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Abstract

Current paper focuses on business economics of tourism industry. Liquidity of a company has the key
role within financial management among all industries, including the tourism as well. However,
the question still remains: What drives the liquidity among hotels and travel agencies? The aim of
the paper is to investigate whether or not is the liquidity among tourism companies in Bulgaria, Czech
Republic and Poland affected by other selected microeconomic variables. Tt is obtained financial data
from annual reports of 1,892 tourism companies collected within Amadeus, the international statistical
database. Estimated period is from 2006 till 2015. Tn particular it has been explored three variables (i)
return on assets, (ii) share of stockholders’ funds, and (iii) average length of loans from creditors. As
the main estimation method is employed the Generalized Method of Moments (GMM) with panel data.
A comparison is made between both, large as well as medium sized hotels and travel agencies in selected
countries. Except of a few, it was proven that reinvestments of the decreasing profit supported liquidity
among tourism companies during a period affected by the global financial crisis.

Keywords: hotels and travel agencies, cash conversion cycle, panel GMM model
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INTRODUCTION

Working capital ratios are useful tools in
appraising the financial strength and immediate
solvency of a company. The financial analyst must
rely on these ratios. From an operational point
of view, however, the money manager’s primary
concern is with the current cash flows and those
flows expected in the near future. He can take little
comfort in a satisfactory working capital ratio when
he does not have funds to meet an immediately due
payment. (Sagan, 1955, p. 128)

Even though according Creditreform (2017)
the total number of corporate insolvencies in

the states of Central and Eastern Europe in 2016
climbed slightly, it is still important to pay attention
to the financial development among companies
before 2016, during a period affected by the impact
of the global financial crisis. Creditreform (2017)
argued, this climbing was caused particularly
by cases in Poland (minus 22.5%) and Romania
(minus 21.6%), Bulgaria (minus 19.6%) and
the Czech Republic (minus 18.8%). According
to Creditreform (2017) Bulgaria’s economy has
developed surprisingly well. Tn 2016, gross
domestic product grew by over three percent,
fueled especially by private consumption. There has
been a further fall in the unemployment rate. After
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peaking in 2012, with nearly 8,400 applications
for insolvency, the situation has eased appreciably
also in the Czech Republic. One factor in this has
been the good economic development. However,
the pace of GDP growth has slipped from 4.5
percent in 2015 to around 2.5 percent, following
a pause in the investment activity dependent on
EU funds. Further, with economic growth of more
than three percent in 2016, Poland is one of the EU
countries exhibiting a dynamic upturn. Thanks to
higher real-term incomes, private consumption
in particular expanded robustly. Investment, on
the other hand, remained weak.

Insolvency of a company is directly connected to
its profitability, liquidity, or even working capital.
Although working capital management is vital
because of its impact on the firm'’s profitability and
risk, and consequently its value, it has received
less attention than to capital budgeting, capital
structure, or dividend policy among the literature
(Chang, 2018). Current paper therefore focuses on
working capital management. Main contribution
of this paper is within the first investigation of
this microeconomic issue among companies of
tourism ever. The aim of this study is to investigate
whether or not is the liquidity among tourism
companies in Bulgaria, Czech Republic and Poland
affected by other selected microeconomic variables.
The estimation period is from 2006 till 2015, so we
can see the relations during the period affected by
the global financial crisis.

The paper is structured as follows. Next section
briefly reviews recent literature, Section 3 describes
data and methodology, next section brings
the discussion on the empirical results and Section
5 concludes the paper.

Literature review

Working capital management is key to
the operational performance of the company, as
well as its value. The overwhelming majority of
current corporate finance literature focuses on
business performance and long-term financing
issues, including decision-making on the change in
capital structure in terms of capital costs. However,
the problem of liquidity management in relation
to business performance is much less investigated.
(Chang, 2018)

Chang (2018) examines the Cash Conversion Cycle
(CCC) and its impact on global performance. There
is a statistically significant negative relationship
between the CCC and the return on assets of
the total invested capital. This finding indicates that
companies are trying to maximize CCC cuts to boost
their performance. However, this relationship is
much weaker or even the opposite, so positive for
companies with lower CCC values. The author’s
study contributes to the efficient operation of
financial management, and because of international
comparisons, the results of the assistance can
determine the allocation of current assets to their
total capital.

The same conclusion is reached by Zeidan and
Shapir (2017). They are, however, facing two barriers
to investigating the above relationship. First, there
is no theoretical model describing investments in
net working capital. There are also differences in
the decisions that managers make, compared to
what managers should do. In particular, the fact that
the existence of net working capital means lower risk
is also highlighted, and they are also associated with
lower returns than is the case for investment assets.
Endogeneity is also taken into an account with by
Chang (2018). Just as the claim that lower working
capital is associated with higher profits, the claim
that higher profits are associated with a lower rate of
net working capital, and vice versa.

Zeidan and Shapir (2017) further argue that
if instant liquidity and working capital become
substitutes that compete against financial
investment because of the lack of capital, SMEs
in emerging markets faced with credit constraints
should pay particular attention to increased
attention to CCC management within their
sustainability or growth strategies. In addition, Luo
(2011), in the case of SMEs and their lack of capital,
adds that the problem motivates managers to save
more cash for more attractive projects in the future
than they would currently invest in projects with
negative net present value.

Smaller companies are very often confronted with
the problem of capital constraints and are therefore
forced to secure sufficient liquidity. Following
the CCC minimization, it is necessary to try to
negotiate the minimum maturity of the obligations
always longer than the CCC length. The opposite
case, i.e. The shorter maturity of the obligations,
always increases additional costs. (Moussawi-Haidar
and Jaber, 2013)

When it comes to liquidity and its indicators, there
is no doubt the advantage of their easy calculation
and instantaneous value. However, a significant
disadvantage against to the CCC is an ability to
provide information at a single time when we
cannot be sure of the day before the balance sheet
was drawn up. Moreover, when managing working
capital is efficiently, the need for additional foreign
financing is reduced, which reduces interest costs,
increases performance and indirectly increases
even market value companies. (Cagle, CGMA and
Campbell, 1980)

MATERIALS AND METHODS

This section is divided into three sub-sections,
data used in current paper, methodology as well as
theoretical assumptions of the main model.

Data

Tt has been obtained annual data for 1,892 tourism
companies from Amadeus, the international
statistical database. Estimated period is from 2006
till 2015. Particular numbers of large as well as
medium sized hotels and travel agencies from
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1: Amounts of the tourism companies in selected countries

HOTELS AGENCIES
large medium large medium
Bulgaria 52 581 6 108
Czechia 56 421 20 158
Poland 54 312 14 110

Source: Author’s calculation.

Bulgaria, Czechia and Poland are included in Tab. I.
For other two countries of Visegrad group, Slovakia
and Hungary, there were estimated only statistical
non-significant relations. Both countries have been
excluded from the investigation. In particular, it has
been collected amounts for the companies’ earnings
before interests and taxes (EBIT), turnover (both
from their profit and loss statements), assets in total,
current assets, inventories, short-term receivables,
stockholders’ funds, current liabilities, short-term
payables (all from their balance sheets). According
to data it is able to explore a few selected ratios,
finally used in the equation (6).

Methodology

The inventory turnover ratio represents
the relationship between the cost of merchandise
inventory sold and the ending inventory for
the period. The inventory turnover ratio measures
how efficiently the overall inventory is sold.
(Sherman, 2015, p. 61) The Days Purchases in
Inventory is explored as in Zeidan and Shapir (2017)
through the first equation (1):

365

DPl,=———,
"~ OT, /1N,

(1)

where DPI, is days purchases in inventory of i
companies in time t, OT, means operating turnover
and the variable IN, is inventory or stock in
the company.

According to Sherman (2015, p. 56) the average
collection period (also known as days sales
outstanding) measures the time it takes to collect
cash from customers once the sales have been made.
Many analysts calculate the average collection
period by first finding the average credit sales per day
and then dividing the average accounts receivable
by the average credit sales per day. The Average
Collection Period in days is examined according to
Zeidan and Shapir (2017) through the equation (2):

Acp=— 39 2)
OT, /DR,

where ACP, means the average collection period
of i companies in time t, OT, is operating turnover
and DR, means debtors’ receivables.

Days purchases in payables, or the Average
Purchase’s Period is then explained simultaneously
as in Zeidan and Shapir (2017) through the equation
(3) as:

APP, = 365 , 3)
0T, /CP,

where APP, is the average purchase’s period of i
companies in time t, OT, means operating turnover
and CP, is creditors’ payables.

The operating cycle recognizes the total elapsed
time from the ordering of raw materials through
the receipt and availability of customer payments.
As this time period increases, there are more
opportunities for delays in processing or cash
receipts to drain financial resources. However, at
least partially offsetting the limitations in available
cash are the payment policies of the company.
Together, these measures create the cash conversion
cycle, the amount of time from the outflow of cash
until itis recovered. (Sherman, 2015, p. 61) The Cash
Conversion Cycle is calculated according to Zeidan
and Shapir (2017) as well as Sherman (2015) within
next equation (4):

CCC, = DPI, + ACP, - APP,, (4)

where CCC, stands for the cash conversion cycle,
DPI, means days purchases in inventory calculated
through the equation (1), ACP, the average
collection period for debtors’ receivables according
to the equation (2), and APP, means the average
purchase’s period for creditors’ payables according
to (3).

On the other hand, which is more valuable for us,
it is possible to examine the period of the creditors’
loan PCL, analogically from equation (4) using
the next equation (5):

PCL, = APP, - ACP, (5)

The main estimation is Generalized Method of
Moments (GMM). In particular it has been used
two-step model using the orthogonal deviations
through the with panel data of those large as well as
medium sized hotels and travel agencies. To reach
the aim of the paper it is employed model based
on Heryan and Tzeremes (2017) according to next
equation (6):

L2, = BoL2;;_y) o + BLROA; + B, ROA;, 4 +
+ p3SFR; + B,SFR, -1, + psPCL; + BPCLy, 1, + ¢ (6)

where L2, means the quick test for liquidity when
inventories of i companies at time t are excluded
from a share of current assets on current liabilities,
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ROA, is return on assets calculated as the EBIT on
total assets, SFR, stands for the ratio of stockholders’
funds on total assets, and PCL, is period of creditors’
loan. Symbols @, and ¢ are a constant and residuals
of panel regression. According to Akinci et al. (2013)
we employ the first lags of all exogenous. They argue
that that applying a pseudo general-to-specific
model reduction method in the application of
the GMM estimator avoids multicollinearity
problems. Because of the wusage of GMM
specification it is able to include lagged endogenous
L2,,_,,among the exogenous regressors.

The model’s justification

Each model should be based on some existing
theoretical assumptions according to its justification.
Main model in current paper is not an exception.

Whether it is discussed liquidity of any company
it is natural that earnings of the company will
have a direct impact on its liquidity. Nevertheless,
companies in financial loss cannot be liquid.
Possible earnings of companies differentiate
according to their size. Therefore the return on
assets (ROA,) is appropriate exogenous variable
in the model according equation (6). Moreover,
ROA, is examined as a ratio of EBIT on company’s
total assets. The problematic of different taxes as
well as interest rates among selected countries is
irrelevant. On the other hand, it is also possible
to use Return on Equity whether it would be
examined with EBIT as well. This is not common
however. We can assume a positive relationship
between ROA, and liquidity.

Next question is, how can ROA, increase
the liquidity of a company. Liquidity is examined
as L2, the quick test, when inventories have been
excluded. Variable L2, is simply calculated as a ratio
of current assets (excluding the inventories and
long term receivables) on current payables. When
the earnings won't be divided among owners of
the company, it means that stockholders’ funds will
increase within the liabilities and simultaneously
increase of current receivables (included within
L2,). However, the possible amount of the earnings
that can increase the stockholders’ funds depends
again on a size of company. Therefore the ratio
of stockholders’ funds (SFR,) on total assets is
appropriate exogenous variable within the equation
(6). Further, during times affected by the global

II: Median among individual samples for HOTELS

financial crisis, the earnings, whether there were
any, should have been reinvested back to a company.
We can assume a positive relation between SFR, and
L2, aswell.

Nonetheless, when the impact of ROA, will
differentiate from the impact of SFR,, it means that
less profitable companies are trying to increase
their own funding to increase their liquidity. Higher
liquidity means tightening of costs according to
a better scoring and lower interest rates on bank
loans. Which is a case of negative ROA, coefficient
and positive coefficient for SFR,. Further, positive
beta for ROA, and simultaneously negative beta
for SFR, simply means that earnings are divided
among the owners of companies. Both coefficients
would be either negative, whether L2, can possibly
decrease according to a cash transformation into
the investments to increase revenues of a company.
Which is a case of negative ROA, as well as negative
SFR, coefficient.

Whether increasing of L2, is not supported by
significant increasing of ROA, and simultaneously
of SFR,, or at least by significant increasing of
SFR,, it means that there is a necessity of other
money. Then beta for period of creditors’ loan
(PCL,) should be positive in this case. It means that
whereas companies are able to decrease a period in
which they have a cash from the receivables, they
are simultaneously able to maximize a period in
which they should pay the cash for their payables.
Such increasing of PCL, can help increase of
the cash among companies and therefore support
increasing of L2,.

Furthermore, the values of current as well
as of previous period could affect the liquidity.
Therefore the usage of GMM model with panel
data seems to be efficient for the investigation.
According to GMM it is possible to use all the lagged
variables, ROA,, SFR;,_,,, PCL,_,, even L2, _,,.

RESULTS

Sagan (1955) argued while the money manager’s
operations are primarily in the area of cash flows,
he must be familiar with what is being done with
the control of inventories, receivables, and payables.
Each of these accounts should soon affect his
company’s cash position. Excessive inventories
can drain funds needed for other purposes or

12, ROA, SFR, PCL,
BG 0.82 0.46 44.64 17.14

Large Ccz 0.89 0.00 23.78 20.38
PL 0.80 1.96 40.50 24.99
BG 1.01 1.47 37.05 12.17

Medium CZ 0.75 0.00 19.23 9.23
PL 0.70 0.81 41.83 25.05

Source: Author’s calculation.
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might require borrowings. On the other hand, an
interruption of production because of inventory
shortages might be more costly than the extra
inventories. Therefore the inventories have been
excluded from the investigation.

In Tab. II we see median values for hotels in
Bulgaria (BG), Czechia (CZ), and Poland (PL).
Whereas L2, is at a lower and similar level within
large hotels, we see higher level in BG within those
mediumssized. Inthe case of ROA, we see the highest
level within large PL hotels, while the highest one
within those medium sized is confirmed in BG
again. The zero median is confirmed in both ROA,
medians, CZ large as well as CZ medium sized
hotels. However, it should be highlighted that it is
obtained even samples with negative values due to
losses of the hotels. The medians of SFR, among
those large as well as those medium sized hotels are
at a similar level approximately 40%, when it has
been excluded those CZ hotels where the median is
approximately 20%. The longest period for PCL, is
obvious in PL hotels in both cases.

In Tab. IIT we see median values for travel agencies
in Bulgaria (BG), Czechia (CZ), and Poland (PL).
The highest median of L2, is confirmed in BG
within both cases, large as well as medium sized
agencies. The lowest median of L2, is confirmed in
CZ within both cases. Whereas in CZ and PL within
both cases we see similar median of ROA,, we see
much higher in BG within both cases, especially

I11: Median among individual samples for TRAVEL AGENCIES

ROA, median of large agencies. The highest median
of SFR, is confirmed in BG within both cases of
agencies. The lowest median of is confirmed in CZ
within both cases. Furthermore, the highest median
of PCL, is confirmed in PL within both cases of
agencies. The lowest median of PCL, is confirmed
in CZ within both cases, especially PCL, median of
those medium sized.

Tab. IV contains the estimation output of GMM
models with panel data for large as well as medium
sized hotels. Tt was employed two-step GMM
model with orthogonal deviations. Even though all
examined variables has been accepted as stationary,
it was necessary to test Sargan-Hansen (S-H) test
according to a possible problem with orthogonality
among models. As we see in Tab. IV from the point
of view for over-identifying restrictions we accept
the null hypothesis which is that the instruments
among our models are valid instruments, i.e.
uncorrelated with the error term, and that
the excluded instruments are correctly excluded
from the estimated equations in all cases. Because of
usage of orthogonal deviations (no first differences)
and further applying a pseudo general-to-specific
model reduction method as in Akinci et al. (2013)
we can reject any problems with multicollinearity
between exogenous variables.

From the results in Tab. IV it is obvious that lagged
L2,,_, has positively affected current liquidity L2, of
hotels among selected countries almost in all cases.

L2, ROA, SFR, PCL,

BG 1.86 18.25 46.58 12.56
Large CcZ 1.15 6.14 21.97 9.93

PL 136 7.79 39.11 16.01

BG 1.44 10.33 40.90 11.90
Medium CZ 1.18 6.21 23.76 1.55

PL 1.30 7.63 37.29 25.49
Source: Author’s calculation.
IV: Panel GMM estimation output for HOTELS (dependent variable liquidity)

LARGE MEDIUM
BG CZ PL BG CZ PL

B2, ~0.26422 0.1776° 1.9563¢ 0.4750 0.2362° 0.3843s
S ROA; 0.09242 -0.0033¢ 0.3179* -0.0018 0.0019 -0.0014
B,ROA;; -0.0506* 0.0002 0.03932 -0.0022 0.0010 -0.0022
PsSFR;, 0.04582 0.0031* -0.1054* 0.00432 -0.0006 0.0069>
B.SFR;, _,, 0.10212 0.00152 -0.0695* 0.0030> 0.0007 -0.0048>
psPCL;, -0.0060* 0.0000* -0.0099* -0.0001 -0.0001 0.0000*
BsPCL;; 0.00032 -0.00012 0.0000% 0.0000 0.0000 0.0000
S—H test 0.3701 0.3409 0.1554 0.2669 0.2512 0.4140
obs. 376 353 288 581 421 312

Note: Symbol ® or ® means statistical significance at 1% or 5% level.

Source: Author’s calculation.
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Only one negative f, has been reached within large
BG hotels. On the other hand, the biggest influence
is evident within large PL hotels. Significant results
for ROA, have been estimated just in the case
for large hotels, however, we see differences in
negative B, within large CZ hotels. Tt means that
decreasing ROA, is statistically significant while L2,
increase among large CZ hotels. Further, large PL
hotels would be in much better financial condition
whether they are able increase their profitability,
which is supported even with positive 8, for lagged
ROA,,_,, In the case of large BG hotels we see on
the other hand negative g,ROA;,_,. Whether it
is evident negative significant result for g,L2,,_,,
positive  significant result for B,ROA,, while
B,ROA,, _,, is negative again, we can conclude that
L2, as well as ROA,, had changed over the estimated
period among large BG hotels.

Which should be highlighted from the results in
Tab. IV, among large as well as medium sized hotels
has been reached positive 8;SFR, almost in all cases.
Tts biggest positive impact is evident among large
BG hotels. Just in one case within large PL hotels
has been reached negative value of ;. Whereas large
BG hotels have been increased SFR, while their
L2, increased, the large PL hotels have oppositely
decreased SFR, while their L2, increased. Finally,
just in two cases within large BG and large PL hotels
is evident negative relationship of smaller g;PCL,
according to that should have been increased hotels’
liquidity L2,.

Nevertheless, SFR, can eg.  positively
change according two reasons: (i) increasing of
stockholders’ funds, or (ii) decreasing of total
assets. So, the question whether the results has
been estimated while total assets increased or
decreased in the case of SFR, as well as ROA,
could still remain. The only way how to solve this
problem, already described above, is whether
the sign has differentiated between ROA, and SFR,,
alternatively between B,ROA;,_,, and pB,SFR;_,,
from those positive to negative or in opposite way.

Only in this case the difference cannot be caused by
the change of total assets. From that point of view we
can argue that increase of the stockholders’ funds
has supported the increasing of L2, almost in all
cases of those large as well as those medium sized
hotels in selected countries. Only one significant
result is against the previous predictions within
theoretical assumptions of the model. In the case of
large PL hotels we see that whereas ROA,, has been
increasing, SFR,, has been decreasing. It shows that
the earnings among large PL hotels has been divided
among their owners. However, even though it has
been predicted positive fsPCL, in such a case. We see
its negative value, which means that large PL hotels
are able even to decrease the f;PCL,. Nonetheless,
the question, whether it is caused by decreasing of
aperiod in which hotels pay a cash to their creditors
or whether it is caused by increasing of a period
in which they are able to transform the cash from
receivables of their debtors, still remains it this case.

The biggest difference against to Tab. IV is that it
has not been reached statistically significant results
within large agencies in all countries due to S-H test
result lower than 0.05 in the case of travel agencies
in Tab. V. We have reject orthogonality as well as
whole model estimation therefore. Nevertheless,
we see the results justin a case of large CZ agencies.
Further, the results of this GMM model with
panel data is very similar to those results within
large CZ hotels in previous Tab. IV. Even though,
impact of g,L2,,_,, is positive, there is negative g,
for ROA, again. So, it can be argued that L2, is again
affected by positive SFR, within the case of large CZ
agencies, too.

Nonetheless, it has been estimated many significant
results within those medium sized travel agencies
in Tab. V. The positive impact of lagged L2,,_,
remains here except of medium sized PL agencies.
What should be highlighted against to the previous
case with hotels, in the case with travel agencies is
evident opposite trend between L2, and ROA,. This
trend is followed by increasing of 8,SFR,. So it can

V: Panel GMM estimation output for TRAVEL AGENCIES (dependent variable liquidity)

LARGE MEDIUM
BG cz PL BG cz PL
Bol2_, 0.4884¢ 0.1212¢ 0.1739* -0.1146
AROA, -0.0049* ~0.0316° 0.0023# ~0.0224¢
B.ROA,,_, 0.0040 -0.02007 -0.00207 0.0010
B,SFR, 0.0346° 0.0423¢ 0.0044¢ 0.0085¢
B:SER,,_, -0.0228" 0.0094" 0.00122 0.0037"
BsPCL, -0.01042 -0.0001% ~0.0001 ~0.0166°
B.PCL,,_, -0.0013 0.0024 -0.0013* 0.0008
S-H test <0.05 0.5709 <0.05 0.7658 0.9028 0.2024
obs. 133 108 158 110

Note: Symbol * or P means statistical significance at 1% or 5% level.

Source: Author’s calculation.
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be really argued that increasing of SFR, positively PCL, is caused by decreasing of a period in which
affect increasing of L2,. It is evident that whereas L2,  agencies pay a cash to their creditors or by increasing
has increased PCL, has decreased oppositely. Again, of a period in which they are able to transform
however, it cannot be said whether the impact of  the cash from receivables of their debtors.

DISCUSSION AND CONCLUSION

Current paper aimed to investigate whether or not was the liquidity among tourism companies
in Bulgaria, Czech Republic and Poland affected by other selected microeconomic variables.
On the basis of theoretical justification of the model used in this paper, to reach this aim it was
selected three financial microeconomic variables. Tn particular it was return on assets, ratio
for stockholders’ funds, and the average period of creditors’ loan analogically examined from
the cash conversion cycle.

Positive impact of previous year’s liquidity was obvious among all countries except of large Bulgarian
hotels and medium sized Polish travel agencies, where the impact was negative among both.
Generally, it was obvious that increasing liquidity was supported by increasing of stockholders’ funds
during times affected by the global financial crisis. This trend was the strongest in the case of large
Bulgarian hotels as well as medium sized Bulgarian travel agencies. Nevertheless, whereas in the case
of the hotels the profitability increased, in the case of agencies the profitability decreased in Bulgaria.
The same fact as within medium sized Bulgarian travel agencies is obvious within large Czech
agencies. Particularly, profitability decreased while stockholders’ funds increased among Czech travel
agencies. Tt should be highlighted that companies from the Czech Republic suffered due to exchange
rate commitment taken by the Czech National Bank (Heryédn, 2017a).

In general, even though profitability of almost all categories of tourism companies was decreasing
during the period affected by the global financial crisis, their liquidity was really supported through
non-dividing this decreasing profit among company owners. Decreasing profits were reinvested
back into the tourism companies to support their liquidity. Otherwise these companies could had
been in serious problems with their liquidity in this period. Only one exception was the case of
large Polish hotels. The funds among large Polish hotels were decreasing whereas their profitability
were increasing. Therefore it is argued that only in this case increasing profits were divided among
the hotels owners. Good financial health of the Polish hotels was also highlighted in Heryan (2017b).
This fact was also proven because of strongly decreasing period of the period of creditors’ loan.
Infutureresearchwouldbeinterestingtomake some dummiesandtestonlythoseprofitable companies
as well as those above or below the average liquidity of the sample. From the methodological point
of view would be interesting to work with the first differences and employ dummy variables to differ
between increasing or decreasing period in which the receivables are transformed into the cash as
well as increasing or decreasing period in which payables are paid. Nonetheless, it should be paid
a considerable attention to these issues connected to the cash conversion cycle among tourism
companies.
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