significant negative effean tourism industrgapital stucture.
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The following table 2 ishe common effects model (pooledEGLS) result that explain
therelationshipbetween dependent and independent variable.
Table 2

The Influence of Liquidity, Working Capital, Profitability, Business Risk, Systematic
Risk, Size and Growth to Tourism Industry Capital Structure.

DependenVariable: Capital StructuréDebt to Equity Ratid DER)

IndependenVariable P - Value Regression

Detgrminant Factor (t-statistiq Co%ficient InfluenceLevel
Liquidity (LR) 0.0000* + Significant
Profitability (ROE) 0.0152** + Significant
Business RiskRiskBis) 0.0630*** - Significant
Systematic RiskBeta) 0.0000* + Significant
Company Size(Size) 0.0843** - Significant

Note:

Prob*Significantafp-v a 1l ue <
Prob** Significantafp-v a 1l ue <
Prob *** Significantatp-va l ue <

Source: Processed Researcher

Variables that affect positive significant impact to the tourism irglry capital
structure change aréquidity (LR), profitability (ROE) and systematic risk (Beta). This
condition indicates that the higher level of liquidity, profitability and systematicafigke
companies in the tourism industmil causethe groportion of debt to equity higher too.

On the other handusiness risk (RlBis) and company size (SizBave significant
negative effect to change the capital stnuetof the tourism industry. Ihdicates that the
higherlevel of business risknd size of the companies in the tourism indusitl lower the
proportion of debto equity financing.

Based on table,3t can be seen that the majoritytourism industry capital structure
financing decision tend to apply trade off theofjhat meanshe source of capital structure
funding tends to use debt (debt financing) where the proportion of the déigherthan
equity due to the influence of the level of liquidity, profitability, and systematic @k.the

other hando that pecking order theory is also applied with a tendemaysé the funding
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source of equity (equity financing) where the proportion of delmwer than equity due to

the influence of business risks and the size of the company.

Table 3

Variables Affecting Tourism Industry Capital Structure and
Trade Off Theory or Pecking Order Theory Pattern Application

Variables Tourism Industry Capital Pattern Application
Structurelnfluence Trade Off Theory
(DER/Debt to Equity Ratio) Pecking Order Theory
Liquidity + Significant Trade Off Theory
Profitability + Significant Trade Off Theory
Systematic Risk + Significant Trade Off Theory
Business Risk - Significant Pecking Order Theory
Company Size -_Significant Pecking Order Theory

SourceProcessed Researcher

The capital structure financing decision in tourism induistaffected significantly by

liquidity, profitability, business risk, systematic risk and size in tourist attraction, hotel,

restaurant, and tour and travel companiHsese companiesave theirown character and

tendencyin the implementation of mixing debt and equity financing proporéismprovide

in table 4 as follow

Table 4

Characteristic of Tourism Industry Capital Structure and

The Tendency of Trade off Theory and Pecking Order TheonApplication

In Tourist Attraction, Hotel, Restaurant, and Tour Travel Companies

Systematic Risk

Tourism Industry Trade Off Theory Pecking Order Theory
Company

Tourist Attraction Liquidity o -

Hotel Liquidity Business Risk
Systematic Risk e Company Size

Restaurant Profitability e Business Risk
Systematic Risk

Tour and Travel Profitability e Business Risk

Source: Processed Researcher
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CONCLUSION AND IMPLICATION FOR FUTURE STUDY

In tourism industry capital structure the higher level of liquidity, profitability,
systematic risk will affect higher proportion of debt financing. On the other hand the higher
level of business risk and larger company size will affect lower proportidehiffinancing.

The implication of having higher proportion in debt financing therefore tourism
industry capital structure suggests applying trade off theory as the financing policy guidelines
with consideration t o i n clityandexpectedoatup@nihe’ s 1 i
other hand pecking order theory as other financing policy guidelines option suggest tourism
industry capital structure to lower the proportion of debt financing by minimizing business
risk throughcost efficiency anaptimizing total asset in equity financing that increase profit
and sales volume

The characteristic of tourism industry capital structure financing decision majority
tend to apply trade off theory. Specifically, the tourist attractmmpany hashe tendencya
apply more trade off theory, while hotel, restaurant, and tour travel company tend to apply
both trade off theory and pecking order theory.

Regarding future study, the research of tourism industry capital structure need to be
addressed in nested modelabsis to provide more specifically in each tourist attraction,
hotel, restaurant, tour and travel companies. The capital structure theory needs to be adjusted
in a dynamic factor considering the volatility condition mhcreeconomicand external

environnent.
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