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ABSTRACT 

The purpose of this study was to examine the effect of net working capital [NWC], capital expenditure [CAPEX], 

growth opportunities [GROWTH], and firm size [SIZE] on cash holding. The research method used is multiple linear 

regression analysis. The sampling technique used was purposive sampling which resulted in 10 technology companies 

listed on the IDX. The regression test results show that capital expenditure has a negative and significant effect on 

cash holding and firm size has a positive and significant effect on cash holding. Meanwhile, net working capital has 

a positive and insignificant effect on cash holding and growth opportunities have a negative and insignificant effect 

on cash holding. 
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1. INTRODUCTION  

 

The year 2020 was a nightmare for many companies around the world, including in Indonesia, due 

to the COVID-19 pandemic that lasted for approximately two years. This made it difficult for 

businesses to grow or even sustain themselves. Not only companies suffered, investors were also 

affected. Only a few sectors, such as technology, benefited during this crisis. To combat the spread 

of the virus, the government imposed preventive measures, making people work and study from 

home. Activities that used to be done in person switched to online, benefiting tech companies. 

However, other sectors, such as transportation and logistics, did not experience the same. 

 

Most sectors experienced a decline during the pandemic, affecting the country's economy and 

making investors wary. Many investors have temporarily stopped investing to minimize risk as the 

stock market is considered high-risk. Investing can bring both profits and losses, so it is crucial for 

investors to research companies, their financial health, and the timing of their investments to make 

informed decisions. To prevent unwise investments, the US Federal Reserve raised interest rates, 

which affected the global economy. This influenced investors to consider low-risk options such as 

the banking sector for more stable returns. 

 

Rising interest rates have also impacted the technology sector, particularly companies known as 

"growth stocks" that rely on constant funding for rapid growth. One company in the tech sector is 

PT Envy Technologies Tbk, which is facing financial difficulties, leading to concerns that its shares 

will be delisted.  

 

Companies usually rely on bank loans for funding, and higher interest rates make these loans more 

expensive, hindering expansion and causing financial stress. 
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A company's financial health can be determined through its financial statements, which provide a 

snapshot of its performance. These statements include information on cash and cash equivalents, 

a critical asset for day-to-day operations, expansion, and risk management. 

 

To determine whether a company has good cash management, it can be seen from the company's 

cash availability. Cash is a highly liquid asset, which can be used by companies in fulfilling their 

operational activities and paying company obligations in various situations. Cash can also be used 

by companies in expanding, which is intended to expand the company's business while advancing 

and increasing company profits. As I have said before, technology companies are among the 

growth stocks that need funding or what is called the burn rate for expansion. In addition, cash 

also plays an important role in protecting the company from the risk of cash shortages. Therefore, 

to avoid the risk of a company's cash shortage, an effort that can be made is to impose a cash hold 

or what is called a cash holding. 

 

According to Wulandari & Setiawan (2019 in Valent & Yanti, 2023) [21], Cash holding refers to 

the amount of cash and cash equivalents a company has, which can be easily converted into cash. 

To avoid having too much or too little cash, companies need to maintain an ideal level of cash 

holding. This means having the right amount of cash as determined by the company to support its 

operational activities. If cash availability is too low, it may impair the company's ability to meet 

its financial obligations. On the other hand, having too much cash on hand can lead to unexpected 

expenses and transactions. The size of a company's cash availability is a crucial factor, so it is 

important for companies to keep their cash levels at an ideal point to ensure smooth operations. 

 

Many studies have been conducted to understand the factors that affect the level of cash holding 

of companies. The first factor that can affect cash holding is net working capital. According to 

research by Adiputra & Nataherwin (2022) [1], Fawazzin (2022) [10], and Valent & Yanti (2023) 

[21], it is explained that net working capital has a significant positive effect on cash holding. Net 

working capital refers to the amount of assets or money owned by a company that comes from the 

difference between the company's current assets and its current liabilities. These assets or funds 

are used for the company's daily operations. In addition, net working capital serves as an indicator 

of the company's financial health and its ability to meet its obligations. However, these findings 

contradict research conducted by Arfan et al. (2017) [6] and Bangun & Natsir (2022) [7], which 

state that net working capital has no significant or positive effect on cash holding. 

 

The second factor that can affect cash holding is capital expenditure. According to research by 

Hadiwijaya & Trisnawati (2019) [12] and Radiman et al. (2022) [19], it is explained that capital 

expenditure has a significant positive effect on cash holding. Capital expenditure is the allocation 

of money planned in the budget to acquire fixed assets that have an economic life of more than 

one accounting period. With a long economic life, these assets can increase business production 

capacity and strengthen business operations. Examples of such fixed asset purchases include 

warehouses or land. In addition to adding to the company's assets, the allocation of these funds is 

also used for the maintenance of the company's assets. However, these findings contradict research 

conducted by Guizani (2017) [11] and Hengsaputri & Bangun (2020) [14], which state that capital 

expenditure has no significant or positive effect on cash holding. 

 

The third factor that can affect cash holding is growth opportunities. According to research by 

Mesfin (2016) [18] and Arfan et.al. (2017) [6] explain that growth opportunities have a significant 

positive effect on cash holding. Growth opportunities refer to the opportunities that companies 

have to invest in profitable businesses. This opportunity includes various prospects that encourage 
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companies to allocate their resources and capital into businesses that have the potential for profit 

and expansion. These opportunities can take many forms, including new product lines, market 

diversification, and strategic partnerships, mergers and acquisitions. In other words, growth 

opportunities are the lifeblood of corporate progress, offering companies the chance to grow, 

innovate and establish a foothold in the global market. However, these findings contradict research 

conducted by Andreas & Tjakrawala (2023) [5] and Lim & Yanti (2023) [17], which state that 

growth opportunities do not have a significant or positive effect on cash holding. 

 

The fourth factor that can affect cash holding is company size. According to research by Kariuki 

et.al. (2015) [15] and Afif & Prasetiono (2016) [2] explain that firm size has a significant positive 

effect on cash holding. Company size can be determined by looking at aspects such as total assets, 

total, and average company sales. When a company grows in these aspects, it generally indicates 

that the business has reached a level of success and can attract significant financial investment. In 

essence, larger companies are often perceived to be more financially stable and prosperous, making 

them more attractive to investors and lenders. However, these findings contradict research 

conducted by Wijaya & Bangun (2019) [23] and Davidson & Rasyid (2021) [9], which state that 

firm size has no significant or positive effect on cash holding. 

 

This research is a replication of research conducted by Valent & Yanti (2023) [21]. The main 

differences between this study and the research of Valent & Yanti (2023) [21] are as follows: (1) 

The independent variables used in this study include net working capital, capital expenditure, 

growth opportunities, and firm size, while Valent & Yanti's (2023) [21] research uses institutional 

ownership, board size, growth opportunities, and net working capital as independent variables. (2) 

My research focuses on technology sector companies as samples, while Valent & Yanti's (2023) 

[21] research covers manufacturing sector companies as a whole. (3) The research period for this 

study is from 2020 to 2022, while Valent & Yanti's (2023) [21]  

research covers 2016 to 2019. 

 

The rest of the paper is organized as follows. Section 2 introduces the background used in this 

study, including the underlying theories used in this study. Section 3 presents the research model 

and hypotheses used in this study. Then, section 4 explains the population, sample size, sample 

criteria, and proxies. Section 5 shows the research findings. Finally, Section 6 concludes this paper 

and provides directions for future research. 

 

Trade-off Theory  

This research is based on the Trade-off Theory, introduced by Myers in 1977, which provides a 

strategic framework for firms to determine the ideal amount of cash reserves to maintain in their 

operations. The theory relies on a careful balancing act, where firms need to weigh the benefits 

and disadvantages of holding cash. On the one hand, there are marginal costs associated with 

holding cash. These costs mainly consist of opportunity costs arising from tying up capital in low-

yielding assets, including missed short-term investment opportunities and the costs of executing 

transactions and precautionary measures. Lim and Yanti (2023) [17]. 

 

On the other hand, there are marginal benefits of cash holdings. These benefits include various 

advantages provided by cash reserves, such as protecting the firm from potential financial distress 

by ensuring liquidity during unexpectedly difficult times, thus avoiding the need to sell assets at 

unfavorable prices. Cash can also serve as a means to capture growth opportunities as it can be 

quickly utilized for strategic investments or acquisitions. In addition, having sufficient cash can 
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enable companies to implement policies that minimize external financing, thereby reducing the 

associated costs and risks. 

 

However, it is important to emphasize that striking the right balance is crucial. If the company has 

too much cash, it risks missing out on valuable investment opportunities and will probably have 

excessive idle resources that could be used more productively. On the other hand, if the company 

has too little cash, it may find itself in a financially precarious position, with limited resources to 

deal with unexpected challenges or exploit growth prospects. In such cases, high funding costs and 

missed investment opportunities can erode a company's financial health and potential long-term 

success. Trade-off Theory therefore underscores the importance of careful cash management to 

ensure that optimal cash holdings are aligned with a firm's specific needs and objectives. 

 

Pecking-order Theory  

In addition to the Trade-off Theory, this study is also based on the Pecking-Order Theory 

introduced by Myers and Majluf in 1984, offering valuable insights into how firms make financial 

decisions, especially when it comes to funding their investments. According to this theory, firms 

follow a certain hierarchy of funding sources when they need capital for investment purposes. 

Their first and preferred choice is to use internal funds, mainly retained earnings. Internal funding 

is preferred because it is seen as a cost-effective and relatively low-risk option. Kudu & Salim 

(2021) [16] 

 

However, if internal funds are insufficient for their investment needs, companies then turn to 

external sources as a second alternative, usually by issuing debt. This decision is taken with the 

realization that debt comes with its own risks and liabilities. If the amount of debt is deemed 

excessive and too risky, then the company uses the last alternative, which is issuing new equity, 

which means reducing its ownership in the company. 

 

At its core, Pecking-Order Theory emphasizes that cash acts as a buffer between retained earnings 

and the funding needed for investment. As a result, this approach often leads companies not to set 

specific cash targets, so they hold excess cash generated from day-to-day operations. This cash 

hold serves as a safety net, ensuring that the company can efficiently meet its investment needs 

while minimizing financial risks. 

 

Cash Holding  

Cash holding refers to the amount of money a company keeps for various purposes and can be 

understood in two different ways. Suherman (2017 in Hanaputra & Nugroho 2021) [13] defines 

cash holding as cash available for distribution to investors and for investment in physical assets. 

 

Net Working Capital  

Net working capital, as explained by Kieso et al. (2019 in Aldri & Rasyid 2023) [3], is basically 

the difference between current assets and current liabilities of the company. This is an indicator of 

the company's ability to meet short-term debt using its liquid assets. 
 

Capital Expenditure  

According to Herry (2015 as cited in Hanaputra & Nugroho 2021) [13], capital expenditure refers 

to money spent by companies to obtain fixed assets, increase the production capacity and 

operational efficiency of existing fixed assets, and extend the useful life of these fixed assets. 

Investing through capital expenditures is very important for companies because it allows for 
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sustainable growth and increases the value of the company in the eyes of the public, as explained 

by Amalia (2018 as cited in Hengsaputri & Bangun 2020) [14]. 

 

Growth Opportunities  

Growth opportunity, as described by Tantama & Yanti (2018 in Fawwazin 2022) [10], refers to a 

company's ability to maintain its economic existence amidst a constantly evolving business and 

economic landscape. The faster a company grows, the more financial resources it needs to support 

its expansion. In addition, according to Saputri & Kuswardono (2019 in Widjaja & Thio, 2023) 

[22], growth opportunities signify the level of growth that allows a company to achieve consistent 

income through profitable ventures. 

 

Firm Size  

Firm size refers to how big or small a company is in terms of assets, sales volume, and average 

sales per company. It is a measure of the scale of the company. Similarly, as noted by Christian & 

Fauziah (2017 in Davidson & Rasyid 2021) [9], firm size can also be described by the firm's total 

assets and sales metrics. Larger company size is generally associated with success and the ability 

to raise significant amounts of money. Basically, it is a way to understand how well the company 

is performing and its financial capacity. 

 

According to the Trade-off Theory and Valent & Yanti (2023) [21], having a large amount of net 

working capital will be beneficial for the company because it can reduce the cost needed to obtain 

external funds. Net working capital refers to funds that are available in liquid form, which means 

that the company does not need to hold large amounts of cash to maintain its liquidity. This means 

the company does not need to rely heavily on the capital market when it needs additional funds, 

as the cost required to convert non-cash current assets into cash is lower. As a result, the company 

can reduce the amount of cash it holds. However, if net working capital is negative, which means 

current liabilities exceed current assets, the company may face liquidity difficulties and need to set 

aside some cash. To measure net working capital, simply subtract total current liabilities from 

current assets, then divide the result by total assets. Based on this framework, it can be formulated: 

H1: Net working capital has a negative and significant influence on cash holding. 

 

According to the Trade-off Theory and Hadiwijaya & Trisnawati (2019) [12], typically, firms that 

invest a lot of capital aim to avoid the additional costs associated with borrowing money or external 

funding. Therefore, these firms tend to hold more cash or easily liquidated assets. They prioritize 

liquidity and avoid additional capital costs that may arise from taking out loans or external 

financing. This can help companies maintain financial flexibility and reduce the risks associated 

with relying too heavily on external sources of funding. In this scenario, the company's strategy 

involves balancing between necessary capital expenditure and ensuring that the company has 

sufficient cash. Based on this framework, it can be formulated as follows: 

H2: Capital expenditure has a positive and significant influence on cash holding. 

 

According to Valent & Yanti (2023) [21], companies that have high growth potential and large debt 

face the risk that they tend to keep a lot of cash to fund projects that are expected to be profitable. 

In addition, they may also face high risks associated with bankruptcy, especially if their company 

value drops significantly during financial distress. Therefore, to avoid the high costs associated 

with bankruptcy and financial distress, companies usually prefer to hold significant cash reserves. 

The Pecking-Order theory also indicates that firms tend to prefer to fund their projects with internal 

funds rather than seeking costly external funding, such as high-interest loans or issuing securities 

that are prone to information asymmetry. Adverse selection costs make external funding sources 
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more expensive and difficult to obtain. Therefore, the greater a firm's growth opportunities, the 

more cash they have. This growth is often measured by the ratio of market value to book value, as 

it reflects market expectations of the firm's growth potential. In this framework, it can be concluded 

that firms tend to hold more cash when they have high growth opportunities to mitigate risks and 

avoid expensive external funding costs. Based on this framework, it can be formulated: 

H3: Growth opportunities have a significant and positive influence on cash holding. 

 

According to the Pecking-Order Theory and Wijaya & Bangun (2019) [23], large companies, due 

to their advantages, can easily enter the stock market and obtain additional funding from external 

sources. This is why many large companies reduce their cash reserves or even have no cash 

reserves at all. On the other hand, the bigger a company is, the greater its responsibility. However, 

this is not the case for small businesses, which often find it difficult to access the stock market. 

Therefore, small companies tend to keep more cash on hand to meet their operational needs. Based 

on this line of thought, it can be concluded that: 

H4: Firm size has a negative and insignificant influence on cash holding. 

 

In summary, the hypothesis are shown below: 

𝐻1: Net working capital has a negative and significant effect on cash holding. 

𝐻2: Capital expenditure has a positive and significant effect on cash holding. 

H3: Growth opportunities have a positive and significant effect on cash holding. 

H4: Firm size has a negative and insignificant effect on cash holding. 

 

The research model of this study as presented in Figure 1 below: 

 

 
Figure 1. The Research Model 

 

2. RESEARCH METHOD  

 

This research focuses on all technology companies listed on the Indonesia Stock Exchange from 

2020 to 2022, as many as 13 companies were selected as research samples. The selection process 

uses purposive sampling with certain criteria: (1) Technology companies that are consistently 

present on the IDX from 2020 to 2022; (2) Companies with consistent financial reports; (3) 

Companies that use the Rupiah currency. This study uses multiple regression analysis to test 10 

sets of panel data (10 samples in 3 periods). However, after the outlier test, only 10 companies 

were used as samples for this study. Eviews 12 software, student edition, was used to process the 

data for this study. The operationalization of the research variables is outlined in Table 1. 
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Table 1. The Operationalization of Research Variables 

 
 

3. RESULTS AND DISCUSSIONS 

 

The result of descriptive statistical test of 30 data of dependent and independent variable in 

technology company can be seen in the following table. 

 

Table 2. Descriptive Statistics 

Source: Data Processing using EViews 12 

 

 

 

 

 

 

 

 

 

 

 

 

The chow test shows the cross-section chi-square probability value is 0.0000. It is smaller than the 

level 5% significance. It indicates Ha is accepted and the estimation model chosen from the Chow 

Test is Fixed Effect Model (FEM). 
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Table 3. Chow Test Result 

Source: Data Processing using EViews 12 

 
 

After Chow Test, Hausman test is used to proven the model used in this research is Random Effect 

Model (REM). The Hausman test shows that the probability value of random cross-section is 

0.9284, bigger than the level 5% significance. Therefore, Ha is accepted and the model used in 

this research is Random Effect Model (REM). 

 

Table 4. Hausman Test Result 

Source: Data Processing using EViews 12 

 
 

After Hausman Test, Lagrange Multiplier test is used to proven the model used in this research is 

Common Effect Model (CEM). The Lagrange Multiplier test shows that the probability value of 

Breusch-Pagan cross-section is 0.002, smaller than the level 5% significance. Therefore, Ha is 

accepted and the model used in this research is Random Effect Model (REM). 

 

Table 5. Lagrange Multiplier Test Result 

Source: Data Processing using EViews 12 
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Here is a summary table of the classical assumption test results for the variables to be used: 

 

Table 6. Classical Assumption Test 

Source: Data Processing using EViews 12 

 
 

From the results of multiple regression analysis (shown in Table 7), the adjusted R2 value of 

0.149583 indicates that 14.95% of the dependent variable in this study, namely financial distress, 

can be explained by the independent variables in the form of net working capital, capital 

expenditure, growth opportunities, and firm size. While the remaining 85.05% is explained by 

other variables outside the variables in this study. The results of the simultaneous significance test 

(F-test) show that the independent variables in this study simultaneously affect the dependent 

variable, with a Prob (F-Statistic) value of 0.089488. The hypothesis test results are shown in Table 

2, which shows the suitability of the regression model used. 

 

Table 7. Multiple Regression Analysis Results 

Source: Data Processing using EViews 12 

 



International Journal of Application on Economics and Business (IJAEB) 

Volume 2, Issue 2, 2024. ISSN: 2987-1972 

https://doi.org/10.24912/ijaeb.v2i2.3518-3530  3527 

The multiple linear regression is obtained as follows: 

 

CASH HOLDING = 0.016660 NWC - 0.183587 CAPEX - 0,0000794 GROWTH + 0.020159 

SIZE + e 

According to the results of the partial significance test (T-test), independent variables that affect 

the dependent variable are net working capital, capital expenditure, growth opportunities, and firm 

size where the Prob value for each variable is below 0.1.  The results are shown as follows: 

 

Table 8. The Results of Hypotheses Testing 
Hypothesis Coefficient Significance Conclusion 

Ha 

H1 Net Working Capital has a insignificant positive influence 

on Cash Holding. 

0.016660 0.7811 H1 Rejected 

H2 Capital Expenditure has a significant negative influence on 

Cash Holding. 

-0.183587 0.0341 H2 Rejected 

H3 Growth Opportunity has a insignificant negative influence 

on Cash Holding. 

-0.0000794 0.9074 H3 Rejected 

H4 Firm Size has a positive significant influence on Cash 

Holding.  

0.020159 0.0775 H4 Rejected 

 

4. CONCLUSIONS AND SUGGESTIONS 

 

The first hypothesis, which states that net working capital has a negative and significant effect on 

cash holding, is rejected.  This is because technology companies need large funds. These funds 

can be referred to as the burn rate which will be used to expand. Therefore, the net working capital 

ratio of technology companies cannot determine the optimal or ideal amount of cash holding. In 

addition, the technology sector studied in the study only amounted to 10 companies and was still 

in the pandemic period so that the research results obtained were not significant. The results of 

this study are in line with Arfan et al. (2017) [6], Hanaputra & Nugroho (2021) [13], Afif & 

Prasetiono (2016) [2], and Silvy & Rasyid (2021) [20]. 

 

The second hypothesis, which states that capital expenditure has a positive and significant effect 

on cash holding, is rejected. This can be caused because technology companies tend to make 

capital expenditures for intangible assets higher than PPE. In 2021, PT Kioson Komersial 

Indonesia Tbk has an amount of intangible assets of IDR 6,966,510,070, while the amount of PPE 

is IDR 1,166,669,105. This proves that capital expenditures made are more concentrated on 

intangible assets. The results of this study are in line with research conducted by Hengsaputri & 

Bangun (2020) [14] and Kudu & Salim (2021) [16]. 

 

The third hypothesis, which states that growth opportunities have a positive and significant effect 

on cash holding, is rejected. This is because the optimal level of cash holding is not influenced by 

growth opportunities. Companies with limited growth opportunities will have less cash. Limited 

growth opportunities indicate uncertainty in future investment. That is what makes companies use 

cash for short-term investments that are more profitable than long-term investments or even leave 

money idle. That way, the company will avoid financial problems and minimize unwanted risks.  

Conversely, if the company sees prospects in the future, of course, the company will tend to have 

a lot of cash to invest. The money is obtained from external funding, the goal is to be able to easily 

access the capital market. By entering the capital market, the company will get funds from 

investors, which can then be used for business expansion. The results of this study are in line with 

research conducted by Valent & Yanti (2023) [21], Hengsaputri & Bangun (2020) [14], Lim & 
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Yanti (2023) [17], Andreas & Tjakrawala (2023) [5], Aldri & Rasyid (2023) [3], Widjaja & Thio 

(2023) [22], and Chireka & Fakoya (2017) [8]. 

 

The fourth hypothesis, which states that firm size has a negative and insignificant effect on cash 

holding, is rejected. Optimal cash is not influenced by the size of the company. Large companies 

may have small cash standards, but can utilize them optimally. Vice versa, small companies if they 

cannot utilize cash optimally, then they will need large cash to develop their business. In essence, 

using sufficient cash is an effective and efficient step for the welfare of the company. Another view 

states that, the larger the company, the more stable cash balances they will generate, have resources 

for their investments, and have minimal risk of financial difficulties. Meanwhile, small companies 

are generally more vulnerable to financial difficulties due to unstable cash. The results of this study 

are in line with research conducted by Kariuki et al. (2015) [15], Afif & Prasetiono (2016) [2], 

Wijaya & Bangun (2019) [23], Davidson & Rasyid (2021) [9], Aldri & Rasyid (2023) [3], Silvy 

& Rasyid (2021) [20], and Chireka & Fakoya (2017) [8].  
 

This research only used 4 independent variables, namely net working capital, capital expenditure, 

growth opportunities, and firm size. Second, the samples used in the study were limited to 30 

technology enterprises. Third, the period in this study was only three years, namely from 2020-

2022.   

 

Some suggestions for further researchers are:  

For future research: (a) include other independent variables like leverage, cash flow, profitability, 

or liquidity; (b) use moderating variables; (c) extend the observation period to demonstrate the 

long-term impact of the independent variables; (d) involve companies outside the technology 

sector, such as consumer goods companies, to yield diverse results. 

 

For investors: based on this study, it's advisable for investors to identify more profitable investment 

opportunities and reduce associated risks within this sector. 

 

For the researched technology companies, based on the findings on factors affecting cash holding, 

it is hoped that appropriate decisions will be made in managing their cash effectively. Additionally, 

this research's contribution is expected to aid in the sustainable development of the technology 

sector industry. 
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