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ABSTRACT

Small tourist firms occupy an important place within the Indian tourism industry and make a
significantcontributiontowardsgrossdomesticproduction.Thisstudyinvestigatesaccesstoand
financepreferencesofSMEtourismfirmsinthePunjabarea,India.Thestudyemployedapost-
positivistresearchapproachdependingonsemi-structuredquestionnairesandinterviews.Thefindings
confirmedthattourismfirmsreliedonpeckingordertrajectory,drawingcapitalfromownsavings,
familyandinformal lenders,whichisconsistentwiththeliterature.Thestudyprovidesaunique
insightintoissuesrelatedtotourismfirmsandbenchmarksfindingswithSMEliteraturetoidentify
thesalientpoints.
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INTRodUCTIoN

Despite thesize, turnoverand importance for the tourismindustry, thesector remainsanunder-
researchedone(Altinetal.,2017),particularlyregardingitscontributiontowardeconomicandsocial
fabricofcountriessuchasIndia.Tourismispredicted to increasesignificantlyby2020(Nawijn
etal.,2008),notonlyinEurope,EastAsiaandthePacificregionsbutthereisalsohighgrowth
reportedamongstlessdevelopedeconomiestoo.Tourismplaysapivotalroletofosterinternational
understanding,forentrepreneurialeducation;couldbeamajoreconomicandsocialtooltoalleviate
poverty,promotesocial,culturalcohesionandaboveallservesasacatalystfortransferofhumanand
technologicalknowledge.Globally,thetourismsectoristhefourthbiggestprincipalindustryafter
oil,chemicalsandfoodindustries(Tugcu,2014).Internationaltourismgenerateseconomicgrowth
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(BalaguarandCantavella-Joda’,2002)andprovidesaspilloverproperlyeffect(CernatandGourdon,
201)throughthetransferofknowledgeandtechnologywhichpromotessocialdevelopment.

TourismindevelopingeconomiesisdominatedbySMEs,anditsprominenceforemployment
anddevelopmentoftheeconomyisobservedtohaveanupwardtrajectoryoverthelast40years
(Thomas et al., 2011). For small tourism firms (like other small enterprises) access to finance
remainsamajorchallenge,inparticular,withindevelopingeconomies.Thereisawidespreadbody
ofliteratureforsmallenterprisesthatexaminesthecontributionofsmallenterprisesingeneral(Du
etal.,2015)andsuggestthataccesstofinanceimpedestheirpotentialsallovertheworld(Becand
Demirguc-kunt,2006;andBecketal.,2008).Tourismfirmsindevelopingeconomiesfaceacute
challengesduetounderdevelopedfinancialenvironmentandmarkets.However,theissuesassociated
withthedevelopingeconomiestourismfirms’suchascapitalstructureandfinanceconstraintsis
under-researched.Consequently,localtourismfirmsareunabletooperateefficientlyorcompetewith
internationaltourismfirms;hence,theyfailtofullysupporteconomicandgrowthpotentials(Nawijn
etal.,2008)oftheirregion.Yet,ithasbeensuggestedthatthetourismsectorisvitalforjobcreation
(Thomasetal.,2011;Wanhill,1999)andtopromotecompetitiveness(ScmitzandSpencer,2005)
but,unfortunately,thesectoronlyattractedlimitedsporadicattentionofacademicsandpolicymakers
(PetersenandWanhill,2005;Rogerson2006;Thomasetal.,2001).

Contributionfromtourismsectoriswelldocumentedforthedevelopedeconomies,suchasthe
UK,USAandithasbeenhailedasaneffectivestrategytoaiddevelopmentwithinlocalandnational
economies(Schubertetal.,2011).Althoughinmanydevelopingeconomies,smalltourismenterprises
arethemainsourceofemploymentandforeignearnings,yettheseareoftenoverlooked.Ithasbeen
widelyacceptedthatSMEsandsmallbusinessesarethebackboneofanyeconomy(El-Gohary,2012;
Storey&Greene,2010)andsmalltourismfirms(STFs)servesasachaintomotivateeconomic,social
andtechnologicalchange(García-Villaverde,2017);assuchfirmshaveinnovativetraits(Hjalager,
2010).Whileacademicfraternityacknowledgestourismasavitalsourceofhardcurrencyearnings
andemploymentindevelopingcountries,questioninglythistopichasgonecuriouslyunexamined.In
thelastfewdecades,smalltouristfirms(STFs)havegainedtractionwithintourismliterature.This
hasbeenduetotheincreasedrecognitionoftheroleSTFsplayforthewellbeingofeconomy;that
hasledtoaflourishinginterestinavarietyofissuesrelatingtoSTFsatlargeandmorespecifically
underthecategorytourismliterature(Thomaas&Augustyn,2007;Ateljevic&Page,2006).More
specifically,issuesrelatedtotourismfirmsindevelopingeconomiesremainrelativelyunderresearch
(Nemasetoni&Rogersin,2005).However,overthelastdecadetourismactivitieshavetakenoffand
economicandsocialsignificancehavestartedtogaintraction(Rogerson,2013).

Withinglobaleconomies,tourismmanifestsitselfinmulti-dimensionalspheres(Wanhill,1999),
contributingtowardsgrossdomesticproduction(GDP)ofdevelopedandemergingeconomies(such
as India).Tourismcontributes towardseconomic, socialdynamismandprosperityofeconomies
worldwide;ithasamajorimpactontheeconomic,social,educationalandcultural,sectorsofany
society.Moreover,tourismsectoraccountsfor30%oftheworldtrade,contributes2.9%towardsthe
worldGDPandgeneratesnearly222millionemploymentopportunitiesworldwide(whichis3.4%
of the totalemployment); it isprojected thatby2024tourismindustrywillemploy126,257,000
employees, with an increase of 2.0% over the next ten years (United Nations World Tourism
OrganisationUNWTO,2005;WorldTravelandTourismCouncil,2014).Thereisgrowingevidence
ofsupportbyinternationalagenciesforsmall-scaletourismfirmsastheyarepro-poor.Hawkins,
andMann,2007citeWorldBank(2006)andreportthattouristfirmsinAfricaareestimatedtobe
around90%ofsmallenterprises.

AsimilarupwardtrendinsmalltouristfirmsisreportedforChina(ZhaoandGetz,2008).Given
colonialhistory,accessibilityandrichMoghulIslamicheritage,Indiahasparticularappealfortourism
thatismainlysupportedbytheSTFs.Thispaperconsiderstheimportanceofsmalltouristfirms
(STFs)atlargeandmorespecificallyexaminestheircapitalstructures,implicationsoffinancegapin
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theiroperation.ItisstructuredthematicallytocontextualisetheroleofSTFs,examinestheirfinancial
structuresandfinallyconsiderstheimplicationsoffinancialconstraintsontheirsurvivalandgrowth.

ToURISM INdUSTRy wITHIN THE dEVELoPING CoUNTRy CoNTEXT

Tourismiswidelyperceivedtobeofeconomicandsocialimportanceasitpromoteseconomic
developmentandgeneratesincomeopportunitiesforthepopulation;itaccountsforsixpercentof
thetotalworldexports,anditrepresentsthirtypercentofthesizeoftheworldinternationaltrade
(Ohlan,2017).Tourismserveseconomiesinseveralways:generatesforeignexchange,attracts
newtechnology(McKinnon,1964)andpromotes thedevelopmentof local infrastructure,skill
baseofthecommunityandlanguagesskillsthatconnectsthelocalcommunitywithnationaland
internationaleconomies(CernatandGourdon,2012).Tourisminternationallyhasbeenusedasa
strategytopromotedevelopmentandemploymenttovaryinglevelofsuccess,especiallyamongst
women(MovonoandDahles,2017).

InthecaseofIndia,theGovernmentofIndia,in2015,targetedtourismsectortopromote
economicgrowth(Ohlan,R.,2017).Whereastourismfirmsindevelopedeconomiestendtoexcel
astheyhadbetteraccesstofinanceandentrepreneurialskills(Britton,1982),tourismfirmsin
developingeconomiesfacealotofchallengesanddifficulties.Thoughtheliteraturerecognises
thatSMEsarethecatalystforinnovation,jobcreationandsocialcohesion(Hussainetal.2008),
bothindevelopedandemergingeconomiesbuttheyfacefinancialconstraintstoavaryingdegree.
Equally, the benefits of STFs have been acknowledged. Meanwhile, tourism activities within
developingeconomiesaccelerateinformationflowthatimpactsoneconomic,socialandhuman
developmentleadingtoenhancedforeignexchangeearnings.Smallfirms’literatureissilenton
theroleofsmalltourismfirms.However,giventheimportanceofSTFsforemergingeconomies
andtheirrespectiveregions,thereisadearthofstudiesthatspecificallyexaminefinancegapsand
itsimplicationsfortourismfirms.

Forashortperiod,tourismfirmsattractedconsiderableattentionofpolicymakersandacademics,
but the attention gradually became extinct, both in developed and developing economies as the
sectorlostitsglamour.However,indevelopingeconomiessuchasIndia,Tourismhasevolvedover
the last several decades and still makes significant contribution towards employment, the gross
domestic product and foreign exchange earnings. The Indian tourism industry has experienced
rapidtransformationfromitsoriginbackin1949(Mishraetal.,2011)whentheBritishcolonial
governmentsetupTouristTrafficBranchesinIndiancities.In2014,perIndianTourismboard,the
sectorcontributedover37.4millionjobsandover7%toIndian’sgrossdomesticproduction,illustrating
itsstrategicimportance.STFsoftenfallinthecategoryofSMEsatlarge.Suchfirmsarereported
tohavebarrierstoaccessoptimalfinancethatunderminestheiroperationefficiency,yetSMEsis
thedriverforgrowthandeconomicactivity.Giventheimportanceofthesector,itisimperativeto
examinefactorsthatconstrainttheirgrowththatmitigatestheadverseeffectsofpoverty.

Giventhestrategicimportanceofsmalltourismfirms,ithasbeensuggestedthattourismindustry
hasthepotentialtodecreaseeconomicdeficiencyandpovertyindevelopingcountries,andmore
specificallyamongsttheleastdevelopedeconomies(HugoandNyaupane,2016;EidandEl-Gohary,
2015b;Mbaiwa,2017;El-Gohary,2012;El-Gohary,2010;EidandEl-Gohary,2015a).However,this
potentialiscloselylinkedtoadequateaccesstofinanceforsmallandmediumtourismenterprises
(UNWTO,2005).Therefore,theroleofsmalltourismfirmsasanessentialtoolforemployment
creation,innovation,povertyalleviation,wealthcreationandfosteringcompetitivenessworldwide
hasbeenwellrecognisedintheacademicliterature(Ramaswamy,2014;Becketal.,2011;El-Gohary,
2012).Kalhoroetal.(2011),El-Gohary(2016),El-GoharyandEid(2014),El-GoharyandEid(2012),
Hamadetal.(2015),MillmanandEl-Gohary(2011)Zakietal.(2015),EuropeanUnion(2009),Eid
andEl-Gohary(2014),Storey(1994),andEl-Gohary(2010)confirmedthesame.
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Meanwhile,ithasbeenacknowledgedintheliteraturethatwhileSMEsareanintegralpartof
thetourismindustry,yettheyareunderrepresentedintheacademicliterature(GetzandNilsson,
2004).Of thesmallbusiness research thathasbeenconducted,a sizeableportionhas focused
onindustriesotherthantourism(Jaafaretal.,2011).Thetourism-specificresearchonSTFshas
predominatelybeenconductedinWesternEurope,AustraliaandNewZealandandhasfrequently
focused on a single segment of the industry. Despite the familiarity, and how tourism sector
importanceislikeinthewesterncountries,developingcountriesgovernmentsfailedtopromote
tourismasastrategicpriorityinnationalpolicies.Also,itisanareanotwellsupportedbythe
majorinternationalfundingagencieseither.

TheeconomicandfinancialenvironmentwithinwhichSTFsoperatediffersignificantlyfrom
developed economies regarding credit, legal and institutional environment that creates financial
constraintsandthehighcostofborrowingthatpreventedSTFsfrommaximisetheirfullpotentials.
However, academic interest over the sameperiod tended to fluctuate, and studies on tourismat
largeremainlimited.MoresotourismremainsgrosslyanunderexploredtopicintheIndiancontext.
Therefore,thisstudyfocusesonmatterslinkedwithaccesstofinanceforsmalltourismbusiness;with
aparticularfocusonthreemainfacets:theirmotivationsforstartingthetourism-relatedbusiness;
modeoffinance;andtoexaminetheimpactof thecyclicalnatureof thebusiness.Furthermore,
thisresearchexaminesthedemographyofIndianSTFsowners’traitsthathavebeenrecognisedto
contributetothesuccessoftheentrepreneur.

Small Tourism Firms
Tourismfirmsarefrequentlyviewedasanengineofeconomicgrowth(El-Gohary,2012),social
development and agent for change; it continually innovates to remain relevant, sustainable and
competitive.ThesectorischaracterisedregardingSMEsthathasreceivedsubstantialconsideration
frompolicymakersandgovernmentsinternationally.AccesstofinanceforSMEshavebeenexamined
extensivelyandresearchedwithintheUKandindevelopingeconomies(Hussainetal.2009);yetthere
islimitedliteraturethatinspectsandinvestigatespecificaccesstofinancechallengesencounteredby
thesmalltourismfirms(Thomasetal.,2011).However,therehavebeenstudiesthathavedemonstrated
thebenefitsofsustainabletourism(Fulleretal.,2005)toprovidesocialbenefitsforcommunities
dependentontouristfirms(KokkranikalandMorrison,2002).Giventhisrecognition,STFshave
becomethefocusofattentionregionalandnationalpolicymakers(Rogerson,2007;Nilssonetal.
2005;Thomas,1995),especiallyinheavilytourist-dependentcountriesandemergingeconomiesthat
haveattemptedtodiversifytheirforeignexchangeearnings.

Thomasetal.(2011)arguesthatSTFsisonedisciplinethatisoftensubsumedunderthecategory
ofSMEsdespiteitsuniquecharacteristicsthatneedanindependentinvestigationtoestablishtheir
specificbarrierstoaccessfinanceandimplementstrategiestopromotetheirgrowth.Limitedresearch
withinthefieldofsmalltourismfirmssuggeststhatpolicymakersandresearcherssometimesmake
certainpresumptionsandassumptionthatoftenaremisplaced(Thomasetal.,2011).Smith(2006)
reports that the tourismsector isnotdistinct fromother sectorsof theeconomy; it toomakesa
significantcontributiontoemploymentandtheirinfluenceonthegrossdomesticproductisvery
notable.However,indevelopedmarkets,thereisavisiblepresenceforlargetouristfirms,which
employasignificantnumberofpeople(Thomas,2000).

Astheimportanceoftouristfirmsgainprominenceamongstpolicymakersandacademics,so
debatesonaccesstofinancebecomeessential.Companies,tourismfirmsorothers,withadequate
finance,tendtobemoreresilienttoinnovation,changesintheenvironment(Grindleyetal.,1997).
Withinthiscontext,itisconsideredtimelytoinvestigateissuesandchallengesthatSTFsexperience
inaccessingfinanceandtheirimpactonfirms’performanceatlargeandinthecontextofIndiain
particular.Accesstoexternalfinanceinthewestisconsideredtohaveimplicationsfortheefficient
operationsofSMEs(Hussainetal.,2006;BlumbergandLetterie,2008).ThechallengeforSTFsis
thattheyrequirefinancialresourcesasapriorcommitmenttosecurebusiness,inthiscase,external
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lendershavetorelyontheprojectedcashflowtoevaluatetheproposal.Withinthiscontext,bank
encountersinformationasymmetryandtoovercomeadverseoutcomeandmoralhazardbyusingsome
otherbasistorationcredit,whichisanapproach,usedtomakelendingdecisionstoanysmallfirm.

Thereisawidespreadnumberofresearchstudieswithintheliteraturethatexaminesaccessto
financebySMEs;however,itwasmainlyexaminedinindustrialisedanddevelopingeconomies
(Zhuetal.,2012).However,thereisnegligibleliteraturethatspecificallyinvestigatesfinance
journeyfortheSTFsandinparticular;thecurrentstudywillbeoneofthefirststudiesofthe
kindforIndia.Financeconstraintdebilitatesthepotentialofanybusinessbut,giventhenature
ofthetourismbusiness,itsimpactcouldbesevereandshortenthelifeoftheproject,whichis
threateningfirms’survival.Financeispre-requisitetoestablishinganyenterprise.Thebusiness
needstoacquirefixed,variableassetsandservices.Therefore,adequate institutionalfinance
is essential for the development of SMEs irrespective of the business sector. Many authors
(e.g.,Getzetal.,2004;King,SolomonandFernald,2001;MorrisonandTeixeira,2004)have
acknowledged that financing can be a large hurdle in the way of owner-operators realising
theirdreamofopeningatourismbusiness.Whilethebeliefthosetourismbusinessesrequire
littlecapital insome instances is true.However, it isnotalways thecasewhendealingwith
international touristsfromdevelopednationswhodemandenhancedbasic infrastructure that
oftenisexpensiveandlimitedindevelopingeconomies.Consequently,MorrisonandTeixeira
(2004)suggestthatundercapitalisedfirmsseefinanceasabarriertotourismbusinesscreation.

Inreality,itisquitehardtobuild,developandmaintainasuitableandsupportiveenvironment
and/or infrastructure for small tourism firms as such firms aremore likely tohavevery limited
accesstofinancialresources,adequatetraining,humancapital,marketingexperience,technology,
etc.FinancegapforSTFsisoftenthemainreasonstoppingexistingandprospectiveentrepreneurs
fromenteringthemarketand/orchasingtheirgroundbreakingbusinessplansaswellasinnovative
productsand/orideas.BrunoandTyebjee,(1985)suggest,financeconstraintchallengesofSMEs
areequallyapplicablefortheSTFs.Inadequatefinanceatanystageofthebusinesshasthepotential
tocauseahighrateoffailureamongststart-ups,anditislikelytoconstrainfirmsgrowthpotentials
(Carlisle.etal.,2013).Therefore,althoughSMEsareconsideredtobeoneofthesignificantsectors
withintheIndianeconomy(KumarandRao,2016),yet,STFsarepartofthissectortoo.However,
they have unique features: cyclical trade, volatility of foreign exchange rates, uncertain external
environment, thecashflowsvolatilityandbusinessplanningcontinue tobeachallengeforsuch
firmsandtheexternallender.ItisnotproblematictoenvisionwhySTFsfaceagreatchallengewhen
accessingbankfinance,giventheirsmallsize,operatingunderchallengesanduncertainconditions
andwithlimitedcapital.

Tourismfirms’choiceoffinancepatternsisconsistentwiththeapproachimpliedbythePecking
OrderTheory(Myers,1984;MyersandMajluf,1984).IthasbeenlongestablishedthatSMEsuse
thepeckingordertheory(CoshandHughes,1994;HolmesandKent,1991).LikeSMEs,STFsare
opaque;therefore,theytooincurinformationcost(Psillakaki,1995).Toavoidinformationcostand
otherassociatedcost,smallfirmswilluselessdebtandpreferinternalfundsfirstbeforeseeking
externaldebt.Firmsdonotpreferexternaldebttoequityasthisenablesthemtoretaincontroland
avoidsintrusionintotheirdecision-making.Invariably,exceptforlargefirms,STFstendtouseowner
finance,andexternaldebtismostlysoughtfrombanks.UsingfindingsofAng(1992),forSMEs,it
canbeinferredthatforSTFs,agencycostassociatedwiththeexternaldebtcanbesevereduetosmall
tourismfirms’opaqueness.Consequently,onewould,consistentwiththereportedSMEsfindingsby
Ang(1992),expectthatsmalltourismfirms’capitalstructuretobeheavilyskewedtowardsowners’
equityandaversetodebtcapital.

Insummary,thereisascarcityofempiricalstudieswithintheliteratureonthefinancingofsmall
tourismfirmsatlarge,andmoresofortheIndiansmalltourismfirms.Thissuggeststhatsuchfirms’
excessiverelianceonnon-marketsourcesoffinancemaybeconstrainingthegrowthofanimportant
sectorofSMEsthathasthepotentialtohelpthecountrytoearntaxrevenue,createemployment,
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retainingyoungpeoplewithinalocalityandpreservingruralcommunitiesaneconomiceco-system.
ThegapintheliteratureforSTFsisaddressedbyanalysingthecharacteristicsofSTFs.Thisisfollowed
byexaminingtheirfinancialstructureandtestingtheirfinancialadequacy.

Indian Tourism: Indian Context
FormalTourisminIndiacanbesketchedbackto1945,withtheformationofacommitteetopromote
tourisminIndia.TodaytheMinistryofTourismperformsthisfunction(Baporikar,2017).Tourism
in the21st century isoneof themost important sectors for Indiaandworldwide.Easeof travel,
technology,communicationandtransnationalsocialnetworkshastransformedtheworldintoa‘global
village(Cost,PanyikandBuhalis,2013)thathasprovidedIndiawithacompetitiveadvantage.The
tourismsectorinIndiahasplayedanimportantroletopromoteregionalattractionssuchasartisan,
and cultural diversity. Indian tourism sector fits well in that it has realised the opportunity and
neededanenvironmenttocreatewealththroughservicinginternationaltouristclientele(Al-dajani
andMarlow,2013).

Withafewlargeprovidersoftourismservices,thesectorcontinuestobeservicedbysmalltourist
firmsinIndia.ThetourismsectorinIndiaisapromisingsector,itcontributes6.77%towardsIndia’s
GrossDomesticProduction,andthisfigurecomparesfavourablywiththemosttoutedinformation
Technology-BusinessProcessindustry’scontributionof7.5%(NationalCouncilforAppliedEconomic
Research,2014).Therefore,itisnotasurprisethatthesectorhasacquirednewimpetuswiththe
formationofTheNationalTourismPolicyof2015.Thenewtourismpolicycontinuestoevolveand
takeintoaccountissuessuchaseco-tourism,conservationandsustainability.However,itisnoticed
thatthereisadearthinthenumberofstudiesintheliteraturethatinspectsthepositioning,role,
contributionandchallengesfacingsmalltouristenterprises,relatingtoaccesstofinance.

RESEARCH SAMPLE ANd METHodoLoGy

Thereisnowawell-establishednumberofstudiesthatemployedquestionnairesurveytoinspect
financepreferencesandcapitalstructureoffirmsintheWest;forbothlarge(BancelandMittoo,2004;
Brounenetal.,2006)aswellassmallfirms(Hussainetal.,2006).Theinspirationfortheapproach
wasderivedfromtheestablishedsurveyscarriedoutintheUKbyHussainandMatlay(2007)as
wellassomeotherresearchers.Themethodologyusedinthisstudyisfollowingtherisingtradition
offocusingonmixedmethodapproach(Hussainetal.,2006).Toachievetheresearchobjectives,the
studywasdividedintothreemainsegments:i)carryouttheliteraturereviewandconductinformal
interviewswithsmalltourismfirms;ii)theuseofasemi-structuredquestionnaire,thenfinallyiii)
throughface-to-faceinterviewswithSTFsownersand/ormanagers.

The tourism firms within the sample were from the State of Punjab and the greater New
Delhi,capitalofIndiafortheyears(2016–2017).Theselectionofthesamplewaspurposive;the
respondentswereselectedusingasnowballingtechnique,whereownersand/ormangersreferred
othertourismfirms’ownersand/ormangerstotheresearchteammembers.Oneoftheauthorsand
ateamoftrainedresearchersconductedthesurveytogathertherequireddatarelatedtoaccessto
financeandthedifferentchallengesSTFsencounterwhenaccessingexternalfinance.Thesample
waspurposelyselectedtoincludeSMEtourismenterprises,whichisagoodrepresentativesample
ofthetourismsectorinIndia.

Thesamplesizewasdeterminedtobe210STF,whichrepresent20%oftheregisterednumber
of STF within the population frame. Although 210, small firms were approached, but only 122
respondentsco-operated,fromwhomowner/managerswereinterviewed,andtheywerepreparedto
respondactively.Toensureconsistencyofthefindings,thecompletedquestionnaireswerecrossed
checked.Themajorchallengeforresearchersinthisstudywastheprocessofgainingthetrustofthe
respondentthatiscapturedbyoneoftherespondents:
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In India, no one trusts, confidentiality is none; they only promise to keep information confidential.

Therefore,theinterviewbeganwith‘soft’questions,suchas‘tellusaboutyourself,‘experiences’
andthenprogressedontofinancerelatedinformation.Toensuretheconfidentialityofrespondents,
namesofrespondentswerecodedfortheanalysispurposes.Thesampleframeforthisstudywas
developed from multiple sources, such as business directories, and networks and through the
recommendationsofgovernmentagenciesinPunjabandthecapitalNewDelhi.ThefollowingTable
1providesanillustrationofthesamplesizeanditsdistribution.

Theresearchsamplecomprisedof20micro,79smalland23mediumsizetourismfirms(see
Table1).Therelativelylargenumberofmediumsizefirms(65%)isrepresentativeofthetourism
firms’populationframeinIndia.TheSmallandMediumtourismfirmscollectivelyrepresent85%of
thesample(65and19percent,respectively).Thesefiguressuggestthatwithintheresearchsample,
smallandmediumfirmsmainlydominatethetourismsector;thisisalsoreflectedinthereported
turnover,theageofownersand/ormanagers,theireducationalattainmentsandnumberofemployees.

Regardingtheageprofileofthe122STFsinthestudy,25%ofmicrofirmswerelessthan5
and65%lessthan15yearsold.Incomparison,small(40%)andmedium(61%)firmsweregreater
than15yearsold;tendedtohavemoreemployeesandemployedmanagers.However,theproportion
of graduates in micro (70%) were greater than small (31%) and medium (65%) firms. A closer
examinationofbusiness ageandeducation suggests thatnewcomers to the sectorhaveahigher
presenceofeducationthatenablesthemtousetechnologyforcommunication,marketingandglobal
outreach.Mediumsizedtourismcompaniestendtobeassetrichwithregardtoownershipofresorts,
infrastructure;whereas,toovercomefinancialconstraints,microandsmallsizefirmstendtouse
third-partyinfrastructure.

ThesurveyalsoshowsamarkedsectoralshiftfromfarmingtotourisminPunjab.Ownersof
43touristfirmsinthissurvey,werepreviouslyassociatedwiththeagriculturalandfarmingsector.
Thismovement(shift)isattributedtofallingreturnfromfarming,awarenessofotheropportunities,
andfragmentationofagriculturallandduetoinheritanceamongstfamilymembers,status,andthe
reluctanceofeducatedpopulationtoworkwithintheagriculturesector.Thesampledemographics
suggestMalesregardingownershipmainlydominatethesectorbutamongstthesampleasawhole
39%employeewere females,butnone in seniormanagementpositions, indicating that in India,
tourismsectorownershipremainsmale-dominated.However,outofasampleof122tourismfirms,
femaleentrepreneursownedtenbusinesses,andthesewereeithermicroorsmallventures,set-up
overthelast2-5years,providingtravelandticketbookingagencies;andownedjointlyinpartnership
withtheirfamily.

Accordingtotheresearchsample,thetourismsectorappearstohavehighereducationaldeepening;
12(9%)upto16years,56(46%)upto18years,and54(44%)ofowner/managersweregraduates.
However,when furtherquizzed, a significantnumber,110 (90%)of tourism firms’ownersand/
ormangershadhadnoformaltourism-relatededucation.However,tourism-relatededucationwas
recognisedby68(56%)oftherespondentstobeimportantandfinancialliteracy93(76%)extremely

Table 1. Sample size and distribution
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important.Inthesample,37(30%)oftherespondentsspecifically,withoutprompt,statedtheneed
to have tourism-related training in language, information technology, marketing, and financial
managementskills.9(32%)ofownersreported,lackofmanagerialandfinancialeducationadversely
impactsfirmperformance.Consequently,theyareheavilyreliantexternalprofessionals.

SomestudieswithintherelatedliteraturesuggestedthatSMEs,whichuseeffectivesystemsand
adaptspracticestorecruitmanagersandemployeesaremoresuccessfulingrowingtheirenterprises
(Lampadariosetal.,2017).However,thetourismfirmswithintheresearchsample,evenmediumsize,
tendedtouseinformalmanagementsystems.Mostoftherespondentsinthesampleusedinformal
humanresourcepracticesthatadverselyimpactedthefirms’abilitytorecruitandretainskilledand
capableemployees.Theanalysisofrespondentsuggests,theabsenceofformalprocessesthistended
tolimitfirmsscopetodelegate,developstructuresandrecruitcompetentmanagerstomanageand
developthebusinesses.Inthesample,therewere17(14%)seniormanagersemployed,and96(86%)
offirmsareindividually,orfamily-runandonly3werepartnershipfirms.

FINdINGS

Financing Preferences of Small Indian Tourism Firms’ owners and/or Managers
Totesttourismsmallfirms’ownersand/ormanagers’preferencesforbasesoffinance,therespondents
wereaskedtoprovideestimatesofthefinancemix,usedbythemandtheirrespectivepreferences,
over the last fiveyears.Figure1shows longitudinalchanges in the financingpreferencesof the
sampletourismfirmsoverfiveyears.Theanalysissuggeststhattheowners’personalsavingsare
preferredoverfamily,friends,graduatingtoinformal,andthentoformallenders.Suchresultsand
findingsareinlinewiththeassumptionsofthePeckingOrderTheoryandpreviousfindingsreported
forSMEs(Hussainetal.,2008).However,onemajordeviationisthattheformalsourceoffinance
inthesampleexceededowners,family,andfriends’contributiontowardsbusinessforthe3-4years
period.Figure2showsthefinancingpreferencesoftheSMEownerandmanagers.

Figure 1. Sources of finance actually used over the last five years (*OOS (Owners’ own savings), BF (Financed by a bank), OFF 
(Owners’ Family and Friends), IL (Informal lenders, EF (Equity Finance))
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Considering,TSFs,literacyandeducationatlarge,asthebusinessmatures,theownersand/or
managersgaingreaterfinancialawarenessthatenablesthemtopreparebetterfinancialinformation.
Betterprovisionoffinancialinformationandthetradingrecordsofaccomplishmentenableslenders
toassesspotentialbusinessrisk.Analysisofthesamplesuggest,overtimerelianceontheborrowing
fromfamilyhasdecreased,whilerelianceonexternalsourceshasincreasedto45percent.

Thefindingscorroboratewithearlierfindingsbyotherresearchers(HussainandMatlay,2007;
Ward,1986);astheimportanceoffinancialsupportfromtheowners’and/ormanagers,friendshavea
tendencytodeclineasthecompaniesmature.Despitetheincreaseinbankborrowing(25percent)in
yearfive,relativelysignificantnumberofmicroandsmallTSFscontinuetorelyoninformallenders
forfundinginIndianPunjab,indicatingembeddednesshighly.Thereisevidence(Figure1)thatthe
firm’sfinancemixture,aswellasitsfinancingpreferences,havealtered.Theanalysissuggeststhat
TSFstendtouseexternalfinanceatthegrowth,butthereislimitedusageoftradecreditduetothe
natureofthetourismbusiness.

Amongstthesample(Figure2),bankfinanceandpersonalsourcesoffinancearemostpreferred,
whereasequityistheleastpreferred;asownerswereinterestedinretainingcontroloftheirbusiness
thangrowththroughraisingequityfinance.However,therespondentsareaversetoapproachabank,
especiallyatstartupstage.Thereisafearofrejection(especiallyamongstmicroandsmallfirms)
andthebeliefthatbanksaretheretoexploitbusinesses.Seventy-sixpercent(93)oftherespondents
(Table2)reportedthattheirloanapplicationwasrejected,althoughtheyhavebeenoperatingfor
longerthanfiveyears.Eighty-eightrespondentssuggestedthattourismbusinessesarecyclicaland
collateralpoor;financial institutionsseekcollateral;hence, theytendtofavourmediumsizeand
assetrichenterprises.

Tablesthreeandfourreports,fearofcreditrejectionatthestart-upandgrowthstage.Seventy-
five%,oftherespondents,reportedaccesstoexternalfinancewasasignificantconstraintthatadversely
affectedthegrowthpotentialofmicroandsmallenterprises.Whereas52%oftherespondentsaspired
toachievegrowthofover20%inthenext2-3-yeartime;while41percentintendedtoattaingrowth
of50ormorepercentoverthenextfiveyears.However,someowners,52%,werecontentwiththeir
operationsandhadnoaspirationtoraiseanexternalloantogrowthebusiness.Theseresearchfindings

Figure 2. Financing preferences of SME owner/managers (*OOS (Owners’ own savings), BF (Financed by a bank), OFF (Owners’ 
Family and Friends), IL (Informal lenders, EF (Equity Finance))
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areinlinewiththefindingsofDavidson(1984)andStorey(1994).Thefindingsreinforcethefact
thatfinanceconstraintlimitsfirms’growth,forcingsuchfirmstorelyonfluctuationsinretained
earningsthatarehighlycorrelatedwithpoliticalandmacroeconomicfluctuations.

dISCUSSIoN, CoNCLUSIoN ANd dIRECTIoN FoR FUTURE RESEARCH

ThestudyfocusedmainlyonanalysingaccesstofinanceforaspecifictourismsectorinIndiaand
consequences of finance constraint for firms’ growth, operations and its implications for Indian
tourismfirms.Inaddition,thepaperanalysedchangingfinancepreferencesofIndiansmalltourism
firms(STFs)andtheirimpactontheirgrowth.

Theanalysisof122STFsshowedthattourismfirmsmakeanoteworthyinfluencetowardsboth
theIndianeconomyaswellasemploymentwithinIndia.Indiansmalltourismfirms(TSFs)aremainly
familyownedandhaveextensive relianceon informal finance,a findingconsistentwith studies
analysingSMEsinternationally.However,seasonalandinternationalfactorsaremorepronounced
forSTFsthathasasignificantimpactontheiroperationandthecyclicalnatureoftheoperations.

WhenaccessingexternalfinanceSTFs,experienceissuesrelatedtoasymmetricinformation;
leadingthemtopayapremiumtoobtainexternalfinance.TheseresultsindicatethatSMEssuffer
frompoorrecordofaccomplishmentandweakfinancialaccountingsystems,henceraisingtheneed
foradequatecollateral.Tourismfirms’dynamismandrelationshipwithexternalfinanceproviders;
both providers and the business recognise the tourism market has a higher unpredictability and

Table 2. Formal credit rejection (business duration / business age-wise)

Loan 
Rejection < 2 Years < 5 Years < 7 Years < 10 Years > 10 Years Total

Yes 16 53 16 5 3 93

No 14 15 0 0 0 29

Total 30 68 16 5 3 122

Table 3. Fear of formal credit rejection at the start-up stage

Fear of Loan 
Rejection at the 
Start-Up Stage

Micro Small Medium Total

Yes 15 32 16 63

No 35 20 4 59

Total 50 52 20 122

Table 4. Fear of formal credit rejection at the growth stage

Fear of Loan 
Rejection at the 
Growth Stage

Micro 
N=50

Small 
N=52

Medium 
N=20 Total

Yes 39 9 6 54

No 11 43 14 68

Total 50 52 20 122
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changescouldensure rapidly.Hence, firmsuse their social capital and tacitknowledge,derived
fromtheirreputation,and‘face-to-face’contactstoovercomeinformationasymmetryorfinancial
informationdeficit.

Thissuggeststhat,unlikeSMEsatlarge,inIndia,tourismfirmsrelyonsocialcapitalandthe
dense networks tomitigate information asymmetry and enhance firms access to information. In
thissense,thisunique,featureofIndianSTFsmaynotbeprovidingrapidgrowthbutensurestheir
survivalthroughexternalfinancetomitigatecyclicalfluctuationsandenablethemtocapitaliseon
theirwealthmaximisationopportunities.

Oneofthekeycontributionsofthisstudyisthatthecurrentstudyinvestigated,comparedthe
characteristicofIndiantourismfirmswithSMEsatlargeandspecifically,investigatedbarriersand
preferencesforfinance.Moreover,thestudyhasshownthatfinancepreferencesofownerschange
overtime.Astourismfirmsfacebarrierstoexternalfinance,especiallyatthestart-upandgrowth
stage.Thestudy’ssignificantcontributionisthatnotallIndiantourismfirmsarenotnecessarily
aspiringforgrowthandaremoreinterestedinsurvivingandironingoutcyclicalfluctuationsintheir
cashflow.Withinthisstudy,theauthorshaveidentifiedsocialcapitalandrelationalfactorstobe
importantfactors.

Indian tourismsector contributes to thecountry’sGDPandprovidesbusinessopportunities
forothersupportingsectors.Basedontheresearchsampleof122SMEs,thisresearchhelpedto
understandthattherearemajorpositiverelationshipsbetweenaccesstofinanceandgrowthoftourism
firms.Thefindingssuggestthatfinancingpreferencesofthetourismfirms’owner/managershave
apositivechangeandapositiveinfluenceonfirms’growthandthesectordevelopment.Moreover,
thisresearchreportsthattourismcompanies’ownersand/ormanagersinclinedtosystematisetheir
financestructuretogainoptimumcapitaldebtandequityratio(HussainandMatlay,2007).However,
thesetourismfirms’owner/managerspreferredfinancingoptionsthatenabledthemtoretainbusiness
ownershipratherthanpromotetheirfirmsgrowth.

Basedontheattainedexperientialfindings,theauthorssuggestthatowners/managersoftourism
firmsinIndiaassesstheirexistingfinancialsystemtoenhancequalityandprovisionoffinancial
information, for internaldecision-makingand touse toaccessexternal finance.Toevaluate, the
existingandevolvingfinancialmarketdynamismandtheuseoftechnologybybanksforlending
decisions.Meanwhile,theyshouldconsidertheevolvingfinancialandinstitutionalenvironmentand
thefutureofsocialnetworkstoconductbusinesswithfinancialinstitutions.

Amongthelimitationsofthisresearch,istheneedtocarryoutalongitudinalstudytoexamine
Indiantourismfirmschangingfinancepreferences,socialnetworksandwhythereexistcomplacency
orreluctancetogrowth.Thiscanbethefocusoffutureresearchstudieswithinthisareaofresearch.
However,theauthorsacknowledgeresourcelimitationsandthearduoustaskofcollectingdata.

Amongthefuturelinesofresearch,theauthorssuggestcarryingoutanempiricalstudytoexamine
thecorrelationbetweenaccesstofinanceandtheassociatedvariables.Inthisway,itwouldbepossible
todelvedeepintofactorsthataffectIndiansmalltourismfirms’growthandaccesstofinance.
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