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Abstract 

 

 

This research  analyze the influence of liquidity, profitability, business risk, systematic risk 

and company size in which trade off theory (TOT) or pecking order theory (POT) is applied 

to figure out the proportion of debt and equity financing decision in tourism industry capital 

structure. The common effect model (pooled EGLS) method is used. The data panel includes 

26 tourism industry companies consisting tourist attraction, hotel, restaurant, tour and travel 

listed in Indonesia Stock Exchange 2008 – 2012. This research finds that liquidity, 

profitability, business risk, systematic risk and company size significantly influence the 

proportion of debt and equity financing decision in tourism industry capital 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. 

  

Keywords: Debt to equity ratio, Capital structure, Trade off theory, Pecking order theory. 

  

mailto:bsetyorini@yahoo.com


2 |  

 

INTRODUCTION  

Research on capital structure has been conducted with many different approaches 

finding how companies should manage their capital structure source of fund by combining 

the appropriate proportion between debt and equity financing to increase the company’s 

value.  Trade off theory or pecking order theory has been applied as the company capital 

structure financing decision policy guideline.  

Some prior research found that country characteristic, industry classification, and 

companies characteristic would affect capital structure financing decision. Razan & Zingales 

(1995), Booth, Aivazian, Kunt, Maksimovic (2001), and Maghyereh (2005) applied country 

characteristic approach to analyze the developed and developing country capital structure. 

Bhaduri (2002), Kharawish (2008), Shaher (2012), Ross, Westerfield, and Jaffe (2010) found 

that industry classification such as manufacture and service industry had different capital 

structure financing decision.  More specifically in service industry companies characteristic 

researched by Yoon and Jang (2005), Kim (2008), Karadeniz, Kandir, Balcilar and Onal 

(2009) found financial structure variables affecting composition of mix debt and equity 

financing decision in restaurant companies and accommodation or lodging companies capital 

structure.  

Based on the previous research approaches therefore this research is trying to focus in 

Indonesia as country characteristic, tourism industry as industry classification, also tourist 

attraction, hotel, restaurant, tour and travel companies as tourism industry companies 

characteristic. Comprehensively at first, this research wants to find the application of trade 

off theory and pecking order theory affecting Indonesia tourism industry capital structure 

financing decision that include tourist attraction, hotel, restaurant, tour and travel companies. 

Furthermore, research on tourism industry capital structure has limited only discussing the 

restaurant and accommodation or hotel companies characteristic. This research add tourist 
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attraction also tour and travel companies as Mackenize and Chan (2009) suggested that 

tourism industry has four main companies characteristic, beside tourism industry in Indonesia 

are targeting 20 million tourist arrival in year 2019 through developing more competitive 

tourist attraction including with variety hotel classification and culinary activities, also easy 

access for inbound and outbound traveling (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 the variables of company financial structure that 

would imply its financing decision policy. Trade off theory that were developed 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 manage cost effectively. On the 

other hand pecking order theory advice that capital structure financing decision should at first 

use the internal then followed by external source of fund because of the financial risk 

consideration is less when equity financing is prioritized and optimized before 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 tourist attraction, hotel, restaurant, also tour and travel companies. 

The phenomena of tourism industry capital structure in Indonesia during period 

2008 – 2012 were dominated by the higher proportion of debt than equity financing, and in 

certain year facing positive or negative debt to equity ratio (see figure 1).  In tourism 

industry the implication of having positive high debt to equity ratio indicated companies 

tried to optimize debt through cost efficiency resulting profit to be increased.  On the other 

hand negative high debt to equity ratio indicated companies tended to face financial distress 



4 |  

 

because the debt used were not enough to be financed from their equity and profit were not 

achieved. 

Figure 1 

Tourism Industry Capital Structure in Indonesia 2008 – 2012 

 

 
        Source: Processed Researcher; Indonesia Stock Exchange 2008 - 2012 

While companies with positive low debt to equity ratio indicated high productivity 

and return by prioritizing equity financing for their operation and investment activities 

without having high debt. Mean a while companies with negative low debt to equity ratio 

indicating companies had ineffectively financial management as the benefit of having low 

debt were not optimized to achieve profit and expected return then equity financing 

decreasing. 

Refer to capital structure financing decision theory, company with positive high debt 

or negative low debt to equity ratio tends to apply trade off theory. On the other hand 

pecking order theory is applied when company have negative high debt or positive low debt 

to equity ratio (Famma and French, 2002; Frank and Goyal, 2003; Flannery and Rangan, 

2006). Both trade off theory and pecking order theory has their own strength as financing 

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 structure financing 

decision according to previous capital structure research was influenced by variety of 

financial structure variables. Refer to debt to equity ratio empirical situation of Indonesia 

tourism industry capital structure during period 2008 – 2012 and previous research 

therefore this research attempt to analyze the financial structure variables affecting the 

tourism industry capital structure financing decision especially in tourist attraction, hotel, 

restaurant, and tour and travel companies.  The financial structure variables that assume to 

be influenced in Indonesia tourism industry capital structure financing decision are liquidity 

(Kim, 2008), profitability (Kim et al 2007, Shaher 2012), business risk (Upneja dan Dalbor, 

2002), systematic risk (Karadeniz, Kandir, Balcilar, Onal, 2009; Kim and Gu, 2003), 

company size (Upneja dan Dalbor, 2001, 2002, 2004). The positive influence variables to 

capital structure financing decision are liquidity, business risk, systematic risk, and 

company size while profitability negatively influenced.  

     The effect of those variables to capital structure financing decision will implicate the 

the financing decision policy design formulation whether trade off theory or pecking order 

theory that suitable to be implemented in Indonesia tourism industry capital structure 

regarding the influence variables proposed in this research.  

 

LITERATURE REVIEW  

Capital structure according to Fabozzi and Peterson (2003) and Higgins (2004) is the 

mix of debt and equity financing in order to have capital for the operational business 

running and investment activity that will increase company share value. The source of fund 

of capital structure, regarding Dow (2009) comes from debt financing consisting the total 

long term and short term debt and from equity financing including preferred stock, common 

stock and retained earnings.  Furthermore  Roshan (2009)  stated that capital structure can 

be considered as the company financial structure that is important to indicate whether 
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company financial performance is strong or weak regarding the composition or proportion 

of debt and equity used considering the risk of having debt and share issuance 

responsibility that affect company’s return on investment. As Fabozzi and Peterson (2003) 

and Higgins (2004) conclude in the financial management perspective that capital structure 

is how company managed the debt and equity allocated for asset expenditure that in return 

between asset and liability are balancing and effectively manage between the existing and 

the needs of company’s capital. 

The capital structure theory explain to finance the optimal capital structure, the level 

of risk should be minimized by maximizing return, however sometime high risk would 

refer to high return (Markowitz, 1959). Many of capital structure theories have been 

discussed in the research especially as the guide to help manager decide effectively the 

optimal proportion of debt and equity financing. This research takes trade off theory and 

pecking order theory.   

Trade-off theory explains the choice between tax shield benefit and financial distress 

risk if debt needs to be higher. Myers (2001) argued 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 experience bankruptcy that will add cost of 

agency and cost of financial distress and profit is considered loss. 

On the other hand pecking order theory (Myers 1984; Myers & Majluf 1984) suggest 

in financing company’s capital structure should consider from low risk financing such as 

retained earning then debt financing, last is share financing.  Donaldson (1961) in Darminto 

and Manurung (2008) added that in pecking order theory, consideration of asymmetries 

information is important to help manager make accurate decision when to make the most of 

retained earning without having higher debt and avoid share financing, beside in pecking 

order theory there is no optimal target of capital structure.  
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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 structure character does 

not use much of fix asset in the expenditure and tend to have more cost in intangible asset 

that is financed by company’s shareholder’s equity. 

Debt to equity ratio measure how much total debt is financed by company’s equity. It 

reflects the proportion of total debt by total shareholder’s equity. Damodaran (2001) 

explains that debt to equity ratio can measure company ability to pay the debt amount used 

and its interest from company’s shareholder equity. Beside that debt to equity ratio will 

indicate how effective and efficient company used its equity financing toward debt. The 

lower debt to equity ratio means company capital structure has smaller debt proportion 

compare to its equity’s and the higher debt to equity ratio means company capital structure 

has more debt than its equity financing. However either lower or higher debt to equity ratio 

is the choice that manager has to decide to be able manage company’s capital for running 

operational business, investment and financing activity without having financial distress. 

The main consideration of being able to decide the proportion of mix debt and equity 

financing is influenced by company’s financial structure variables.  

Many variables affecting capital structure financing decision were discussed in the 

research by Myers (1977) starting about company debt. Titman and Wessels (1988) then 

stated many variables affecting capital structure could be selected according to the 

company needs. Few years later Thies and Klock (1992) explain variety of variables 

affecting capital structure financing decision more clearly. However in this research the 

variables that assume would affect the tourism industry capital structure regarding debt to 

equity ratio measurement are liquidity (LR), profitability (Return on Equity / ROE), 
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business risk (RiskBis), systematic risk (Beta), and company size (Size). Figure 2 picturing 

the framework of this research. 

Figure 2 

Research Framework 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Refer to research framework above therefore hypothesis is developed as follow: 

 

Hypothesis 1: Liquidity (LR) positively influencing the tourist attraction, hotel, restaurant, 

tour and travel companies capital structure.  

Hypothesis 2: Profitability (ROE) negatively influencing the tourist attraction, hotel, 

restaurant, tour and travel companies capital structure.  

Hypothesis 3: Business Risk (RiskBis) positively influencing the tourist attraction, hotel, 

restaurant,   tour and travel companies capital structure.  

Hypothesis 4: Systematic Risk (Beta) positively influencing the tourist attraction, hotel, 

restaurant,   tour and travel companies capital structure.  

Hypothesis 5: Company Size (Size) positively influencing the tourist attraction, hotel, 

restaurant,   tour and travel companies capital structure.  

Regression equation based on research hypothesis: 
DER  = α + β1 (LR)  – β2 (ROE) + β3 (RiskBis) + β4 (Beta) + β5 (Size)          

              β1 (LR) > 0,  β2 (ROE) < 0, β3 (RiskBis)  > 0, β4 (Beta)  > 0, β5 (Size) > 0 

Size 

( + ) 

( - )  

 ( + ) 
  

 ( + ) 
  

( + ) 

 

Liquidity 

Profitability 

Business Risk 
 

Capital 

Structure 

 Systematic Risk 

   

   Trade Off Theory  

Pattern of Capital 

Structure 

Financing Decision 

 

Pecking Order 

 Theory 

Pattern of 

CapitalStructure 

Financing Decision 

 



9 |  

 

METHOD   

Confirmatory study is chosen in this research to formulate variables affecting tourism 

industry capital structure that has not been done in the previous research in tourist attraction, 

hotel, restaurant, tour and travel companies comprehensively. It is also to confirm that the 

variable assumed in this research is hypothetically tested between prespecified 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 Stock Exchange 2008 – 2012 under 

trade, service, and investment sector and under hotel, restaurant and tourism sub sector.  It 

has a total of 26 companies which majority own 50% of tourism investment share and 

considered active. The four main companies characteristic in tourism industry are tourist 

attraction, hotel, restaurant, tour and travel (Mackenzie and Chan, 2009).  

This research design consists of one dependent variable (Y) and five independent 

variables (Xn) that describe operationally in the table 1 as follow: 

 

Table 1 

Variable Operational 

 

 
Variabel Dependent 

(Y) 
Indicator  Parameter Scale 

 

1 

Capital Structure (Debt to Equity 

Ratio/DER) 

 

 

(Damodaran, 2001;  Sawir, 2004; Kashmir, 

2008 ) 

 

- Total Debt 

- Total Equity 

Total Debt 

Total Equity 
Ratio 

 Variable Independent 

(Xn) 
Indicator  Parameter Scale 

 

1 

Liquidity  

(LR)  

 
(Birgham & Houston, 2006; Kim 2008) 

- Current Asset 

- Current 

Liabilities 

 

 

Current Asset 

Current Liabilities 

 

 

Ratio 

 

2 

Profitability  

(ROE) 

 

(Myers & Majluf, 1984; Ozkan 2001, Kim 

et al 2007, Shaher 2012). 

- Net Income 

- Total Equity 

 

 

Net Income 

Total Equity 

 

Ratio 
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3 

Business Risk 

(RiskBis) 
 

 

(Keown, et.al, 1996 dan Kale et al, 1991; 

Gitman, 2009) 

-  σEBIT 

- Total Asset 

σEBIT 

Total Assets 
Ratio 

 

4 

Systematic Risk 

(Beta) 

 
(Jogiyanto, 2008; Karadeniz, Kandir, Balcilar& 

Onal, 2009; Hartono, 2013; Savitri) 

- σiM 

- σ2M 

σiM / σ2M 

 
Ratio 

 

5 

Company Size  

(Size) 

 
(Gujarati, 1995; Titmann & Wessel, 1988; 

Upneja Dalbor 2001,2002,2004) 

Total Asset 

The Natural 

Logarithm of Total 

Asset ( Ln TA) 

Ratio 

Source: Processed Researcher 

 

 

The study uses regression analysis with a common effect model (Pooled-EGLS) which 

have been feasibly tested through unit root testing, chow test, and test assumptions BLUE 

including multicollinearity, heteroscedasticity test (analysis and output correlogram of 

squared residual test and heteroscedasticity white test), as well as test of autocorrelation 

(correlogram and output analysis of residual test and lagrange multiplier test). The research 

model is generated as follows: 

DER  = α + β1 (LR) + β2 (ROE) – β3 (RiskBis) + β4 (Beta) – β5 (Size)  

   

 β 1 (LR) > 0, β2 (ROE) > 0, β3 (RiskBis)  < 0, β4 (Beta)  > 0, β5 (Size) < 0 

 

This model explains the influence and relationship of liquidity (LR), business risk (RiskBis), 

systematic risk (Beta), and company size (size) of the capital structure of the tourism industry 

(DER). 

 

RESULT AND DISCUSSION 

 

The common effect model (pooled EGLS) regression estimation in this research states 

based on the prob (t-Statistic) of each independent variable indicates liquidity, profitability, 

and systematic risk have positive significant effect, then business risk and company size have 

significant negative effect on tourism industry capital structure. 
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The following table 2 is the common effects model (pooled – EGLS) result that explain 

the relationship between 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.  

         Source: Processed Researcher 

Variables that affect positive significant impact to the tourism industry capital 

structure change are liquidity (LR), profitability (ROE), and systematic risk (Beta). This 

condition indicates that the higher level of liquidity, profitability and systematic risk of the 

companies in the tourism industry will cause the proportion of debt to equity higher too. 

On the other hand business risk (RiskBis) and company size (Size) have significant 

negative effect to change the capital structure of the tourism industry. It indicates that the 

higher level of business risk and size of the companies in the tourism industry will  lower the 

proportion of debt to equity financing.  

  Based on table 3, it can be seen that the majority in tourism industry capital structure 

financing decision tend to apply trade off theory.  That means the source of capital structure 

funding tends to use debt (debt financing) where the proportion of the debt is higher than 

equity due to the influence of the level of liquidity, profitability, and systematic risk.  On the 

other hand to that pecking order theory is also applied with a tendency to use the funding 

Dependent Variable : Capital Structure (Debt to Equity Ratio / DER) 

 Independent Variable 

Determinant Factor 

P - Value 

(t-statistic)   

Regression

Coeficient 
Influence Level 

Liquidity (LR) 0.0000*  + Significant 

Profitability (ROE) 0.0152**  + Significant 

Business Risk (RiskBis) 0.0630***   - Significant 

Systematic Risk (Beta) 0.0000*  + Significant 

Company Size  (Size) 0.0843***   - Significant 

Note :  

Prob* Significant at p-value < α 0.01 

Prob** Significant at p-value < α 0.05 

Prob *** Significant at  p-value < α 0.1 
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source of equity (equity financing) where the proportion of debt is lower 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 

Structure Influence 

(DER/Debt to Equity Ratio) 

Pattern Application  

Trade Off Theory  

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 

        Source: Processed Researcher 

 

The capital structure financing decision in tourism industry is affected significantly by 

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

restaurant, and tour and travel companies. These companies have their own character and 

tendency in the implementation of mixing debt and equity financing proportion as provided 

in table 4 as follow:   

Table 4 

Characteristic of Tourism Industry Capital Structure and  

 The Tendency of Trade off Theory and Pecking Order Theory Application  

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

 

Tourism Industry 

Company 

Trade Off Theory Pecking Order Theory 

Tourist Attraction  Liquidity               - 

Hotel  Liquidity  

 Systematic Risk   

 Business Risk 

 Company Size  

Restaurant  Profitability 

 Systematic Risk 

 Business Risk  

Tour and Travel  Profitability 

 Systematic Risk  

 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 proportion of debt financing.  

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 to increase company’s liquidity, profitability and expected return. On the 

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 through cost efficiency and optimizing 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 attraction company has the tendency to 

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 model analysis 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 of macro-economic and external 

environment. 
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