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ABSTRACT

This research aims to expand previous literature regarding the impact of capital structure
and working capital on cash holding. The research population comprised one hundred
non-cyclical consumer companies from 2011 to 2022 and a sample of 55 companies
with 266 observations. The research results show that working capital strongly
influences the cash holding of non-cyclical consumer companies in Indonesia. This
result is because it is related to the company's operational efficiency. Good operational
management enables companies to maintain adequate liquidity, manage operational
risks, and take advantage of existing opportunities without facing financial problems.
Keywords: Cash Holding, Capital Structure, Working Capital.

INTRODUCTION

Effective cash management is reflected in the management of cash holdings in the
company. Cash holding is important for companies to ensure liquidity and flexibility, as well
as the company's financial stability (Sun & Xia, 2022). In fact, companies can use cash as a
hedging strategy to protect the company from market risks such as fluctuations in currency
exchange rates or commodity prices. With adequate cash reserves, companies can deal with
uncertainty, fund daily operations, take advantage of investment opportunities, and reduce
dependence on external financing (Fawzi Shubita, 2019). Various reasons for research
regarding cash holding are still carried out based on theoretical and practical scope.
Theoretically, Trade-Off Theory is the basic theory for research on cash holding. Trade-off
theory provides a comprehensive framework for understanding company decisions and
determining the optimal amount of cash to hold (Alim, Kaleem, Abbas, & Khan, 2020).
Trade-off theory states that a company will have cash up to the point where the marginal
benefit of holding cash equals its marginal cost (Myers, 1977). This means companies need
to balance the advantages and disadvantages of holding cash. By considering the benefits
and costs of holding cash, this theory helps companies determine optimal cash levels to
maximize liquidity and financial flexibility while minimizing opportunity costs and other
risks. Practically, Trade-off theory provides practical guidance for financial managers to
make balanced and informative decisions about cash management, which can be
implemented in company financial policies. This theory can be adapted to various market
conditions and business environments, so it remains relevant in multiple economic and
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financial situations (Basheer, Waemustafa, & Ahmad, 2018). Following are the results of a
search for articles in reputable journals using the keyword cash holding, which found 982
articles in the areas of economics, econometrics and finance.
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Figure 1. Relationship of articles to company cash holding decisions

Various articles related to cash holding and widely studied by researchers include
capital structure (Anh, Hung, & Binh, 2023; Rama lyer, Sankaran, & Walsh, 2020; Singh,
2018), and working capital (Diaw, 2021; Mouline & Sadok, 2021; Shubita, 2019). Capital
structure is related to cash holding due to costs and financial risks. Companies must ensure
that finances can be met to pay various company obligations. If the company is unable to
fulfill its obligations, it will potentially experience financial difficulties (Zhang, 2020).
Furthermore, the relationship between working capital and cash storage is in the company's
financial management. Effective working capital management can increase liquidity and
reduce the need to hold large amounts of cash. In contrast, inefficient working capital can
increase pressure on cash and require larger cash reserves. Several cash-holding studies have
been conducted in certain economic contexts, such as developed countries (Akhtar, Chen, &
Tareq, 2024; Lu, Chen, Chou, & Lin, 2023; Rosl & Seitz, 2024), as well as carried out in
certain industries (Farooq, Yang, & Xie, 2023; Yin & Yang, 2023). Therefore, there is an
opportunity for this research to be carried out in developing countries with a focus on
Consumer Non-Cyclical Companies in Indonesia.

METHOD

This research was conducted on Consumer Non-Cyclical sector companies in
Indonesia based on the Industrial classification (IDX-IC). The research population consists
of 100 companies. Sample selection was based on non-probability sampling with a purposive
sampling method. Purposive sampling is a sampling technique based on established criteria
and supports the research objectives. The sampling criteria for this research included
companies that had financial reports available during the research period, namely 2011 to
2022. Based on these criteria, a total sample of 55 companies was obtained. The
measurement of the dependent variable in this research is cash holding, which uses two
proxies, namely CashNet and Cash TA (Alnori, Bugshan, & Bakry, 2022; Bugshan, Alnori,

Medan, North Sumatra, Indonesia, July, 4", 2024

Faculty Economics and Business, Universitas Muhammadiyah Sumatera Utara Page 94 of 100




(%\ f- MIICEER 204

Proceeding 2" Medan International Economics and Business

Volume 2, Issue 1, 2024
“Human Resource Transformation and Collaborative Innovation to Build Independent
and Competitive Business in the Digital Era”

& Bakry, 2021). The independent variables of this research consist of capital structure and
working capital, each of which has two measurement proxies. Then there are the control
variables of this research, namely variables attached to the company, such as the number of
company assets, number of employees, amount of capital, enterprise value, fixed assets, and
market capitalization. The aim is to control or eliminate the influence of factors that could
indirectly influence the results of the analysis or cause bias. The following is the research
equation and Table 1 definitions of research variables.

CashNet;; = X +f1Levy + BLtDER;; + B30wci + foNwcey + BsCir + €ip v oen . (1)
CashTA;; = < +f;Lev; + B,LtDER;; + B30wciy + BaNwcie + B5Cir + €ip e oon . (2)

Table 1. Variable Definition

Variable Name Variable Abbreviation Definition and Measurement

Cash Holdings CashNet The ratio of total cash and equivalents
divided by (total assets—total cash and
equivalents)

CashTA The ratio of cash and equivalents to total
assets
Capital Structure Lev Total liabilities to total assets
LtDER Long-term debt to shareholder’s equity
Working Capital Owc The ratio of total operational current
assets minus  operational  current
liabilities
Nwc The ratio of current assets minus current
liabilities divided by net total assets
Control Variabel SzTA Natural logarithm of total assets
SzEmp Natural logarithm of total employee
FA Natural logarithm of Total fixed asset
EV Natural logarithm of Enterprise value
Cap Natural logarithm of Capital
MC Natural logarithm of Market

capitalization

Notes: €;+ is an error term

Based on the data structure used, namely panel data, testing is needed to choose the
right analysis model. Panel or longitudinal data analysis is the subject of one of the most
active and innovative bodies of econometric literature, in part because panel data provide a
rich environment for the development of estimation techniques and theoretical results
(Greene, 2014). Therefore, three estimation approaches can be taken: pooled OLS (common
effect), fixed effect, and random effect estimates (Wooldridge, 2016).
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RESULTS
The results of this research will provide an overview of the research data and
estimation results of each research equation. The following is a statistical table for each
variable used.
Tabel 2. Descriptive Statistics

Variable Obs Mean Std. Dev. Min Max
CashNet 266 0.119 0.119 0.004 0.688
CashTA 266 0.098 0.084 0.004 0.404
Lev 266 0.396 0.119 0.093 0.81
LtDER 266 0.29 0.289 -0.25 1.556
Owc 266 3.059 0.083 2.711 3.214
Nwc 266 0.146 0.154 -0.46 0.537
SzTA 266 3.158 0.062 2.985 3.265
SzEmp 266 2.222 0.184 1.385 2.514
FA 266 3.126 0.074 2.882 3.24
Cap 266 3.042 0.053 2.772 3.141
EV 266 3.161 0.076 2.955 3.312
MC 266 3.146 0.084 2.929 3.312

Note: please see Table 1 for the description of variables.

Table 2 shows that almost all research variables have an average value greater than
the standard deviation value. The CashNet and CashTA variables indicate that the majority
of companies in the sample have good cash stability. This condition is an indicator of
consistent cash management and shows good risk management. The capital structure and
working capital variables also show low variability. This value indicates that most
companies are close to the average value with few outliers. This condition also reflects that
the company has a consistent funding policy and possibly has a well-managed funding
strategy. In addition, the overall control variables of this study show that the companies have
a similar operating scale, stable workforce size and funding structure, and the market
assessment of the company is relatively stable and consistent.

Tabel 3. Result Estimation

Variables CashNet CashNet CashTA CashTA
Lev -0.120* -0.0712*
(0.0678) (0.0430)
LTDER -0.00870 -0.00546
(0.00970) (0.00616)
Owc -1.108*** -0.719***
(0.178) (0.112)
Nwc 0.435*** 0.295***
(0.0763) (0.0477)
SzTA 7.374%** 6.628*** 4.761*** 4.230***
(0.913) (0.902) (0.579) (0.564)
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SzEmp -0.628*** -0.637*** -0.384*** -0.393***
(0.185) (0.164) (0.117) (0.103)
FA -4.531*** -3.309*** -2.936*** -2.104***
(0.770) (0.750) (0.489) (0.469)
EV -4, 715%** -2.985*** -3.380*** -2.192***
(0.771) (0.695) (0.489) (0.435)
Cap -1.380* -1.157* -0.839* -0.733*
(0.733) (0.635) (0.465) (0.397)
MC 2.531*** 1.342*%* 1.926*** 1.103***
(0.632) (0.545) (0.401) (0.341)
Constant 3.613* 3.026* 2.316* 2.048*
(2.044) (1.745) (1.298) (1.092)
Observations 266 266 266 266
R-squared 0.364 0.499 0.394 0.536
Number of Company 55 55 55 55

Note: This table presents regression results using eq (1). Please see Table 1 for the
description of variables. Superscripts ***, ** and * denotes statistically significant at
the 0.01, 0.05 and 0.10 levels, respectively

After selecting the model by testing the Chow Test and Hausman Test, the fixed
effect method is suitable for this research. In this research, the winzorization technique was
also carried out to remove outlier data (Ochuko et al., 2016), so that the total number of
observations was 266 observations and a total of 55 companies. This research also carried
out robustness testing so that the research estimation results can be declared robust. Table 3
shows the estimation results of the influence of capital structure and working capital, which
have a significant effect on cash holding as a whole, based on the respective CashNet and
CashTA equations. In the capital structure variable, the Lev proxy, which is the ratio of total
liabilities to total assets, has a significant effect on CashNet and CashTA. However, the
LtDER proxy, which shows a long-term debt to total shareholder's equity, does not affect
CashNet and CashTA. In the working capital variable, the operating working capital and net
working capital proxies each have a significant effect on CashNet and CashTA. Likewise,
all control variables have a significant impact on the two proxies for cash holding.

Discussion
The Influence of Capital Structure on Cash Holding

Measuring capital structure with the Lev proxy has a significant influence on
CashNet and CashTA. If Lev has a high value, then most of his assets are financed by debt.
So, the company is usually at higher risk, which may affect the company's liquidity. High
leverage can cause pressure on cash and cash equivalents because the company must meet
debt obligations. This condition can reduce the ratio of cash and cash equivalents to total net
assets, especially if the company does not have a strong operating cash flow to support debt
payments. The results of this research indicate that a high ratio of total liabilities to total
assets tends to have a negative influence on CashNet and CashTA. This negative impact is
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caused by increased liquidity pressures and financial risks associated with high levels of
debt. However, suppose the company has efficient management and a good financial
management strategy. In that case, the company can minimize this negative impact and
maintain a healthy level of cash and cash equivalents relative to total net assets. Measuring
capital structure with the LtDER proxy, namely long-term debt to total shareholder's equity,
does not affect CashNet and CashTA. LtDER is an indicator of a company's capital structure,
which shows how much the company relies on long-term debt compared to equity to finance
its assets. The lack of influence of LtDER on the two cash holding proxies is indicated by
differences in focus between long-term funding and short-term liquidity management, as
well as separate corporate financial management strategies. Such as long-term debt, which
may be used for capital investment or long-term projects, while cash and cash equivalents
are managed for daily operational needs.

The Influence of Working Capital on Cash Holding

This research's working capital measurement uses operating working capital and net
working capital proxies. The two working capital proxies each have a significant effect on
the two cash holding proxies, namely CashNet and CashTA. This condition shows that the
company has good working capital management. A high level of operating working capital
indicates that the company invests a lot of assets in daily operations, such as inventory and
accounts receivable. This condition can reduce the amount of cash available because more
current assets are tied up in operations. Apart from that, if the company can manage
operating working capital efficiently, the company can free up more cash. For example,
speeding up the collection of accounts receivable or reducing inventory can increase
available cash. Furthermore, if the company has high net working capital, it is indicated that
the company has more current assets than current liabilities. So, companies tend to have
more cash reserves to meet short-term obligations. In addition, if a company uses most of its
current assets for operations, then the company can reduce the amount of cash available.
Effective working capital management can ensure that a company does not tie up too much
cash in non-cash current assets. A company with high net working capital has more current
assets compared to current liabilities, giving it more flexibility to hold cash. This condition
means the company may have larger cash reserves to address sudden needs or investment
opportunities. Overall, the control variables in this study have a significant effect on both
proxies for cash holding. The use of this control variable aims to ensure that the analysis
results reflect a real relationship between the independent and dependent variables and are
not due to undesirable external factors.

CONCLUSION

Based on the results and discussions that have been carried out, it can be concluded
that there is a significant influence on capital structure and working capital on cash holding.
Capital structure influences cash storage decisions, so if the company can manage it well,
then it can ensure its long-term financial health. Apart from that, effective working capital
management is also very important to ensure the company has sufficient liquidity for
operations and financial flexibility, which ultimately affects the company's cash holding
level. This research has limitations in the period and scope of the study, as it is only in the
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Consumer Non-Cyclical sector. So, it is hoped that there will be additional scope for further
research.
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