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Abstract

The relationship between the fundamentals of a firm and cash holdings is an interest topic in financial accounting
and financial market literature. Adequate cash holdings can lead to higher profits and financial flexibility, allowing
companies to take advantage of opportunities. Therefore, the real estate and property sector requires optimal
liquidity holdings to avoid losing investment opportunities and achieve organizational goals. This study examines
the effect of controlling share ownership and profitability on cash holdings in the corporate sector. Our samples
are the real estate and property sub-sector from 2018 to 2021. The study uses quantitative methods with an
archival technique from a capital market database. We performed multiple linear regression to test our
hypotheses. The findings show that controlling share ownership has a significant influence on cash holdings.
However, the profitability impact on cash holding is not supported. Our study has several limitations, i.e., (1) The
study focused only on sub-sector real estate and property, and (2) Our sample period was conducted during 2018-
2021. Originality/value examines the effect of controlling share ownership and profitability on cash holdings in
the corporate sector, with a focus on the real estate and property sub-sector from 2018 to 2021.

Keywords Controlling share ownership, Profitability, Cash Holding

INTRODUCTION
Cash is a part of the asset from a company. The liquidity of the companies is reflected by

the amount of cash that they have. The more cash gives the management of company the option to
choose the opportunity of profitable projects. However, there is a cash of the companies able to
induce the agency conflict between the manager and the shareholder (Huang et al., 2022). Based
on asymmetry information, managers tend to use the cash of the companies to their benefit rather
than the interest of shareholders. However, the pecking order perspective suggested that
companies prefer to use retained earnings or cash to add to their capital structure when
considering additional expenses, leading to a reduction in profit. In maximizing profit, the
managers of companies prefer to decrease expenses and maintain or increase revenue. Thus,
companies perform cash holding to invest in profitable projects. They also hold their cash to
maintain their business operations day to day. However, the preference liquidity concept states
that investors prefer to choose the firm that is more liquid than others.

A large number of studies have examined that cash holding companies are impacted by
several factors, i.e.,, ownership structure and firm value (Afifa et al., 2021), CEO overconfidence
(Aktas et al, 2019), governance structure and firm value (Asante-Darko et al, 2018), over-
investment behavior (Bhuiyan & Hooks, 2019), internal control and risk management (Chen et al,,
2020), state ownership (Chen et al,, 2018), ex post bargaining and executive compensation (Cheng
etal, 2022), CEO beliefs (Deshmukh et al., 2021), promoter ownership (Gupta & Bedi, 2020), and
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former CEO director (Li & Lan, 2022). However, the prior literature cannot relate to emerging
markets. The literature stated that the capital market is affected by country factors. We explore the
effect of controlling ownership and profitability on cash holdings of firms in emerging countries,
particularly the Indonesia Capital Market. the Capital Market is controlled by family ownership
(conglomerate) and Stated Ownership (Rezaee et al., 2019). The performance of public firms in
Indonesia is influenced by political connections (Joni et al., 2020). A few public firms in Indonesia
have implemented corporate governance (Martusa et al., 2023).

In international global competition, companies need cash and cash equivalents to operate
their business day-to-day. They also require cash to invest inprofitable future projects (Arora,
2019). Companies need to have sufficient cash to cover short-term and emergency funding needs,
which can be evaluated by their readiness, adequacy, and freedom to access cash (Suherman,
2017). An excessive amount of cash can reduce profit opportunities, but having sufficient cash can
also help with transactions and investments.

Cash holding within the corporate environment can be assessed from three parameters:
readiness, adequacy, and freedom. The readiness indicator of the company’s cash indicates that the
company has cash reserves that can be used as a medium of payment. The cash adequacy indicator
is a situation in which cash reserves are sufficient for transactions to be carried out. The indicator
of cash freedom is cash that is always available when needed, especially when the company faces
unexpected payments. Companies aim to maintain a balance of cash reserves to meet their needs
and maximize profits (Fernandes et al., 2021).

The companies perform cash holding activities to ensure that they have sufficient cash
reserves. Therefore, the company tries to reserve sufficient cash for operational activities, even
providing cash reserves with a certain tolerance, so that this trend can be fulfilled (Astuti et al,,
2020). This action allows the company to have a certain cash value in the form of physical assets.
This cash value also allows it to be distributed to investors associated with the company (Gupta &
Bedi, 2020).

The real estate and property sector will see a decline in both economic growth and
investment realization in 2020. The Investment Coordinating Board recorded a realization of IDR
22 trillion in 2020, which is a decrease from the previous year’s IDR 23.7 trillion. This decline in
investment indicates that external funding is becoming scarce, making it crucial for companies in
this sector to have ample cash reserves to support their operations and maintain stability.

Having good liquidity, as stated by Sari and Ardian (2019), can help companies generate
profits by allowing them to have financial flexibility and cash reserves to take advantage of
potential negotiation and acquisition opportunities. Adequate cash holdings, as noted by Astuti et
al. (2020), are crucial in keeping the company liquid and meeting obligations. Asset liquidity is a
target for business management, investors, and financial analysts, and holding an optimal level of
liquidity is necessary in the real estate and property sector, as low liquidity levels can result in
missed investment opportunities and failure to achieve organizational goals. However, having too
much cash can result in increased opportunity costs, according to Sutrisno (2017).

The global recession has emphasized the importance of corporate cash holdings, as
companies with more liquidity are better equipped to weather economic downturns (Arora, 2019).
The trade-off theory proposes that firms strive to strike a balance between their cash holdings and
profits by considering the marginal costs and profits. According to Sutrisno (2017), the real estate
and property sector has experienced a decrease in investment and a sluggish economy, making
cash a crucial element for companies to maintain their viability. Adequate cash holdings can lead
to higher profits and financial flexibility, allowing companies to take advantage of opportunities.

Afifa et al. (2021) showed that conflicts of interest caused by concentration ownership
positively affect cash holdings. Thus, increasing cash holdings of the company decreases the risk of
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its day-to-day operational business and meet short-term obligations. However, Gupta and Bedi
(2020) show that promoter ownership negatively impacts cash holdings. Based on efficient
monitoring hypothesis, a large number of shareholders are able to serve in monitoring the
management of company and give added value to the policy of corporate. Their research uses
companies in the non-financial sector in India. However, the real estate and property sector
requires optimal liquidity holdings to avoid losing investment opportunities and achieve
organizational goals. The purpose of this research is to examine the effect of controlling share
ownership and profitability on cash holdings companies in the real estate and property sectors of
the Indonesia Capital Market.

LITERATURE REVIEW
Cash holding

Holding sufficient cash on hand is crucial for companies to support their day-to-day
operations and invest in profitable future projects. The research of Afifa et al. (2021) stated that the
management of companies holds the cash in purposing to lower the operational risk and meet
short-term targets. However, the concentration of ownership can induce agency conflict and
negatively impact cash holding companies (Gupta & Bedi, 2020). Therefore, the real estate and
property sector experienced low economic growth in 2019 and 2020 and saw a decrease in
investment realization, indicating a decrease in external capital funding. Companies should
consider their cash reserves to finance operational activities (Suherman, 2017). Good liquidity can
lead to profits and financial flexibility for a company, allowing them to take advantage of investment
opportunities. Cash holdings, also known as cash and cash equivalents, are crucial for companies to
make payments, meet emergencies, and can invest.

Cash is a liquid short-term asset that is essential for a company’s operations (Suherman,
2017). Excess cash provides financial security, but holding too much cash can lead to missed profit
opportunities and expense to benefit the shareholder (Afifa et al., 2021). Managing cash holdings is
important for all parties involved in the company, including managers, analysts, and investors.
Having tangible assets or receivables is not enough, as running out of cash can result in losses.
Companies tend to hold cash to maintain liquidity rather than for payments or investments. Cash is
needed for routine daily operations such as buying inventory, paying debts, and financing company
operations (Sari & Ardian, 2019). According to the literature on cash holding, the reasons
companies hold cash are as follows (Gupta & Bedi, 2020).

a. Personal benefit of company management. The company holds excessively cash to use
the resources of company in private target and when the shareholders are highly
dispersed.

b. Precaution motive: The company holds cash as a reserve in case of unexpected expenses
in the future.

c. Speculation motive: Companies hold cash to predict future interest rate increases.

d. Arbitrage motive: Cash holding is used by companies to profit from differences in fiscal
policies between countries.

An excessive amount of liquidity in a company can threaten or negatively affect liquidity so
that it can reduce company performance. Conversely, insufficient liquidity can cause difficulties in
paying short-term debt (Suherman, 2017). Cajias et al. (2020) examined the determinants affecting
the liquidity of residences in the rental market across cities in Germany using censored quantile
regression. The results showed that the development of socioeconomic and its economic effects
affected each city. The development comprises population, working population, real GDP,
household disposable income, unemployment rate, vacancy rate, and construction activity. Prior
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studies also provide empirical evidence that the growth rates of COVID-19 cases affect firms
differently through their asset holdings. They use commercial real estate (CRE) assets owned by
listed U.S. equity real estate investment trusts (REITs) from January 21, 2020 to April 15, 2020. The
findings showed that there is a negative relationship between abnormal return and COVID-19. The
firms of retail and residential properties react more negatively among all sectors. However, the
performance of the health care and technology sectors correlates positively with COVID-19 (Ling et
al,, 2020). Furthermore, we examine cash holdings in real estate because the sector is unique and
important in terms of economic and socioeconomic aspects, especially in the Covid-19 pandemic.

Controlling Share Ownership

Controlling shareholders are those who are classified as primary shareholders who control
the company. The controlling shareholder has the right to become the controlling shareholder if he
owns a number of majority shares in the company (Sari & Ardian, 2019). Financial performance can
be influenced by managerial, institutional, and individual share ownership in large numbers as a
form of block-holder ownership. Controlling shareholders can determine strategic decisions, one of
which is the tendency to determine the amount of cash.

Institutional ownership is the portion of ownership acquired by institutional owners and
shareholders at the end of the year. Institutions are companies engaged in banking, investment,
insurance, or other entities that resemble corporations. On the other hand, block owners mean
personal ownership of more than 5% on behalf of people who are not part of management
ownership. Shareholders can perform management oversight functions or are referred to as central
functions. This supervision aims to ensure that shareholders get good and optimal returns (Sari &
Ardian, 2019).

Profitability

Profitability is a measure of a company’s success in generating returns from its business
activities and provides an overview of operational efficiency in running a business. Operational
efficiency is reflected in profits. Kieso et al. (2020) revealed that profitability is an indicator that
measures a company’s income or operational success over a certain period of time. Investors invest
in company shares for profit, which is a combination of income and capital gains. The higher the
earnings power, the more profitable it is. The finance manager is responsible for raising the
company'’s capital to maintain inventory and profitability. Profitability can affect a company’s cash
reserves because when profitability increases, cash reserves actually decrease (Arora, 2019).

Hypothesis Development

Pecking order theory states that a company must choose between internal and external
sources of funding. Companies with a low level of profitability tend to find it difficult to issue equity,
which can result in changes from cash holdings. Companies with low profitability rarely make
decisions that can affect the amount of cash holdings in the company because they do not have the
freedom to increase or decrease the amount of cash as needed (Astuti et al,, 2020). However, there
is agency conflict between management and shareholders. Based on asymmetric information,
management tends to keep more cash for personal benefit. Therefore, the shareholder gets the
expense of the result from the management decision. According to Afifa et al. (2021), when
managerial ownership is high, managers tend to act in their own self-interest, often at the expense
of shareholders. Furthermore, companies with a high level of managerial ownership tend to hold
more cash (Gupta & Bedi, 2020). Jebran et al. (2019) stated that with strict supervision, all
information provided by management must be open and transparent to stakeholders.
Transparency automatically discourages management from taking actions that are harmful to the
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company. In conclusion, when institutional ownership increases, cash holdings decrease (Gupta &
Bedi, 2020).

H1: Controlling share ownership has a significant effect on cash holding.

Based on the pecking order theory, profitability will increase the company’s liquidity, which
means more internal resources. Increased internal funding can be used by companies in their
financial activities, thereby avoiding the risk of uncertain income and reduced liquidity. Firms with
a high return on assets indicate strong profitability, increasing their cash reserves (Afifa et al,,
2021). High profitability indicates a company’s ability to generate high profits for itself. These
profits become retained earnings that support the company and increase its cash holdings.
Conversely, a less profitable or low profitability company will continue to deplete its cash and rely
on debt for funding (Cheryta et al., 2018). According to Yun et al. (2021), a corporation’s sales and
profits can be increased by establishing a strong cash reserve through effective cash management,
resulting in a positive overall cash flow. Cash is a crucial element that allows a business to succeed
and thrive. A high level of profits can result in a company having more cash at its disposal.
Therefore, the hypothesis is described as follows.

H2: Profitability has a significant effect on cash holding.

Gupta and Bedi (2020) revealed that in the context of influence, institutional ownership
influences cash holdings. Managers look out for their own interests rather than giving back to
shareholders when the company has poor investment opportunities. On the other hand, the
research of Chada and Varadharajan (2023) shows that institutional ownership and profitability
affect cash holdings.

According to Gupta and Bedi (2020), when managerial ownership is high, managers tend
to prioritize their own interests over those of shareholders. Companies with high levels of
managerial ownership also tend to hold more cash. According to this perspective, managers hold
onto a large amount of corporate cash as it reduces risk and gives them more discretion. However,
having a high amount of cash can also lead to the issue of free cash flow and create a conflict of
interest between managers and shareholders, as ownership and control are separated. Some
studies have suggested that managerial ownership can align the interests of shareholders and
managers because when managers have an ownership stake, they bear the consequences of their
decisions.

Other studies have demonstrated that return on assets (ROA) serves as a signal of
profitability, demonstrating the company’s ability to generate profits using its total assets (Chada
& Varadharajan, 2023). An increase in net profit can be an indication that a company can mark its
operations using internal funds, so that the company will save a larger amount of cash.

H3: Controlling share ownership and profitability has a significant effect on cash holdings.

RESEARCH METHOD
This research employs a quantitative approach with an archival technique. We use

secondary data sources, specifically annual reports obtained from the Indonesia Stock Exchange
(IDX). A quantitative approach is a study that proves a theory and hypothesis by numerically
measuring search variables and analyzing data using statistical techniques or mathematical models.
The quantitative approach is an exploratory approach to test hypotheses by testing the accuracy of
statistical data. The dependent variable (Y) is cash holding, and the independent variable (X)
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controls share ownership and profitability.

The research population comprises real estate and property companies listed on the IDX
during the 2018-2021 period. The researcher chose the population for 2018-2021 because it
illustrates company fluctuations because of the COVID-19 pandemic. However, a prior study
showed that regulation of social and physical distancing in the Covid-19 pandemic created a change
in people’s preference from apartments to landed houses (Gamal et al., 2023). The sample is part of
the population size and characteristics. Samples were selected using the random sampling method.
The sampling criteria in this study are as follows:

1. Real estate and property companies listed on the IDX in 2018-2021 consecutively have not
experienced losses.

2. Publish financial reports in IDR currency and have financial reports ending December 31 during
the research year, namely, 2018-2021.

The regression equation is formulated as:

Yie = Bo + B1 Xuic + B2 Xoic + € (1)

Noted:

Yie: Cash holding company i at time t;

X1 Total controlling shares of company i at time t;
Xo: Profitability of company i at time t;

t: Fiscal year;

Eit: Residual error in the regression equation.

FINDINGS AND DISCUSSION
The number of research samples according to predetermined criteria was 20 companies,

so that for 4 years of observation, 80 samples were obtained. Based on the central limit theorem,
the numbers of samples from this study reflect the distribution normal and population (Gujarati,
2009).

Normality Testing
The normality test was performed using the non-parametric Kolmogorov- Smirnov (KS)
statistical test. If the sig value > 0.05, then the data are normally distributed.

Table 1. Normality Test
Amount Meaning
Normality sig 0.072 (>0.05) Sig 0.072 (>0.05) Normal data distribution

The results of the normality test shown in Table 1 stated that the calculated significance
value was 0.072 > 0.05. These results indicate that HO is accepted, meaning that the data are
normally distributed.

Autocorrelation Test

The autocorrelation test method uses the Durbin-Watson test with the following conditions:

1. If the value of d is less than dL or greater than (4-dL), the null hypothesis is rejected, indicating
autocorrelation.

2. If d falls within the range of dU to (4-dU), the null hypothesis is accepted, indicating the absence
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of autocorrelation.
3. If d falls within the range of dL to dU or between (4-dU) and (4-dL), a definite conclusion cannot
be drawn.
Table 2. Autocorrelation Test

Amount Value Meaning

Durbin Watson 1.351 There is no positive or negative autocorrelation

The results of the autocorrelation test shown in Table 2 state that the Durbin- Watson value was
1.351, meaning that this value complied with the requirements dU < d < 4-dU so that it could be
concluded that neither positive nor negative autocorrelation occurred.

Multicollinearity Test

Multicollinearity between independent variables can be assessed by examining the
inflation variation coefficient (VIF) and tolerance value. If the tolerance value is greater than 0.01
and the VIF value is less than 10, it suggests the absence of multicollinearity.

Table 3. Multicollinearity Test

Score Amount Meaning
VIF Controlling Sh
Omro mg are 1.006 (<10) No multicollinearity
Ownership
VIF Profitability 1.006 (<10) No multicollinearity

The results of the multicollinearity test shown in Table 3 state that the VIF value is 1.006
<10 for controlling share ownership and profitability variables, meaning that there is no
relationship between the independent variables.

Heteroscedasticity Test

The heteroscedasticity test aims to determine the effect of residual homoscedasticity on the
data or having a similar variance. This test was carried out using the Glejser test. If the regression
coefficient () is not significant or sig > 0.05, then there is no heteroscedasticity, which is also called

homoscedasticity.
Table 4. Heteroscedasticity Test
Score Amount Meaning
X1 regression of residuals 1.000 (>0.05) There is no heteroscedasticity
X2 regression of residuals 1.000 (>0.05) There is no heteroscedasticity

Table 4 explains that the sig value is 1.000 for controlling share ownership and profitability
variables with sig > 0.05, indicating that there is no heteroscedasticity from the research results.

Simultaneous Test (F-Test)

Based on the results of the simultaneous test, a sig value of 0.002 <0.05 was obtained. The
test results shown in Table 5 conclude that the simultaneous hypothesis is accepted, meaning that
controlling share ownership and profitability have a simultaneous effect on cash holdings.
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Table 5. Simultaneous Test

Score Amount Meaning

Effect of controlling sh
ownei(;h(i) (:I)lr(li r(1)'olfrilt§1;il?reon F=6.574 Reject HO;
pandp v Sig = 0.002 Accept H3

cash holdings

Partial Test (T-Test)

Based on the results of the partial test shown in Table 6, it can be concluded that controlling
share ownership has a significant effect on cash holdings with a significance value of 0.001 <0.05,
indicating that H1 is accepted. On the other hand, profitability has no significant effect on cash
holdings with a significance value of 0.297 > 0.05, indicating that H2 is rejected.

Table 6. Partial Test (T-Test)

Score Amount Meaning

Effect of the number of controlling T=3.467 Reject HO;
shares on cash holdings Sig = 0.001 Accept H1
Effect of profitability on cash T=1.050 Accept HO;
holdings Sig = 0.297 Reject H2

The Coefficient of Determination
The coefficient of determination shown in Table 7 indicates the regression ability to explain
the dependent variable. It can be seen from the adjusted R square that can be multiplied by 100%.

Table 7. Coefficient of determination test
Score Amount Simultaneous Influence

Adjusted R Square 0.158 15.8%

Based on Table 7, the adjusted R Square value is 0.158, which means that the simultaneous
effect of controlling share ownership and profitability is 0.158 100% = 15.80%. Meanwhile, 84.20%
is influenced by other variables.

By referring to the results of the partial test, controlling share ownership has a significant
effect on cash holding. This agrees with Afifa et al. (2021), where oversight has the aim of
guaranteeing shareholders get good and optimal returns. Thus, cash holding in the companies
studied tends to depend on the percentage of share ownership of the controlling party, in which the
company is given more freedom to have a cash holding value according to the required amount
(Sari & Ardian, 2019).

Improper cash holding in business can result in idle funds or unused cash. Unused funds
result in company assets that should be used for investment and produce returns that are less than
optimal for investors. In addition, large amounts of idle cash can also cause several other problems
that can disrupt company operations (Astuti et al., 2020).

The research of Gupta and Bedi (2020) explains that a high level of control encourages
managers to raise cash in companies in line with the company’s need to reduce cash holding
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problems. The Board of Directors prioritizes common interests and determines the optimal amount
of cash value so that it does not create unexpected risks due to the accumulation of money in the
company. In addition, large controlling ownership allows management to reserve sufficient cash
for the company. If there is an increase in institutional ownership, the company’s cash holdings
have the potential to increase.

The partial test results suggest that profitability does not have a significant impact on cash

holdings, meaning that a company’s profits do not necessarily lead to an increase in its cash
holdings. This finding is consistent with Astuti et al. (2020), who found that the amount of cash a
company holds is not necessarily linked to its ability to increase or decrease cash as needed,
especially in smaller companies.
In general, a company with a high level of liquidity is reflected in its optimal cash holdings, which
can help finance the company in times of crisis. The higher the company’s cash holdings, the less
likely it is to experience financial problems. However, excessive cash holdings can also harm a
company’s profitability.

The level of cash holdings that a company maintains is not dependent on its profitability,
but rather on how much cash it perceives it needs to hold compared to its competitors. Some
businesses opt to retain cash and prioritize high-value activities, while others keep cash reserves
to increase its use in the future in case of urgent funding needs.

In general, the hypothesis that controlling share ownership and profitability have a
simultaneous impact on cash holdings is accepted. This agrees with research by Gupta and Bedi
(2020), who found that institutional ownership plays a crucial role in monitoring management, as
it encourages better supervision and benefits shareholders. However, institutional ownership’s
influence as a supervisory agent can be diminished by their significant investment in the capital
market.

This agrees with the research of Chada and Varadharajan (2023). ROA as an indication of
profitability shows a company’s ability to generate profits with the total assets in the company. This
research is also in line with the research of Cheryta et al. (2018), who explained that profitability is
an indication that a company can mark its operations using internal funds by saving cash in the
form of cash holdings.

Although a recession economy incurs worldwide during pandemic covid-19, a study by
Gamal et al. (2023) showed that in Indonesia, customers change preference of housing, i.e., from
apartment to landed house. Because they must perform social and physical distancing. We choose
profitability and cash holding to measure the performance of the listed firms in COVID-19. We also
use controlling ownership as a variable because this factor affects listed firms in the Indonesia
Capital Market (Rezaee et al,, 2019).

CONCLUSIONS
In this study, we examined the effect of controlling ownership and profitability on cash

holding companies. This research utilized companies from the real estate sector. The findings of
this research conclude that controlling share ownership influences cash holding. However,
profitability affecting cash holding is not supported. However, controlling share ownership and
profitability have a simultaneous effect on cash holding. The results support the concept of agency
conflict, i.e., shareholders try to monitor managers in using cash of the companies in accordance
with the best interest of the shareholder. The other argument is that managers keep the companies’
cash to invest in profitable future projects. This agrees with the pecking order theory.

The implications of this research include two factors: practical and theoretical implications.
The practical implication provides information to investors related to the motive of managers to
use the companies’ cash, i.e., to invest in profitable future projects. For example, the projects have
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positive NPV. This research contributes to the literature on financial accounting and capital
markets, especially relating to controlling share ownership, cash holding, and profitability.

LIMITATION AND FURTHER RESEARCH
This research has several limitations. First, this research was conducted in companies in

the real estate and property sector. For example, the companies of the information technology
sector had growth in COVID-19. This will be an interesting topic to examine in future research. The
result of this research will give different findings if the research is examined in other sectors.

Second, the time horizon of this research was conducted during 2018-2021 periods. If this
research is conducted over longer periods, the results will give different results and increase the
generalizability of the research. We also suggest investigating cash holding related to the
investment of ESG or sustainability factors from the companies. In emerging markets, whether
companies have invested in sustainability or ESG in strategic business or not.
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