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Structured Abstract:

Purpose: This study empirically investigates agency and stewardship theories in the U.S.
lodging market by examining the influence of fiscal and non-fiscal leadership structures on the
debt financing decisions of lodging firms.

Design/methodology/approach: Secondary financial data were collected for U.S.-based lodging
firms. Subsequently, bivariate correlation, pooled OLS (Ordinary Least Square), and endogeneity
analyses were performed on the data.

Findings: The findings support the significant influence of some corporate governance attributes
on the capital structure of U.S. lodging firms and show the limited applicability of agency and
stewardship theories.

Practical implications: Theoretical and managerial implications are suggested in terms of
balancing leadership structure attributes from the agency and stewardship theories, the capital
structure of lodging firms, and future research.

Originality/value: Despite its importance considering the intensive capital and relatively high
liabilities needed for success in the lodging industry, the influence of leadership structure on
capital structure has not been examined either empirically or theoretically. Leadership structure
attributes, both fiscal and non-fiscal, are included in the study to gain a richer understanding of
their influence. The outcomes of the analysis suggest managerial implications for leadership
structure as well as theoretical generalizability for agency and stewardship theories within the
lodging industry.
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Introduction

Aligning interests in principal-agent relationships have been regarded as a critical issue
significantly affecting firms’ financial performances as well as their financial leverage. To align
these interests, diverse leadership structure attributes, such as insider incentives (e.g., stock
options for the chief executive officer [CEO], officers, and directors), CEO governance (i.e.,
CEQ duality: CEO as well as the chair of the board of directors; tenure; age), outside board of
directors, and the blockholders’ presence have been suggested (Chakraborty, 2010; Fosberg,
2004; Guillet et al., 2013; Oak and Iyengar, 2009; Wintoki et al., 2012). Many of the hospitality
firms with CEO duality, for example, choose to provide common stock options to insiders, while
others with non-duality do not. The combination of CEO duality and stock options, along with
other leadership structure attributes, can be critical issues influencing the capital structure within
the hospitality industry.

Two conflicting theories based on agency and stewardship approach leadership structure
differently (Schillemans, 2013). Agency theory assumes that corporate leaders tend to be self-
interested and individualistic, which often conflicts with shareholders’ interests and results in
entrenchment. To prevent the “conflict,” a proper means of monitoring, delegation, and
correction has been suggested (Davis et al., 1997; Schillemans, 2013). On the other hand,

stewardship theory contends that corporate leaders are pro-organizational and collectivistic, and

2

© Emerald Publishing Limited

This is a pre-print of a paper and is subject to change before publication. This pre-print is made available with the understanding
that it will not be reproduced or stored in a retrieval system without the permission of Emerald Publishing Limited.



Downloaded by UNIVERSITY OF TOLEDO LIBRARIES At 05:35 08 February 2018 (PT)

thus they intend to serve the shareholders’ interests. Leadership structure attributes such as CEO
duality without insider incentives, tenure, and age have been suggested to show significant
influence on financial performance (Donaldson and Davis, 1991; Schillemans, 2013). In the
hospitality contexts, several studies have suggested that CEO compensation, diversification, and
principal-agent interest alignment in terms of agency (Hodari et al., 2017; Kim and Gu, 2005)
and CEO duality influence a company’s reputation and financial performance (Guillet et al.,
2013; Musteen et al., 2010). Although the lodging sector has its own unique capital structure
(i.e., relatively high total and long-term liability), no study has attempted to explain the influence
of leadership structure on the debt financing of lodging firms using the two theories. The
previous studies were carried out in a restaurant business context, adopted only one of the
theories, or only attempted to explain the influence of some of the leadership attributes on
financial performance, not capital structure.

The leadership structure of the lodging industry can have a significant influence on its
capital structure. When compared to other industries, the hospitality industry, which includes
lodging, shows unique leadership and capital structures in terms of dual ownership and
management (Guillet and Mattila, 2010; Hodari et al., 2017) and higher capital intensity (De
Franco and Lattin, 2006), leading to a relatively higher level of long-term liabilities and greater
sensitivity to overall national economic activity (Dalbor and Upneja, 2004; Kim and Ayoun,
2005; Reich, 2004). In 2016, for example, the U.S. lodging industry showed a significantly
higher long-term liability-to-equity ratio (0.89) than economy-leading industries such as IT
(Information Technology) (0.46) and healthcare (0.59), leading to higher financial risk (Industry

Summary, 2016). Higher long-term liability equates to a higher-risk business (Brealey et al.,
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2008). Given the relatively high financial risk in the lodging industry, leadership structure may
play a critical role in deciding a company’s level of financial leverage.

We examine the possible critical role that leadership structure plays in the capital
structure of lodging firms. Capital structure is defined as the structure of a company’s long-term
sources of funds, basically the mixture of debt and equity (Brealey et al., 2008; Chatfield and
Dalbor, 2005). Specifically, there is a need to examine the influence of leadership structure on
capital structure (total and long-term debt) based on the unique characteristics of capital
intensity. The two theories developed in non-hospitality contexts can have limitations when
attempting to explain the influence of leadership structure attributes on capital structure in the
lodging industry. In addition to the failure to examine the applicability of the theories, there are
several fiscal and non-fiscal leadership structure attributes affecting capital structure that have
never been examined in the context of the lodging industry.

The current study examines the influence of leadership structure attributes on the capital
structure of the lodging industry. Specifically, the value of the common stock owned by the
CEOQ, officers, and directors, as well as the number of blockholders (fiscal attribute) and the
influence of CEO governance (non-fiscal attribute) on capital structure, were analyzed based on
the theoretical generalizability of agency and stewardship within U.S. lodging firms.

Fosberg (2004) and Friend and Lang (1988) first theorized about fiscal leadership
structure attributes and capital structure. They suggested that the value of the common stock
shares owned by the CEO, other officers, and directors is inversely related to the debt/equity
ratio, while the blockholder presence is positively related to the debt/equity ratio. Meanwhile, the
influence of non-fiscal leadership structure attributes on capital structure in general business

have been empirically supported by several previous studies (Pacheco and Tavares, 2015; Saad,

4

© Emerald Publishing Limited

This is a pre-print of a paper and is subject to change before publication. This pre-print is made available with the understanding
that it will not be reproduced or stored in a retrieval system without the permission of Emerald Publishing Limited.



Downloaded by UNIVERSITY OF TOLEDO LIBRARIES At 05:35 08 February 2018 (PT)

2010; Sheikh and Wang, 2012). Nevertheless, these studies did not simultaneously consider
fiscal and non-fiscal leadership structure attributes, or they only applied agency theory to explain
the aforementioned influence. In the hospitality industry, Guillet et al. (2013) found that CEO
duality had a positive influence on the financial performance of full-service restaurants.
However, the study did not include insider incentives as part of the analysis, nor did it cover the
lodging industry.

The remainder of this article reviews the literature on agency and stewardship theories
and its relevance to leadership structure. It then provides hypotheses, outlines the study’s
methodology, details the data collection, and proposes a research model pertinent to examining
the fiscal and non-fiscal variables affecting capital structure.

Literature Review

Agency Theory vs. Stewardship Theory

Agency theory assumes human nature is individualistic and self-interested (Eisenhardt,
1989; Jensen and Meckling, 1976). When it comes to interest alignment, basic human nature can
make “agents” inclined to deviate from the interests of principals. The deviation can cause
conflicts, or so-called “agency problems,” between the agent-principal when (1) divergent
interests exist, and (2) the agent has more insider information than the principal (Bosse and
Phillips, 2016; Jensen and Meckling, 1976). Thus, agents have a tendency to behave
opportunistically through: a) shirking (e.g., trying to do less work when the reward is less than
expected and/or the agent can get away with less effort); b) the overconsumption of perks (i.e.,
privileges granted on top of one’s salary such as a spacious office, reserved parking space,
private dining, and limousine and driver); and c) investing in negative net present value business

projects, leading to personal benefits. To prevent agency problems, extrinsic motivation (e.g.,
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rewards and monitoring systems) have been suggested (Eisenhardt, 1989; Jensen and Meckling,
1976). To provide the extrinsic motivation by principals, institutional power and external
(hierarchical) management are assumed to maintain the hierarchy of agents and principals (Davis
et al., 1997; Dicke, 2002; Van Slyke, 2006). Based on these motivations and management styles,
financial rewards and promotions are emphasized to align the interests between principals and
agents.

In contrast, stewardship theory sees human nature as collectivistic and pro-
organizational (Davis et al, 1997; Schillemans, 2013), thus making “stewards” align their
interests with those of the principals. Donaldson and Davis (1991), Davis et al. (1997) and
Pfeffer and Salanick (1978) suggested that leaders with more discretion are better able to make
more efficient strategic decisions that are beneficial for organizations and stakeholders. In other
words, CEOs, officers, and directors with stewardship mindsets, as compared to “agents,” are
inclined to work in the best interests of shareholders. The basic assumption of the nature and
alignment of interests is required to provide intrinsic motivation (e.g., for the purposes of self-
development, realization, or belonging, or simply to deliver their best performance). To provide
the intrinsic motivation by principals, a self-regulating management style is assumed to maintain
the hierarchy between stewards and principals (Schillemans, 2013). Based on these motivations
and management styles, different sets of incentives such as realization, acknowledgment, praise,
and reputation are recommended to intrinsically motivate stewards (Van Slyke, 2006). Table 1

summarizes each theory by comparing the theoretical attributes.

(Table 1 about here)
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The distinctive differences between the two theories lead to different approaches to
fiscal and non-fiscal leadership structure attributes affecting capital structure. For fiscal
leadership structure attributes (e.g., stock options for agents), agency theory posits that agents’
opportunistic behaviors are due to a large proportion of insiders’ personal wealth being invested
in firm-specific common stock and human capital (Amihud and Lev, 1981; Friend and
Hasbrouck, 1988). That is, if the company goes bankrupt, the insiders lose a large proportion of
their personal wealth. Thus, in agency theory, risk-averse leaders (or managers) will by nature
minimize the risk of bankruptcy by maintaining less than optimal debt financing (Friend and
Hasbrouck, 1988). On the other hand, leaders with a stewardship mindset would choose an
optimal capital structure that contributes to the best interests of shareholders.

For non-fiscal leadership structure attributes (e.g., outside directors), agency theory
argues that boards of directors and outside directors are an efficient means of balancing a
leadership structure to prevent CEOs from making decisions based on their personal interests
(Jensen and Meckling, 1976). In other words, CEO duality would negatively affect the
maximizing of shareholders’ interests. Stewardship theory, by contrast, implies that CEO duality
and longer tenures are positively associated with optimal capital structures (Davis et al., 1997
Schillemans, 2013).

Empirical Support

The differences between fiscal and non-fiscal leadership structure attributes, as based on
the theoretical differences between agency and stewardship, have received much academic
attention in a general business context, producing diverse empirical studies. For fiscal attributes,
insider incentives (e.g., common stock and compensation) and blockholder presence have been

found to be related to capital structure. Personal wealth invested in firm-specific common stock
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by leaders (e.g., CEOs, officers, and directors) was found to be inversely related to the debt ratio
in the capital structure (Friend and Lang, 1988; Sheikh and Wang, 2012). The number of
blockholders who own more than 5% of the firm’s common stock was found to be positively
related to the debt ratio (Fosberg, 2004; Granado-Peir6 and Lopez-Gracia, 2016).

In terms of non-fiscal attributes, empirical studies have been conducted that examine
CEQ duality, CEO tenure, board size, and outside directors. The influence of CEO duality has
been found to be inconclusive in fields outside of hospitality. Abor (2007) and Vakilifard et al.
(2011) found a positive relationship between CEO duality and debt ratio, while Saad (2010)
found a negative relationship. CEO tenure is another attribute affecting capital structure. Abor
(2007) found that CEO tenure is negatively related to a firm’s financial leverage. At the same
time, board size was found to be inversely related to financial leverage (Li et al., 2016;
Vakilifard et al., 2011).

Outside directors were also found to be a non-fiscal leadership structure attribute
associated with capital structure (Sheikh and Wang, 2012). Vakilifard et al. (2011) suggested that
leaders seek lower leverage when they face stronger corporate governance. Sheikh and Wang
(2012) found that the proportion of outside directors on the board is positively related to the debt
ratio. Almost all of the studies mentioned above only examined the influence of fiscal or non-
fiscal attributes on debt, leverage, or capital structure in fields beyond hospitality.

Recently, Sheikh and Wang (2012) examined the effects of corporate governance on
capital structure in Pakistan in terms of fiscal and non-fiscal attributes. However, their study did
not examine and critique the differences between agency and stewardship theory, nor was it
conducted in the field of hospitality. Their findings were inconclusive regarding CEO duality and

capital structure.
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Several studies in the hospitality industry support the potentially exceptional influence
of leadership structure attributes on capital structure. Compared to other industries, hospitality
firms are unique in terms of their separation of real estate ownership from management (Guillet
and Mattila, 2010) and heavy debt financing, especially long-term debt (Chatfield and Dalbor,
2005), high ratio of short-term decisions (e.g., food inventory decisions and average daily
lodging rates), and sensitivity to economic changes. Based on the special characteristics of the
hospitality industry, empirical studies have suggested there is a positive relationship between
CEO duality and financial performance in full-service restaurant businesses (Guillet et al., 2013),
better financial performance of hospitality firms with CEO duality versus non-hospitality firms
(Oak and Iyengar, 2009), and a negative impact in terms of separating real estate titles from
management (Brickley et al., 1997; Guillet and Mattila, 2010). However, none of the hospitality
studies considered the impact of both fiscal and non-fiscal leadership structure attributes on
capital structure within the lodging industry.

Furthermore, the lodging industry is different from other sectors of the hospitality
industry in its use of more debt to fund growth (Upneja and Dalbor, 2001), higher long-term debt
(Dalbor and Upneja, 2004), international diversification and its positive influence on optimal
financial leverage (Jang and Tang, 2009), and the influence on corporate governance of the
plethora of choices to be made between independent ownership and affiliation, chain,
integration, and franchise (Dahlstrom et al., 2009). Thus, the leadership structure attributes
affecting the capital structure of the lodging industry may be different from other hospitality
sectors. Consequently, this study explores the unique perspective of the impact of leadership
structure on capital structure and the generalizability of the agency and stewardship theories in

the U.S. lodging industry.
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Hypotheses

This study proposes hypotheses regarding the influence of fiscal and non-fiscal
leadership structure attributes on the capital structure of U.S. lodging firms in terms of agency
theory and stewardship theory. The fiscal attributes adopted from previous empirical studies
(Fosberg, 2004; Friend and Hasbrouck, 1988) are insider-owned (e.g., CEOs, other officers, and
directors), common stock, and blockholder presence. From the agency theory perspective, the
executive compensation scheme is one of the mechanisms critical to minimizing agency cost and
ensuring the alignment of agent/principal interests. Based upon the previous theoretical and
empirical research summarized in the previous section, agency theory implies that the common
stock value of insiders (e.g., CEOs, other officers, and directors) who invested their personal
wealth in the firm would have a significant negative influence, while a blockholder presence
would have a positive influence on a firm’s financial leverage.

From the stewardship perspective, insiders should be committed to the interests of
shareholders, without any fiscal attributes (Davis et al., 1997). In other words, insiders should be
able to achieve an optimal capital structure to maximize the shareholders’ interests, regardless of
incentives and blockholders. Thus, in line with the findings and logic of fiscal leadership
structure attributes between the two theories, this study proposes the following:

(Agency)

AH;: Fiscal leadership structure attributes (e.g., insider incentives and blockholders)
have a significant influence on the capital structure of U.S. lodging firms.

More specifically,
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AH,: Insider incentives (e.g., CEOs’, officers’, and directors’ common stock
incentives) have a significant negative influence on the level of liabilities in the
capital structure of U.S. lodging firms.

AHjy: The number of blockholders has a significant positive influence on the level of
liabilities in the capital structure of U.S. lodging firms.

(Stewardship)

SH;: Fiscal leadership structure attributes (e.g., insider incentives and blockholders)
have no significant influence on the capital structure of U.S. lodging firms.

The non-fiscal attributes adopted for this study based on previous empirical research are
board size, number of outside directors, CEO duality, and CEO tenure. From an agency theory
perspective, boards of directors, as well as outside directors, are critical to monitoring the
alignment of insiders’ interests with shareholders’ interests (Davis et al., 1997; Sheikh and
Wang, 2012). Boards of directors function to provide checks and balances on corporate
governance in order to minimize agency problems (e.g., shirking and information asymmetry and
the use of capital for personal enrichment and not for financial performance). Thus, these non-
fiscal leadership structure attributes could cause a company’s capital structure to deviate from
the optimal level in order to increase financial stability. In other words, the attributes would be
negatively associated with financial leverage.

From the perspective of stewardship theory, insiders are expected to be committed to the
interests of shareholders, even without monitoring from the board of directors or outsiders (Davis
et al., 1997). In reality, because of the lodging industry’s unique capital structure (Dahlstrom et
al., 2009; Dalbor and Upneja, 2004), the direction of influence on the capital structure would be

difficult to predict. Moreover, no study has been conducted that combines fiscal and non-fiscal
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leadership structure attributes. According to stewardship theory, as a CEO’s tenure lengthens, he
or she would keep financial leverage less than optimal for financial stability (i.e., negative
influence on financial leverage). It also theorizes that the more authority a CEO has (i.e.,
duality), the more he or she would be negatively associated with financial leverage (Davis et al.,
1997; Donaldson and Davis, 1991). Thus, in this study based on agency theory and stewardship
theory, the following hypotheses are posited regarding the directionality of the attributes on

capital structure:

(Agency)
AH;: Among the non-fiscal leadership structure attributes, board size and the number
of outside directors have significant negative influences on the financial leverage of
U.S. lodging firms.
(Stewardship)
SH;: Among non-fiscal leadership structure attributes, CEO duality and tenure have
significant negative influences on the financial leverage of U.S. lodging firms.
SH;: The significant negative relationship between CEO tenure and financial
leverage is stronger among those who hold dual positions (i.e., CEO and chair of the
board).
Methodology and Analysis
Data and Variables
This study collected data from publicly traded U.S. lodging companies. Different
sources such as Compustat, ExecuComp and the SEC (Securities and Exchange Commission)

were used to cross-check the accuracy of the data in terms of the company name, year, and
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ticker. Data screening was performed to find any outliers and missing values. Observations with
missing values were eliminated. The final sample included 268 firm observations between 2000
and 2014.

The current study uses two measures of capital structure as dependent variables: total
liability ratio (total liabilities to total assets) and long-term liability ratio (long-term liabilities to
total assets). These two ratios describe a company’s capital structure. Eight independent
variables are adopted in this study: fiscal variables (common stock value in USD held by the
CEQ, other officers, directors, and the number of blockholders) and non-fiscal variables (CEO
duality, tenure years of CEO, board size and outside directors). Control variables include
profitability (net profit after taxes to total assets) and size (total assets).

Model and Analysis

This study uses the following model equations to test hypotheses with and without
interactions between tenure and CEO duality. The model equations below were examined using
bivariate correlation, pooled OLS (i.e., based on analyzing the results of the Hausman and
Breusch-Pagan Lagrange multiplier tests) and endogeneity analyses with 2SLS.

TL; = po + B; CEOcom;, + 2 Offcom;, + p3 Dircom;, + p4 Block;, + p5 Dual;, + 6 Tenure;, +
p7 Bsize, + B8 OutD;, + B9 Profit, + p10 Size; + (f11 Dual;, x Tenure;) +e;

LL; =y + B; CEOcom;, + p2 Offcom;, + p3 Dircom;, + p4 Block;, + p5 Dual;, + 6 Tenure;, +
p7 Bsize;, + B8 OutD;, + B9 Profit, + p10 Size, + (p11 Dual;, x Tenure;) +e;

The representation of each variable is as follows in Table 2.

(Table 2 about here)
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Descriptive Statistics

The current study first performs a descriptive analysis of the sample of lodging
companies in the United States (Table 3). The sampled lodging firms have a total liability ratio
(TL) mean of .356 and a long-term liability ratio (LL) mean of .280. The means of CEO-, other
officer-, and board of director-owned common stock values are 17.56 (USD million), 6.32 (USD
million), and 26.37 (USD million), respectively. The average number of blockholders is 1.22.
The CEOs’ average number of tenured years is 8.44. The mean value of board size is 12.44, with
an average of 8.18 outside members. The mean of profit is 1.09% of total assets.

(Table 3 about here)

Correlation

Next, the study performs a Pearson’s correlation analysis (Table 4). Among the fiscal
leadership structure attributes, board of director-owned common stock (henceforth Dircom) (»
=.177, p <.01) and number of blockholders (henceforth Block) (» = -.187, p <.01) are
significantly correlated with total liability (henceforth TL). Block also significantly correlates
with long-term liability (henceforth LL) (» = -.204, p <.01). On the other hand, CEO-owned
common stock (henceforth CEOcom) and other officer-owned common stock (henceforth
Offcom) are not significantly correlated with either TL or LL. These findings provide
preliminary support for AH;, and SH;, and reject AH;p.

For non-fiscal leadership structure attributes, the number of directors (henceforth BSize)
(TL: » =.337, LL: r = .319, p <.01) and outside directors (TL: » = .382, LL: r=.370, p <.01)
(henceforth OutD) are positively correlated with TL and LL, providing preliminary support for

AH,. CEO duality (henceforth Dual) is positively correlated with TL (» = .208, p <.01) and LL
14

© Emerald Publishing Limited

This is a pre-print of a paper and is subject to change before publication. This pre-print is made available with the understanding
that it will not be reproduced or stored in a retrieval system without the permission of Emerald Publishing Limited.



Downloaded by UNIVERSITY OF TOLEDO LIBRARIES At 05:35 08 February 2018 (PT)

(r =.198, p <.01). The number of years a CEO is tenured (henceforth Tenure) is negatively
correlated with TL (» = -.211, p <.01) and LL (» = -.236, p <.01). The Dual and Tenure with TL
and LL findings provide preliminary support for SH,. The interaction effect of Tenure and CEO
duality (Tenure x Dual) is significant for both TL (» =-.153, p <.01) and LL (» =-.179, p
<.01). However, the correlation is not greater than the separate correlation of each variable, thus
rejecting SHs.

The relatively high correlation between Tenure and (Dual x Tenure) (» = .681, p <.01)
was expected because the interaction term is highly related to the two variables. None of the
correlations among the independent variables show any potential multicollinearity (Tabachnick
and Fidell, 2007). High correlation between the two dependent variables (TL and LL) was
expected because lodging firms’ higher long-term liability will generally cause both ratios to be
high since long-term liability is either part of, or is the entire numerator for, both ratios (Kim and

Ayoun, 2005).

(Table 4 about here)

Main and Moderation Effect Analyses

First, the Hausman test was performed and accepted the null hypothesis that unique
errors are correlated with the regressors (x’ = 20.78, p > .05). The Breusch-Pagan Lagrange
multiplier test was next performed and failed to reject the null hypothesis of zero variance across
the lodging firms (heteroscedasticity) (x* = 19.97, p > .05). Thus, pooled OLS analyses were
performed to examine the main and moderation effects with (Models 1 & 3) and without

(Models 2 & 4) interaction.
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Data screening was conducted to check the assumptions. No normality violation was
found. After deleting the outliers, a total of 268 firms remained in the final sample. Variance
inflation factor (VIF) analysis ranges from 1.347 to 4.516 and shows no signs of
multicollinearity (Table 5; Hair et al., 2006). Pair-wise linearity is satisfied by using within-
group scatter plots. All four models showed significance (Model 1: F [11, 256] = 26.08, p <.001,
R”=.53; Model 2: F [12, 255] =23.34, p < .001, R*= .54; Model 3: F [11, 256] = 25.65, p
<.001, R*=.52; Model 4: F [12, 255] =22.95, p <.001, R*= .53).

Among the fiscal leadership structure attributes, Dircom shows a significant positive
influence on TL (Model 1: f3=.218, p <.001; Model 2: f3=.212, p <.001) and LL (Model 3: 5
=.226, p <.001; Model 4: 3= .219, p <.001) with and without moderation. Block shows a
significant negative influence on TL (Model 1: f4=-.136, p <.05; Model 2: f4=-.128, p <.05)
and LL (Model 3: f3=-.141, p <.05; Model 4: p3=-131, p <.05) with and without moderation.
Hence, the significant positive influence of fiscal leadership structure attributes on TL and LL
accept AH; and rejects sub-hypotheses AH;, and AH;, because of the opposite directionality of
Dircom. The significance influence also rejects SH;.

Among the non-fiscal leadership structure attributes, OutD shows significant positive
effects on TL (Model 1: fs=.233, p <.05; Model 2: fis=.243, p <.05) and LL (Model 3: fs
=.237, p <.01; Model 4: fs=.249, p <.05) with and without moderation, rejecting AH,. Dual
shows significant positive effects on TL (Model 1: f5=.252, p <.001; Model 2: fs=.298, p
<.001) and LL (Model 3: fs=.280, p <.001; Model 4: 5= .333, p <.001) with and without
moderation. Tenure shows significant negative effects on TL (Model 1: = -.156, p < .05) and

LL (Model 3: fs=-.126, p < .05) without moderation, thereby supporting SH, Moderation of
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Dual and Tenure shows a significant negative influence on TL (Model 2: = -.334, p <.01) and
LL (Model 4: fs=-.375, p <.001), supporting SH3.

Endogeneity Analysis

Since this study adopted the same indicator variables for the two different measures of capital
structure, 2SLS analysis was performed to examine the predictor variables’ potentially
endogenous relationships (Campbell and Minguez-Vera, 2008; Perrini et al., 2008). The Durbin-
Wu-Hausman (DHW) test was employed to test the endogeneity of the fiscal and non-fiscal
leadership structure attributes. After regressing all other fiscal and non-fiscal leadership structure
attributes with CEOcom, for example, the residual of CEOcom was saved and added as another
predictor variable. The DHW test showed that when TL is a dependent variable, the saved
variables show consistent significant influence as found in pooled OLS analysis (Table 6, Model
1- TL as a dependent variable without an interaction term). Also, 2SLS analyses showed a
consistent regressor influence on the capital structure variables as in main and moderation effect
analyses. Models 2 (TL as a dependent variable with an interaction term), 3 (LL as a dependent
variable without interaction) and 4 (LL as a dependent variable with interaction) are presented in
the appendix. They show a consistent regressor influence. In sum, the 2SLS analysis supports the

pooled OLS results.

(Table 5 about here)
(Table 6 about here)

The statistical analyses support/ reject the hypotheses as follows (Table 7).

(Table 7 about here)
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Conclusion

The statistical analyses show the following results. First, agency theory predicts that
fiscal leadership structure attributes will have a significant influence on capital structure (i.e.,
insider incentive will have a negative influence and blockholders will have a positive influence),
while stewardship theory does not. Despite agency theory’s implications, the empirical results
show that the stock ownership of the CEO and officers does not have a significant influence on
financial leverage within the lodging industry. For non-fiscal leadership structure attributes,
agency theory hypothesizes that board size and the number of outside directors has a significant
negative influence on capital structure. The analysis finds that the number of outside board
members has a significant positive influence on financial leverage. Stewardship theory implies a
significant negative influence of CEO duality and tenure on financial leverage, while agency
theory does not. Whereas tenure shows a significant negative influence (as the theory predicts),
CEOQ duality shows a positive influence on financial leverage. Thus, when a CEO holds dual
positions (i.e., the CEO and chair of the board of directors), the CEO tends to increase debt
financing. On the other hand, when a CEO has had a longer tenure, the CEO is inclined to

decrease debt financing.

Theoretical Implications

Based on the conclusions, theoretical implications can be provided as follows. First, the
insignificance of CEO and officer stock ownership on capital structure might be attributed to
some limitations of agency theory. Previous studies in non-hospitality contexts suggest outcomes

contrary to agency theory implications or a readjustment of the basic assumptions (Bosse and
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Phillips, 2016; Sander and Hambrick, 2007). These findings can be attributed to service-oriented
industry characteristics tending toward stewardship (i.e., infusing self-esteem into leadership
rather than personal gain or reputation). The limitation similarly applies to CEO duality, as our
results are contrary to stewardship theory implications. On the other hand, through the leadership
structure attributes showing a significant influence in the lodging industry, it was reaffirmed that
U.S. lodging firms are more oriented toward using long-term debt. Higher long-term debt
financing means higher financial risks and likely higher returns on equity. Another interesting
finding is that, contrary to what previous studies suggested, the number of blockholders has a
significant negative influence on financial leverage. This finding appears to indicate that
blockholders are well aware of the high levels of long-term liability in lodging and are more
interested in moderate risk and long-term gain than in more financial risk and higher return.
Next, the analysis finds the number of outside board members has a significant positive influence
on financial leverage. Thus, the more outside board members, the greater the tendency to use
debt financing, including long-term liabilities. This outcome might be attributed to board
members being fully aware of the higher ratio of long-term liability and the critical role of debt
financing decisions in the lodging business. Third, the positive influence of CEO duality might
be attributed to the influence of chasing “self-interest,” considering the interaction effect
between tenure and CEO duality. The analysis suggests that the longer the CEO’s tenure while
holding dual positions, the more the CEO might be interested in managing financial risk. In sum,
agency and stewardship theories show certain limitations in regard to application in lodging.

The results of the analyses show that both theories have limitations as well as significant
capital structure explanatory power within the lodging industry. There are limitations, such as the

insignificant influence of CEO and officer stock ownership and board size as well as the
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significant influence of CEO duality, director stock ownership, and the number of outside board
members. On top of the theoretical limitations explained previously, from a lodging industry
perspective, the different outcomes might be attributed to the unique capital structure of the
lodging industry.

Additionally, the directionality of the significant impacts is different from what the
theories imply. The number of blockholders shows a positive significant influence as opposed to
what agency theory contends. This outcome might be attributed to the blockholders
understanding of the capital intensity of the lodging industry. Both stewardship and agency
theory contend that CEO duality and the number of outside board members have a negative
influence on capital structure. However, in this study, they both showed significant positive
influences. These opposite directional influences can be attributed to the unique capital structure
of lodging firms, including their high long-term liability and capital intensity (i.e., increasing
liability as a necessary choice, not for personal gain).

Further, the results support the argument regarding the significant negative influence of
CEO duality and tenure interaction on financial leverage in the lodging business. This finding
indicates that CEOs with duality and longer tenure could lower the liability ratio, leading to
lower financial risk. Also, a prolonged leadership structure (non-fiscal) does not necessarily
mean that fiscal leadership structure attributes are unnecessary, as stewardship theory contends.
Although the ownership of common stock by the CEO and other officers was not found to be
significant in this study, agency theory and other relevant empirical studies in different industries
show that stock options are an essential part of aligning the interests of shareholders and agents.

Managerial Implications
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The outcomes of the analysis yield several managerial implications. First, since
directors’ common stock ownership has been found to be positively associated and the number of
blockholders negatively associated with financial leverage, managers of a lodging firm can use
these relationships when making decisions regarding debt financing (i.e., higher financial
leverage — more stock options for directors and discouraging blockholder investors; lower
financial leverage — less stock option for directors and enticing more blockholders).

Second, when the board of directors of a lodging firm decides to hire or specify the job
function of a CEO, a candidate’s previous record and the necessity of CEO duality should be
considered along with the firm’s capital structure strategy. For example, if a company needs to
aggressively expand its business by increasing its debt financing, a non-dual CEO with a short
tenure record would be a good fit. Moreover, although CEO and officer common stock
ownership was found to have an insignificant impact on capital structure, aligning the interests of
CEOs and officers with those of the principals provides many other benefits. In sum, non-fiscal
leadership structure attributes, such as duality and tenure, should be promoted, in addition to
providing ample fiscal rewards that align the interests of agents and principals. In addition, it is
critical to recruit CEOs and other leaders not only on the basis of their performance and
reputations but also according to their personalities and characteristics.

Limitations and Future Research

Limitations of this study include a limited data set, single country limitation, and
different management affiliations. First, the complete data set includes the financial data as well
as the stock options of CEOs, officers, and directors and the duality and tenure of CEOs. Since
only those companies providing complete information could be included in the study, survival

bias is possible. Second, because the data were only collected from U.S.-based lodging firms, the
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findings may not apply to other countries. For example, some cultures with lower power
distances (i.e., stronger self-regulation than institutional management) or higher collectivism
may show stronger stewardship tendencies than others, which could lead to different results.
Finally, different types of management affiliations, as found in the lodging industry (e.g.,
separation of a company into parent, owner, management, and chains), could be a way to manage
financial risks. These different types of affiliations between parents and other affiliates could
significantly influence both capital structure and financial risks.

These limitations suggest potential avenues for future research. First, a more complete
set of data would provide a better understanding of the influence of leadership structure attributes
on capital structure. Second, it would be interesting to investigate whether there is a cultural
component that influences the relationship between leadership attributes and capital structure.
Finally, combining financial risks with the influences of different managerial affiliations on

capital structure would be an interesting topic to pursue in a future study.
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Table 1

Agency Theory vs. Stewardship Theory

Agency theory

Stewardship theory

Human nature

Individualistic and self-interested | Collectivistic and pro-organizational

Interest alignment

Interests divergent

Interests congruent

Motivation Extrinsic Intrinsic

Incentives Promotion/financial rewards Realization, acknowledgment, praise,
and reputation

Hierarchy Institutional Personal

Management style | External Bounded self-regulating/discretion

tAdopted and modified from Schillemans (2013)

Table 2

Definition of Variables

Variable Definition

Dependent TL Total liability ratio
variables LL Long-term liability ratio

CEOcom Log of CEO-owned common stock®
Fiscal Offcom Log of other officer-owned common stock®
attributes Dircom Log of board of directors-owned common stock®

Block Number of blockholders

Dual Dummy variable assigning ‘1’ = CEO holding chair of board of
Non-fiscal directors at the same time, otherwise ‘0.’
attributes Tenure Number of tenured years of CEO

Bsize Number of directors

OutD Number of outside directors
Control Profit Ratio of net profit after taxes to total assets
variable Size Log of total assets

* Log of stock value in USD, adjusted for inflation

Table 3
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Descriptive Statistics of Variables”

Variable Mean Min Max S.D. N
TL 356 .02 1.05 333 268
LL .280 .02 1.02 314 268
CEOcom 17.56 1.2 25.8 4.38 268
Offcom 6.32 1.56 17.74 3.27 268
Dircom 26.37 64.76 18.92 5.06 268
Block 1.22 1 7 1.59 268
Tenure 8.44 1 40 5.54 268
Bsize 12.44 5 24 4.59 268
OutD 8.18 1 17 291 268
Profit .0109 -.0628 0171 .091 268
Size 1,608 29.21 2,776 195 268
Frequency

1 0

Dual 165 103

? TL= total liability ratio, LL= long term liability ratio, CEOcom = CEO owned common stock (USD million),
Offcom= other officer owned common stock (USD million), Dircom= board of director owed common stock (USD
million), Block= number of blockholders, Dual= dummy variable assigning ‘1’= CEO holding chair of board of
directors and the same time otherwise ‘0°, Tenure= number of year(s) of CEO tenure, BSize= number of directors,
OutD= number of outside directors, Profit= Ratio of net profit after taxes to total assets, Size= total assets (USD
million)
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Table 7

Analyses Results

Category Theory Hypothesis Support/
reject

Fiscal AHy;: Fiscal leadership structure attributes (e.g., insider Support

leadership incentives and blockholders) have a significant influence  (fDircom+)

structure Agency on the capital structure of U.S. lodging firms.

attributes AH,,: Insider incentives (e.g., CEO, officer, and director Reject

common stock incentives) have a significant negative
influence on the level of liabilities in the capital structure
of U.S. lodging firms.

AHjy,: The number of blockholders has a significant Reject
positive influence on the level of liabilities in the capital (fBlock-)
structure of U.S. lodging firms.

Stewardship  SH;: The fiscal leadership structure attributes (insider Reject
incentives and blockholders) have no significant influence
on the capital structure of the U.S. lodging firms.

Non-fiscal ~ Agency AH,: Among non-fiscal leadership structure attributes, Reject

leadership board size and the number of outside directors have

structure significant negative influences on the financial leverage of

attributes the U.S. lodging firms.
SH,: Among non-fiscal leadership structure attributes,

Stewardship CEO duality and tenure have significant negative Support

influences on the financial leverage of the U.S. lodging (tDual+/
firms. Tenure-)

Moderation ~ SHj;: The significant negative relationship between CEO Support
tenure and financial leverage is stronger among those who
hold dual positions.

+ ‘+’ indicates positive influence on the capital structure, ‘-° indicates negative influence on the capital structure
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