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Abstract: The primary goal is to validate if there is a relationship between liquidity and economic profitability in hotels and 
restaurants sectors, in small and medium companies (SMCs). The question to be answered is whether the short -term view will 
not compromise the future results of those companies. After a literature review, hotels and restaurants financial ratios were 
analysed over 5 years. Data were also treated using linear regression, to understand if there is a relation between liquidity and 
economic profitability. All the financial information was obtained from the SABI database. According to the studied 
literature, it was not expected to have any relationship between liquidity and economic profitability. The study consists of the 
Portuguese context in the latest 5 years period before COVID-19, in the hotels and restaurants sector, and it does validate 
those previous studies. Indeed, findings show no relationship between both ratios. Findings show to hotels and restaurants 

managers that liquidity-based management does not necessarily lead to future economic profitability. Even if liquidity is 
necessary for accurate short-term management, it shall not be used to guide them in the decision-making process concerning 
economic profitability. The results obtained are of enormous importance to both practitioners and academics. Managers must 
understand that they must take into account the need for liquidity in a short -term vision, but they must also understand that 
this fact alone is not a guarantee of good profitability in a long-term vision. The results in the empirical study also help to 
reinforce the inexistence of a relationship between the liquidity ratio and the economic profitability ratio in the literatur e. 
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INTRODUCTION 

Tourism is an important source of income for all 28 countries in Europe. The weight that these revenues represent in 

the Gross Domestic Product (GDP) of each country is variable. In Portugal, tourism revenues in 2019 accounted for 

around 8.5% of GDP, and it has been growing steadily in recent years, before the COVID-19 pandemic (FFMS, 2020a). 

Employment in the tourism sector, in that year, represented 6.5% of employment in the national economy (Turismo de 

Portugal, 2020).The weight of tourism revenues in GDP reflects the importance that this sector has for the economy of a 

country. Two of the sectors that directly influence this weight of tourism revenues are restaurants and accommodation. 
The management of these business units has suffered a severe setback since the beginning of the global pandemic due to 

COVID-19, which has led to drastic reductions in the profitability of companies in those sectors. Also, the main 

Portuguese business structure is of small and medium companies (SMCs), and these sectors are no exception. One of the 

characteristics of these companies is the fact that the operational management is mostly based on the analysis of liquidity 

(Atrill and McLaney, 2019; Bordeianu and Radu, 2020; Nikolaos et al., 2020), instead of the accounting results. The main 

objective of this article is to validate, or not, the relationship between liquidity and economic profitability (Atrill and 

McLaney, 2019; Bordeianu and Radu, 2020) in each of these sectors, in SMCs. Therefore, the research question is: “Does a 

higher liquidity leads to higher economic profitability, in the hotels and restaurants sector held by SMCs?” 

Hence, it is intended to understand whether liquidity actually leads to subsequent positive net results. In crises, such 

as was experienced during COVID-19, management tends to be based even more on the short term, that is, on a more 

treasury perspective, than on the medium and long term, from an economic perspective. Accordingly, the question to be 

answered is whether this short-term view will not compromise the future results of those SMCs. Therefore, the 
objectives of the investigation are: (1) to analyze the evolution of the liquidity of hotels and restaurants in the last 5 

years before COVID-19; (2) to analyze the evolution of the economic profitability of hotels and restaurants in the last 5 

years before COVID-19; (3) to analyze the overall financial performance of SMCs hotels and restaurants; and (4) to 

analyze the relationship between liquidity and economic profitability, if existing. To answer the research question and to 

achieve the proposed goals, a previous literature review was realized focusing on the concepts of liquidity, economic 

profitability, and SMCs management. Portuguese hotels and restaurants' financial ratios, liquidity, and economic 
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profitability were analyzed in five years, from 2015 to 2019. All the information was obtained from The Iberian Balance 

Sheet Analysis System (SABI) from Bureau van Dijk (2021), a database of detailed financial information of Portuguese 

and Spanish companies. The search included only Portuguese hotels and restaurants, detained by SMCs. To achieve the 

first, second, and third objectives, it was done a simple statistical analysis, to gauge the evolution over the 5 years under 

analysis, based on its average values. This evolution is presented by groups, hotels, and restaurants, and graphically, to 

make the evolution more noticeable. The analysis is done separately for liquidity and economic profitability.  
Then, for the fourth goal, data were treated using linear regression. This linear regression made it possible to 

understand if there is a relation between liquidity and economic profitability in those companies. According to the 

studied literature, it was expected no relationship between liquidity and economic profitability. Indeed, findings point to 

the fact that liquidity-based management does not necessarily lead to future economic profitability, and in the long-term 

running, managers should review the management tools they use to guide them in the decision-making process. Findings 

also open doors to further empirical studies, to investigate this issue in more depth and with data directly obtained from 

the SMCs. In terms of structure, the study adopts a conventional format: literature review; explanation of the 

methodology; presentation of findings; and discussion and conclusions. 

 

Tourism impact on the Portuguese economy 

Tourism is a traditional and fundamental sector of the Portuguese economy. In recent years, before COVID-19, it has 

shown high growth in its main indicators: contribution to GDP, supply of several beds, employment, and average daily 
expenses per tourist. According to FFMS (2020a), the weight of the tourism sector has been increasing gradually, but 

consistently, in Portuguese GDP, over the last years, before the beginning of the global pandemic, in 2020 (Figure 1). The 

expected value in 2020 is 3,8%, well below the trend of recent years. 

 

 
 

Figure 1. Weight of the tourism sector  

in Portuguese GDP (Source: FFMS, 2020a) 

 
 

Figure 2. Number of beds available 

 in hotel establishments (Source: FFMS, 2020b) 

 

The number of beds available in tourist establishments has also been increasing exponentially (Figure 2), before the 
COVID-19 pandemic, according to FFMS (2020b). This increase is justified by the increase both in demand and in income 

per tourist that has occurred in recent years. However, with the emergence of the global pandemic and the consequent 

confinement that existed in Portugal, the number of tourist establishments with activity suspension reached from 109 in 

February up to 965 in April, representing 21.28% of the total of those tourist establishments (Turismo de Portugal, 2021a). 

Employment in the tourism sector has also been increasing its share of total employment in Portugal, in the last years 

before the global pandemic. The evolution in recent years, based on INE (2019), can be analyzed in Figure 3. The number 

of jobs also expectably decreased by 8.9% in 2020 (Turismo de Portugal, 2021b). 

 

 
 

Figure 3. Total employment in tourism (Source: INE, 2019) 

 
 

Figure 4. Average daily expenditure per tourist (Source: FFMS, 2020c) 

 

Finally, according to FFMS (2020c), the average daily expenditure per tourist (Figure 4) had its highest value in 2009, 

followed by a significant decrease in the following years. However, since 2013 it has increased again, although slightly. In 
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2020, the average value of daily expenses reached a predictable value of €57.69 (Turismo de Portugal, 2021c), increasing 

slightly compared to previous years. However, the pandemic COVID-19 and the restrictive measures adopted by the 

government determined a sharp drop-in tourism activity, which led to a decrease of 61.3% in guests, so the increase in the 

value of average daily expenses was not enough to maintain global tourism revenues from previous years. 

In short, although all the indicators presented, between 2008 and 2019, are in a positive evolution, the forecasts of the 

same indicators for 2020 are well below this trend, because of the global pandemic due to COVID-19. 
 

Small and medium companies’ management 

Academic research has mainly focused on large companies listed in financial markets, mainly due to the data 

availability. However, in more recent years, new databases with detailed business information on micro, small and 

medium-sized enterprises have appeared, allowing the analysis of time series (Espert et al., 2012). The SMCs definition can 

be defined as all private enterprises, excluding agriculture, hunting, and fishing, employing less than 250 employees. 

National definitions may exist (Reyes-Ruiz and Hernández-Hernández, 2020), however, it is common to distinguish the 

following sizes: micro-enterprises, with less than 10 employees; small enterprises, with 10 to 49 employees; and medium-

sized enterprises, with 50 to 249 employees (Verheul et al., 2001). In Portugal, there were 1,281,857 micros, 44,492 small, 

and 7,300 medium-sized companies in 2019, which accounted for 99.90% of the total business companies.  

Of those companies, 117,971 were from the hotels and restaurants sector (FFMS, 2021). Additionally, SMCs have a 

very important performance in any current economy, as they contribute both to the generation of wealth and the creation of 
jobs (Reyes-Ruiz and Hernández-Hernández, 2020). Many managers of SMCs have the professional knowledge directly 

related to their activity, however not necessarily the management and economical knowledge (De Vries et al., 2009; 

Lakatos, 2020; Reyes-Ruiz and Hernández-Hernández, 2020). The competitiveness of SMCs depends to a large extent on 

their growth and expansion capacity (Espert et al., 2012). However, when they need financing investment projects, SMCs 

only use internal financing and bank loans. Small businesses, even to finance their operations, have little internal cash flow, 

and in these cases, they also need bank loans. But to loan to SMCs, banks look for their future financial and economic 

profitability (Paulet et al., 2014). Though SMCs managers tend to have a short-term view of their business (De Vries et al., 

2009) and managers generally rate their business success with a cash flow approach, meaning, they are mostly concerned 

with whether their company’s liquidity is good or not (Lakatos, 2020). This sort of management based on the short term 

and the analysis of liquidity can thus be an obstacle to improving the growth and expansion capacity of SMCs. 

 

Liquidity ratios 
A financial ratio generally defines the relationship between two numbers. Those numbers are usually based on the 

Balance Sheet and/or the Statement of Profit and Loss. These financial ratios provide important information to strengthen 

the decision-making (Reyes-Ruiz and Hernández-Hernández, 2020; Rondós-Casas et al., 2018). They are powerful tools to 

help summarize financial statements and the health of a company or enterprise (Bordeianu and Radu, 2020). 

Rondós-Casas et al. (2018) also claim that ratios are a tool used by both scholars in their research and professionals in 

the study of a company or a sector. The same study also states that ratios provide more information when compared to the 

historical values for the same company, or sector. Ratios that focus the study of the short-term financial information include 

net working capital (Bhattacharyya and Jagadeesh, 2018; Lakatos, 2020), current liquidity ratio (Bordeianu and Radu, 

2020; Nikolaos et al., 2020), quick liquidity ratio (Atrill and McLaney, 2019; Bordeianu and Radu, 2020; Nikolaos et al., 

2020), and cash liquidity ratio (Bordeianu and Radu, 2020; Nikolaos et al., 2020), among others (Table 1). 
 

Table 1. Liquidity ratios 
 

Ratio Formula Source 

Networking capital Current assets - Current liabilities Bhattacharyya and Jagadeesh (2018); Lakatos (2020) 

Current Liquidity Ratio Current Assets / Current Liabilities Bordeianu and Radu (2020); Nikolaos et al. (2020) 

Quick Liquidity Ratio (Current Assets - Inventories) / Current Liabilities 
Atrill and McLaney (2017); Bordeianu and Radu (2020); 
Nikolaos et al. (2020) 

Cash Liquidity Ratio (Cash + Cash equivalents) / Current Liabilities Bordeianu and Radu (2020); Nikolaos et al. (2020) 

 

Networking capital management is an important way in achieving profitability for micro, small and medium enterprises 

(Bhattacharyya and Jagadeesh, 2018). It is the difference between a company’s current assets, such as cash, accounts 

receivable, and inventories, and its current liabilities, such as accounts payable. This indicator is also a form of measuring 

the company’s liquidity. Its basic goal is to make sure that a company has enough funds to meet its operating costs (Sagner, 
2010). Companies focus on networking capital management to liberate funds and optimize liquidity. 

Liquidity is defined by Papadeas and Sykianakis (2017) as the ability of an economic entity to repay its obligations 

without disrupting its proper functioning. The liquidity focus is on the short‐term. Liquidity ratios examine the relationship 

between liquid resources held and payables due for payment shortly (Atrill and McLaney, 2019). Liquidity is considered in 

different studies in different forms. Some studies consider liquidity ratios, as current (Bordeianu and Radu, 2020; Nikolaos 

et al., 2020), quick (Atrill and McLaney, 2019; Bordeianu and Radu, 2020; Nikolaos et al., 2020), or cash liquidity ratios 

(Bordeianu and Radu, 2020; Nikolaos et al., 2020). Others consider liquidity as a cash flow approach, as the networking 

capital (Bhattacharyya and Jagadeesh, 2018; Lakatos, 2020). As SMCs managers generally evaluate their business success 

with a cash flow approach, they use to have practical knowledge of the liquidity indicators (Lakatos, 2020). 
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This study will use the current liquidity ratio, as Bordeianu and Radu (2020) refers to it as the most common liquidity 

ratio and it indicates a company's ability to pay its short-term bills. Prior literature on restaurants and hotels liquidity ratio 

conclude that hotels have higher liquidity when compared to restaurants (Turegun, 2019). 

 

Economic profitability ratio 
Profitability ratios indicate a company’s ability to generate earnings against cost during a given period. They are 

generally used to determine how profitable a company, or sector, is in sequential periods. Companies use various 

profitability ratios to provide useful insights into the financial well-being and performance of the business (Bordeianu 

and Radu, 2020). The economic profitability rates are an important instrument of financial analysis, as they reflect the 

level of the economic viability of a company (Burja and Burja, 2009). 

Table 2 presents some of the most used profitability ratios, such as gross profit margin (Bordeianu and Radu, 2020; Van 

et al., 2021), net profit margin (Bordeianu and Radu, 2020; Lima Santos et al., 2021; Van et al., 2021), operating profit 

margin (Van et al., 2021), return on assets (ROA) (Bordeianu and Radu, 2020; Burja and Burja, 2009; Van et al., 2021), 

return on equity (ROE) (Bordeianu and Radu, 2020; Lima Santos et al., 2021; Van et al., 2021), among others.  

 
Table 2. Profitability ratios 

 

Ratio Formula Source 

Gross Profit Margin Gross profit / Sales revenue Bordeianu and Radu (2020); Kamandulienė and Kulbokas (2020) 

Net Profit Margin Net income / Total sales Bordeianu and Radu (2020); Lima Santos et al. (2021) 

Operating Profit Margin 
Revenue - Expenses (excluding interest, taxes, 
depreciation, and amortization) 

Lukic (2018) 

Return on Assets Profit / Total Assets Bordeianu and Radu (2020); Burja and Burja (2009) 

Return on Equity Net income / Equity Bordeianu and Radu (2020; Lima Santos et al. (2021) 

 

Gross profit margin measures how much is left after subtracting the cost of goods sold from revenue expressed in 

percentages (Kamandulienė and Kulbokas, 2020). Net profit margin shows the percentage of each remaining dollar sale 

after all costs and expenses, including interest, taxes, and preferred stock dividends, have been reduced (Bordeianu and 
Radu, 2020; Mulyadi et al., 2020). Operating profit margin measures how much profit a company makes on sales before 

paying interest or tax (Nguyen et al., 2019). It is a measure of the long-term performance of companies (Lukic, 2018). 

ROA indicates the effectiveness of using the assets to generate income, and the higher the value of ROA, the higher the 

efficiency of asset use (Bordeianu and Radu, 2020; Burja and Burja, 2009; Nguyen et al., 2019). 

 At last, ROE expresses the percentage of net income relative to stockholders’ equity or the rate of return on the 

money that equity investors have put into the business (Bordeianu and Radu, 2020) The higher the ROE number, the 

higher the business financial performance (Nguyen et al., 2019). According to Bordeianu and Radu (2020), the ROA 

ratio specifically reveals how much after-tax profit a company generates for every one dollar of its assets. In financial 

literature, it is known as ROA (Burja and Burja, 2009). For these reasons, ROA is the ratio used in this study for the 

economic profit evaluation. Prior literature on micro, small and medium enterprises concluded that those companies 

performed favorably in liquidity, but had a low level of profitability.  
Also, there was found no relationship between liquidity and profitability (Mendoza, 2015). Other studies, using ROE 

for economic profitability, concluded that restaurants have higher profitability than hotels (Turegun, 2019).  

 

MATERIALS AND METHODS 

This research uses secondary data from the 

SABI database (Bureau Van Dijk, 2021). 

Financial information was analyzed over the 5 

years pre COVID-19, from 2014 to 2019, on 
Portuguese hotels and restaurants, detained by 

SMCs. The analysis of tourism companies was 

carried out separately in hotels and restaurants. 

The first group includes hotel establishments, 

vacation homes, and other short-term 

accommodation. The second one includes 

restaurants, mobile catering activities, provision 

of meals for events and other meal service 

activities, and beverage establishments. 

Inclusion factors were SMCs with activity, 

constituted before January 1st, 2015, from  all  

 
Figure 5. Selection of data process (Source: Self-development) 

 

regions from Portugal, including North Portugal, Portugal Center, Lisbon, and Tagus Valley, Alentejo, Algarve, 

Autonomous Region of the Azores, and Autonomous Region of Madeira, using the Nomenclature of Territorial Units for 

Statistics (NUTS) 2 Portuguese notation. Exclusion factors were not being an SMC, meaning having more than 249 

workers, and having no employees declared; having no available values for current assets, current liabilities, or net 

income, as the financial ratios used in the study are based on those values; and also having a zero value for current 
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liabilities or assets, as it would similarly be impossible to obtain the values of the ratios. Figure 5 shows the selection 

process of the data. Lastly, the study used the 5 years of a total of 3,390 hotels (68% micro, 24% small, and 8% 

medium-sized) and 12,979 restaurants (76% micro, 22% small, and 2% medium-sized). 

The study has as a main research question: “Does a higher liquidity leads to higher economic profitability, in the hotels 

and restaurants sector held by SMCs?”. To answer the question, it was analyzed: (1) the evolution of the liquidity and 

economic profitability of hotels and restaurants in the last 5 years before COVID-19; (2) the overall financial performance 
of SMCs hotels and restaurants; and (3) the relationship between the liquidity and economic profitability in each of those 

groups. To accomplish the goals and to answer the research question, was done a study on financial ratios, current liquidity 

ratio, and ROA, based on financial information obtained from the SABI database (Bureau Van Dijk, 2021). 

The analysis of financial information was divided into three stages: 1) the analysis of the evolution of Portuguese 

hotels and restaurants' financial ratios, namely current liquidity ratio, and ROA, in five years, from 2015 to 2019; 2) an 

overall analysis of these ratios; and 3) the analysis of the existence of any relationship between these two indicators in 

those sectors, through multiple linear regression. 

To do an overall analysis of the ratios in the study, it was used the qualitative rating scale of Mendoza (2015) concerned 

liquidity and economic profitability (Table 3). This table shows the qualitative rating scale used in assessing the financial 

performance of the business enterprises, and it classifies into low, medium, and high for each measure. According to that 

study, the criteria were based on the experience of most enterprises. Those values are also following the literature on 

financial ratios (Atrill and McLaney, 2019; Bordeianu and Radu, 2020; Burja and Burja, 2009; Nikolaos et al., 2020). 
 

Findings and analysis 
The results are presented in four parts: liquidity evolution in the hotels 

and restaurants sector, economic profitability in the same sectors, an 

overall analysis of the financial ratios, and the relationship between 

economic liquidity  and  profitability,  also in  both  sectors.  SPSS  version  

Table 3. Qualitative rating scale 
 

Ratio Low Medium High 

Current liquidity ratio Below 2 2 to 10 Over 10 

Return on Assets (%) Below 5 5 to 10 Over 10 
 

28.0 was used to analyze the data. Before the analysis, companies with standardized values of liquidity or ROA outside the 

absolute value of 4, the threshold score suggested for samples larger than 80 by Hair, et al. (2014), were marked as 

univariate outliers and removed, leading to a total of 3,328 hotels and 12,728 restaurants with valid data. 

 

Liquidity evolution 

The liquidity degree was measured using the current liquidity ratio, as it is generally done in similar studies (Atrill and 

McLaney, 2019; Bhattacharyya and Jagadeesh, 2018; Bordeianu and Radu, 2020; Nikolaos et al., 2020). Liquidity presents 
differently in hotels and restaurants. Both sectors have positive liquidity, on average, however, hotels liquidity tends to be 

higher than restaurants’ (Figure 6). In both sectors, there is a large dispersion in the average liquidity of companies, as can be 

seen in Table 4. In hotels, the year 2016 had a high average score, more than twice as high as in other years. The application of 

the paired-samples t-test did not highlight statistically significant differences in the evolution of the current liquidity ratio 

across time (Table 5). Therefore, the liquidity mean was relatively stable, presenting values between 14 and 35, a good 

average of approximately 19, having the ability to meet short-term obligations with no difficulty. Restaurants are more stable 

yet show much lesser liquidity. Their average values are from 3 to 4 and on average around 4, and they also can pay short-term 

obligations. Only the increase observed in this sector from 2015 to 2016 was statistically significant (Table 5). 

 

  
 

Figure 6. Liquidity evolution 
 

Figure 7. Economic Profitability (ROA) evolution 

 

Economic profitability evolution  
As Rondós-Casas et al. (2018) state that ratios provide more information when compared the historical values for the 

same company, or for the sector to which the company belongs, this study also analyses the evolution of the economic 

profitability during the five years pre COVID-19. Also, the economic profitability rate is an indicator that expresses the 

efficiency of using the equity of a firm (Burja and Burja, 2009), and the ROA ratio specifically reveals how much after-

tax profit a company generates for every one dollar of its assets (Bordeianu and Radu, 2020). Similarly to liquidity, 

economic profitability was also studied based on the average of companies' values. Restaurants seem to have a highly 

variable economic profitability from year to year, being in general higher than the hotels. Hotels tend to have more 
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stable profitability, but very low over the years (Figure 7). The analysis of the Table 4 allows us to verify that in this 

ratio there is also a great dispersion of the values towards the average. In both groups, the same pattern of evolution was 

observed: until 2017 the average value of ROA ratio increased followed by a gradual decrease.  

However, over the 5 years, hotels showed in general positive mean scores and on average around 2%, and restaurants 

negative ones with a 5-years mean of -14%. In 2015, the restaurants ROA ratio was at a very low negative level, but in 

the next two years, the increase was very prominent, growing approximately 50% and 33%. Comparing the evolution of 

the ROA ratio across time, the results of the paired-samples t-test allowed us to conclude that almost all differences, 

increases and decreases between consecutive years, were statistically significant for both sectors. Only between 2017 

and 2018, there was no difference between the means of the restaurants’ economic profitability rates (Table 5).  
 

Overall analysis of the financial ratios 
The liquidity level and the economic 

profitability were also analyzed through the 
qualitative rating scale of Mendoza (2015). These 
rating results shown in Table 4, allow us to better 
understand the differences between the financial 
ratios of the hotels and restaurants. It confirms as 
seen before, that hotels have high liquidity, but 
restaurants only have a moderate one.  

As for the ROA, the situation is similar, as both 
hotels and restaurants have a low level of economic 
profitability, although positive in the former and 
negative in the latter. 

Table 4. Descriptive statistics (mean and standard deviation) and overall 
financial performance of SMCs hotels (N=3,328) and restaurants (N=12,728) 

 

Year 
Current liquidity ratio Return on Assets (%) 

Hotels Restaurants Hotels Restaurants 

2015 17.14 (255.06) 3.30 (10.7) -0.18 (26.70) -33.09 (101.08) 

2016 34.69 (1,283.23) 4.25 (21.94) 2.74 (16.86) -17.23 (74.23) 

2017 14.29 (132.24) 3.93 (9.37) 4.13 (18.36) -5.79 (66.35) 

2018 15.04 (154.84) 3.98 (9.34) 2.62 (16.35) -6.00 (65.87) 

2019 15.08 (170.71) 3.98 (8.85) 1.51 (18.65) -7.71 (66.80) 

5-years 19.25 (277.50) 3.89 (8.49) 2.16 (12.71) -13.96 (55.64) 

Qualitative 
Rating 

High Medium Low Low 
 

 
Table 5. Comparison of the average of the ratios of SMCs hotels and restaurants across time 

 

Sector Ratio Comparison Mean (SD) difference 95% CI t p-value 

Hotels Current liquidity ratio 2019-2018 0.04 (140.7) (-4.741, 4.823) 0.02 .987 

  2018-2017 0.75 (161.79) (-4.753, 6.244) 0.27 .790 

  2017-2016 -20.40 (1,277.08) (-63.804, 23.005) -0.92 .357 

  2016-2015 17.56 (1,302.25) (-26.703, 61.816) 0.78 .437 

 Return on Assets (%) 2019-2018 -1.11 (19.14) (-1.763, -0.463) -3.35 .001 

  2018-2017 -1.50 (18.89) (-2.146, -0.862) -4.59 <.001 

  2017-2016 1.39 (19.2) (0.739, 2.044) 4.18 <.001 

  2016-2015 2.92 (25.77) (2.042, 3.794) 6.53 <.001 

Restaurants Current liquidity ratio 2019-2018 0.00 (8.13) (-0.142, 0.14) -0.02 .987 

  2018-2017 0.05 (8.32) (-0.092, 0.197) 0.71 .477 

  2017-2016 -0.32 (20.86) (-0.683, 0.042) -1.73 .083 

  2016-2015 0.95 (21.74) (0.572, 1.327) 4.93 <.001 

 Return on Assets (%) 2019-2018 -1.72 (62.91) (-2.815, -0.629) -3.09 .002 

  2018-2017 -0.20 (61.24) (-1.263, 0.866) -0.37 .715 

  2017-2016 11.44 (64.03) (10.328, 12.553) 20.16 <.001 

  2016-2015 15.86 (84.59) (14.394, 17.333) 21.16 <.001 

 

Relationship between liquidity and economic 

profitability 

To accomplish the last goal, it was done a multiple 
linear regression to better understand the relationship 

between liquidity and economic profitability. To test the 

relationship between both ratios, the model presents the 

economic profitability of 2019 as a dependent variable 

and the liquidity ratios for the years between 2015 and 

2019 as explanatory variables. Both for hotels and 

restaurants, the explanatory power of the variation in 

economic profitability through liquidity was almost null 

since for hotels the R2 was 0.002 and for restaurants was 

0.005. For hotels, the model is statistically insignificant, 

which  implies  that  there is no  significant  relationship  

Table 6. Regression of economic profitability ratio on liquidity ratio 
 

Sector Hotels Restaurants 

 
Coefficient t Sig. Coefficient t Sig. 

(Constant) 1.573 4.819 <.001 -9.451 -14.169 <.001 

Liquidity 2015 0 -0.015 .988 -0.141 -2.289 .022 

Liquidity 2016 0 -0.351 .726 -0.003 -0.089 .929 

Liquidity 2017 -0.006 -2.177 .030 -0.032 -0.378 .706 

Liquidity 2018 0 0.049 .961 0.012 0.137 .891 

Liquidity 2019 0.002 0.626 .531 0.576 6.708 <.001 

R-squared 0.002 
  

0.005 
  Adj. R-squared 0.000 

  
0.005 

  F-statistic 1.048 
  

13.030 
  Prob(F-statistic) .388 

  
<.001 

  Dependent Variable: Economic profitability ROA 2019 
 

between the economic profitability of 2019 and liquidity ratios from 2015 to 2019. Considering restaurants, the model is 

statistically significant, indicating a significant relationship between the economic profitability of 2019 and the 

predictors, 2015 and 2019 liquidity. However, only 0.05% of the variance of ROA 2019 is explained by the variance in 

liquidity ratios. The results obtained demonstrate that in the case of Portuguese hotels and restaurants owned by SMCs, 

there is no clear relationship between the companies’ liquidity and economic profitability. 
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DISCUSSION AND CONCLUSIONS 

As tourism is an important source of income for all countries in Europe, and in particular for Portugal (FFMS, 2020a); 

FFMS, 2020b; FFMS, 2020c; Turismo de Portugal, 2021a); Turismo de Portugal, 2021b); Turismo de Portugal, 2021c); 

INE, 2019), it is important to understand if the companies in this sector have proper management. This knowledge is of 

paramount importance since the whole sector had a severe setback with the global pandemic due to the COVID-19, and it is 

urgent to use the best management tools to recover and maintain companies in the long term. Previous literature agrees 

that most of the companies in this sector are SMCs, as in the rest of the Portuguese entrepreneurial sector. SMCs use to 

have a short-term management style, giving priority to management by liquidity, rather than to economic profitability 

(De Vries et al., 2009; Lakatos, 2020). The financial ratios, based on the financial information of the companies, allow 

an in-depth analysis of both the companies and the sector and allow the assessment of the situation of the sector in terms 

of short, medium- and long-term management (Bordeianu and Radu, 2020; Reyes-Ruiz and Hernández-Hernández, 

2020; Rondós-Casas et al., 2018). In this study, the current liquidity ratio (Bordeianu and Radu, 2020) was used for the 

analysis of short-term and ROA (Bordeianu and Radu, 2020) from a medium- and long-term perspective. 

The study had the main research question and four goals to better answer this research question. Concerning the first 

goal, to analyze the evolution of the liquidity of hotels and restaurants in the last 5 years before COVID-19, there were 

found differences in the hotels and restaurants groups, as restaurants are more stable, yet with lesser liquidity than 

hotels. The second goal, to analyze the evolution of the economic profitability of hotels and restaurants in the last 5 

years before COVID-19, there were also found differences in both sectors. Hotels tend to have more stable profitability, 

yet very low over the years, as restaurants seem to have a highly variable economic profitability. Concerning the third 

goal, to analyze the overall financial performance of SMCs hotels and restaurants, findings show that hotels have high 

liquidity, but restaurants only have a moderate one. These findings are consistent with the study of Turegun (2019). As 

for the ROA, both hotels and restaurants have a low ratio. This result is not in line with the study of Turegun (2019), 

which concluded that restaurants have higher profitability than hotels. However, it can be due to the use of different 

ratios to measure the economic profitability, as that study used the ROE ratio, and the present study used the ROA ratio.  

Lastly, the fourth goal is to analyze the relationship between liquidity and economic profitability, findings show that 

there is no relation between those two ratios. This result is consistent with prior literature (Mendoza, 2015). 

All those findings allow us to answer the research question: “Does a higher liquidity leads to higher economic 

profitability, in the hotels and restaurants sector held by SMC?”. Findings suggest indeed that even if a company has 

high liquidity, it does not mean that it has, or will have higher economic profitability. As companies intend to grow and 

expand their capacity, this fact can be an issue. These findings are also in line with the study of Mendoza (2015). 

The contribution of this study is that it is useful not only for a better economic understanding of the behavior of the 

SMCs managers, but also to alert them that the company's long-term maintenance must be based on a long-term vision, 

valuing economic profitability, and not just immediate liquidity. Like any study, this one also has some limitations. 

Despite being on the alert that SMCs managers should not use the liquidity ratio as a predictor of future economic 

profitability, no new tools are proposed to include future income by the companies. For future research is proposed to 

find new management tools that go beyond the current limitations. Also, it was possible to verify the existence of many 

outliers in data from the SABI database, which seriously decreased the sample dimension. 
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