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Abstract 

This research aims to investigate empirically the 

determinants of cash holdings of manufacturing 

companies which are listed on Indonesian Stock 

Exchange (IDX) for the period of 2012

determining factors which were chosen include debt 

maturity structure and probability of financial distress

This research took 636 company-year observations as 

research sample by using purposive sampling technique 

in selecting the sample.  By applying multiple linear 

regression analysis, the result revealed that debt 

maturity structure has negative significant relationship 

on cash holdings and probability of financial distress h

positive significant relationship on cash holdings. These 

findings provide evidence that when companies have 

larger proportion of long-term debt, they will keep lower 

amount of cash. And when companies face financially 

distressed, they will keep higher amount of cash in the 

company because of precautionary motive which make 

desire to hold more cash. 
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1. Introduction 

In late 2008, the financial crisis that occurred in America provides impact not only in the 

America but also other continents like Europe, Asia, Africa and Australia. Generally the 

financial crisis occurred because companies failed to maintain their liquidity. This 

condition shows the sense of the importance of maintain liquidity in a company. One way 

to maintains liquidity and minimizes risk by managing the level of cash that is owned by 

the company appropriately.  

Cash is the most liquid of current asset which can be used to meet the needs of company 

immediately. According to Gill and Shah (2012) cash holdings can be defined as cash which 

is hold by company and accessible for physical assets investment as well as to distributes to 

shareholders. Managing the cash properly is an essential consideration to be done by 

company because of the level of cash which is hold can impact condition of the company 

itself. Company tends to hold cash too little will lead to difficulties in meeting short-term 

needs. While holding cash too large will likely not be able to conduct business activities 

with maximum result that lead to be a loss for companies because not able to achieve 

optimum profitability. 

For financial managers, determine the level of cash is an important decision that should be 

taken for the sake of continuity of the company's financial performance (Suherman, 2017). 

When company acquired the additional influx of cash, then a manager must make a 

decision as to whether the cash will be used for dividend distribution to shareholders, 

make investments, purchase shares, or keep the cash for other purposes in the future. 

According to Bates et al. (2009) there are some reasons underlie companies increase the 

amount of their cash. One of these is the transaction motive which explains that company 

holds liquid assets with aim of saving the cost of conversion to cash, so when there are 

emergency needs, the company can immediately comply. 

Research on determining factors of cash holdings is a crucial thing for companies. By 

knowing what factors affect cash holdings, companies can determine the magnitude level of 

cash which must have in order not to cause any shortage or excess cash. This research aims 

to investigate the determining factors of cash holdings based on market imperfections such 
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as debt maturity structure and probability of financial distress. This is because it is still rare 

in world of research in Indonesia and need to further research. 

There were inconsistent results against the researches which have been conducted before 

regarding corporate cash holdings. The results are combined as there are different ways of 

measurement used. Brick and Liao (2016) conducted a research regarding cash holdings 

and debt maturity. They found positive relationship existed among debt maturity and cash 

holdings which only holds to firms that suffer from asymmetric information. In contrast, 

Teruel and Solano (2008); Shah (2011); Harford et al. (2014) and Shabbir et al. (2016) 

show different result which is negatively significance relationship concerning debt 

maturity structure and cash holdings. 

In Spanish, Martinez-Sola et al. (2018) investigated the influence of likelihood of financial 

distress towards cash holdings. They found that positive relationship existed between both 

of those variables. This is consistent with Ogundipe et al. (2012) that shows positive 

significance relationship between likelihood of financial distress and cash holdings using 

sample from Nigeria Stock Exchange. In contrast, Kariuki (2015) and Farinha, Mateus and 

Soares (2018) claimed negative linear relationship between probability of financial distress 

and corporate cash holdings. 

2. Literature Review and Hypotheses 

2.1. Trade-off Theory 

The focal point of this theory is related to benefit and cost which is developed by 

Modigliani and Miller (1963). This theory argues that optimal level of cash is considering 

the opportunity cost arising out from holding cash as well as the benefits derived from such 

activities. Opportunity cost occurs because company prefers to hold its cash compared to 

invest it in any investment which can be profitable. The cost in holding cash is due to the 

low return because of less investment which is conducted by company. The benefits by 

holding certain level of cash namely reduce probability of financial distress and minimizes 

the cost of liquidating assets (Ferreira & Vilela, 2004). 

Management would like to maximizes the well-being of their shareholders with hold cash 

at a level which the benefits of holding that cash equivalent or even exceed the costs that 

incurred to hold that cash (Opler et al., 1999). The company's value can also be maximized 

by time value of marginal benefit exceeds marginal value of cost of certain level of cash. 
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2.2. Cash Holdings 

Cash has very essential meaning in support of each company's activity. Cash comprises 

cash on hand and cash in the bank. Cash is always aligned with cash equivalent which is the 

short-timed investment and very liquid. Cash which is available and held in the company 

referred by the term of cash holdings. 

Cash holdings is defined as cash which is hold by company and accessible for physical 

assets investment as well as to distributes to shareholders (Gill & Shah, 2012). Cash can be 

used for transaction purposes such as payment of salaries or wages, purchases of fixed 

asset and payment of dividend. There are four major motives that make company hold cash 

in certain amount (Bates et al., 2009). They are motives of transaction, motive of 

precautionary, motive of tax and motive of agency. First, transaction motive explains that 

company holds cash in order to reduce the cost of liquidation of assets when cash is needed 

in the urgent condition. Second, precautionary motive explains that company holds extra 

cash to deal with a situation that could not have been predicted earlier that require capital 

spending. Third, tax motive explains that company prefers to hold cash rather than paying 

dividends because of the high taxes are payable by company. Fourth, agency motive 

explains that managers tend to hold cash rather than pay it to shareholders when the 

company has a chance of bad investments and use such cash to gain advantage for their 

own. 

The level of holding cash might affect optimal profit to be obtained by company. The 

amount which is too much will affect profit to be gained by company because of investment 

opportunities that are missed. While the amount of cash that is too little can affect the 

degree of company liquidity. Thus, by hold optimal level of cash, company does not have to 

sacrifice the profit from missed investment for the sake of company liquidity. Therefore, 

the determination of cash amount became crucial to be considered. 

2.3. Debt Maturity Structure and Cash Holdings 

The level of debt structure concerning short term and long term debt in company can give 

impact on decision making regarding determination of total liquid assets which exist 

within company. As with research conducted by Guney et al. (2003) who found empirically 

that debt maturity structure affect amount of company’s current assets which are available 

in the company. In addition, Brick & Liao (2016) conducted a research regarding cash 
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holdings and debt maturity. They found that there is a positive relationship between debt 

maturity and cash holdings which only holds to firms that suffer from asymmetric 

information. In contrast, Pastor & Gama (2013) had different results which is negatively 

significance relationship between debt maturity structure and cash holdings. 

The usage of short-term debt requires companies to negotiate a renewal of their credits 

periodically with magnitudes of risk refinancing. Thus, company with larger amount of 

short-term debt will maintain higher cash to avoid financial pressure which is faced if their 

loans failed to be renewed (Teruel & Solano, 2008). Therefore, companies that hold more 

part of long-term debt will keep lower cash because they will not face financial pressure 

since there are not many loans need to be renewed.  

H1: Debt maturity structure negatively influences company’s cash holdings 

2.4. Probability of Financial Distress and Cash Holdings 

The costs of financial difficulties arise when companies are unable to meet payment of their 

obligations in the contract with third parties, both in the short and long term obligations 

(Teruel & Solano, 2008). This condition will trigger to hold higher amount of cash within 

the company. There are researches which have been conducted to see this relation. Guney 

et al. (2003) and Ozkan & Ozkan (2004) argued the company who is experiencing financial 

distress can increase their cash levels to reduce the risk of default. 

In Spanish, Martinez-Sola et al. (2018) investigated the influence of financial distress 

towards cash holdings. They found empirically that positive relationship existed between 

both of those variables. This is consistent with Ogundipe et al. (2012) and Farinha et al. 

(2018) that showed positive significance relationship between financial distress and cash 

holdings. In contrast, Kariuki et al. (2015) claimed negative linear relationship between 

probability of financial distress and corporate cash holdings. 

H2: Probability of financial distress positively influences company’s cash holdings 
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3. Research Method 

3.1. Model Specification 

To investigate the influence of debt maturity structure and probability of financial distress 

on company’s cash holdings, this research applies multiple regression model analysis 

which is as follows:  

CH = α0 – α1DMS + α2PFD + � 

The dependent variable (Y) of this research is cash holdings (CH) which is calculated by 

using cash and cash equivalent divided by total assets (Ogundipe, et al., 2012). While, the 

independent variables (X) represent by debt maturity structure (DMS) which is calculated 

by using ratio of long-term debt to total debt (Teruel and Solano, 2008) and probability of 

financial distress (PFD) which is calculated by using proxy which is developed by Altman 

(1968).  The proxy can be seen as follows: 
 

PFD = .012X1 + .014X2 + .033X3+ .006X4+ .999X5 

Description: 

PFD  :  Probability of financial distress 

X1  :  Working capital  Total assets 

X2  :  Retained Earnings  Total assets 

X3  :  Earnings before interest and taxes  Total assets 

X4  :  Market value equity  Total liabilities 

X5  :  Sales  Total assets 

3.2. Sample Selection 

The sample of this research is manufacturing companies listed on the Indonesian 

Stock Exchange (IDX) for the period of 2012-2017. This research uses purposive sampling 

technique by using some certain criterions that are set by researcher in selecting the 

sample. The criterions are as follows:  

1) Manufacturing companies listed on Indonesian Stock Exchange (IDX) during 

period of 2012-2017. 

2) Manufacturing companies which publish the annual report for the consecutive 

period of 2012-2017. 
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The total manufacturing companies listed on Indonesian Stock Exchange (IDX) during the 

year of observation are 138 companies. While, 32 other companies did not publish their 

annual report consequently. Therefore, the total sample of this research is 106 

manufacturing companies. Thus, it can be determined that the total sample is 636 

company-year observations. 

4. Findings and Discussions 

4.1. Descriptive Statistics 

Descriptive statistics were performed to know the description of each research 

variable. Descriptive statistics that used in this research includes minimum, maximum, 

mean, and standard deviation value. The following table presents the result of descriptive 

statistics of the data studied. 

Table 1 

Descriptive Statistics Test Result 

 N Minimum Maximum Mean 

Std. 

Deviation 

CH 636 .0004 .6304 .090523 .1049223 

DMS 636 .0003 .9421 .307629 .2161650 

PFD 636 -.3323 7.7106 2.511588 1.2950931 

Valid N (listwise) 636     
 

CH    : Cash Holdings 

DMS : Debt Maturity Structure 

PFD  : Probability of Financial Distress 
 

Source: Output SPSS 22.0 (2018)  

 

The Table 1 portraits the descriptive statistic result of all research variables which are cash 

holdings, debt maturity structure and probability of financial distress for the period of 

2012-2017 by using 636 research samples. Based on the table, it shows that cash holdings 

minimum value is 0.0004 while the maximum value is 0.6304. The mean value of cash 

holdings is 0.0905 with standard deviation of 0.1049. It means that ratio of cash to total 

assets which is hold by a company in average is 9.05%. The debt maturity structure 

minimum value is 0.0003 and the maximum value is 0.9421. The mean value of debt 

maturity structure is 0.3076 with standard deviation of 0.2161. It concludes that ratio of 
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long-term debt to total debt in average is 30.76%. The mean value of probability of 

financial distress is equal to 2.5115 with standard deviation of 1.2950. The minimum value 

is -0.3323 and maximum value is 7.7106. 

4.2. Hypothesis Testing 

4.2.1 F-Statistical Test 

F-statistical test is basically used to examine the effect of all independent variables 

simultaneously on the dependent variable. The result of F-Test can be seen in the Table 2. 

 

Table 2 

F-Statistical Test Result 

ANOVAa 

Model 

Sum of 

Squares Df Mean Square F Sig. 

1 Regression .448 2 .224 21.680 .000b 

Residual 6.542 633 .010   

Total 6.991 635    

a. Dependent Variable: CH 

b. Predictors: (Constant), PFD, DMS 
 

Source: Output SPSS 22.0 (2018)  

 

Table 2 shows that the significant value of f-test is 0.000 and the value is lower than the 

significance level of 0.01 (1%). As the result, it is stated that debt maturity structure and 

probability of financial distress simultaneously influence company’s cash holdings. 

4.2.2 T-Statistical Test 

T statistical test is principally used to investigate the influence of independent variables 

individually towards dependent variable (Ghozali, 2013:99). The result of t-statistical test 

is shown in Table 3. 
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Table 3 

T-Statistical Test Result 

Coefficientsa 

 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

T Sig. B Std. Error Beta 

1 (Constant) .035 .012  3.059 .002 

DMS -.030 .020 -.040 -.621 .005 

PFD .021 .003 .256 6.536 .000 

Source: Output SPSS 22.0 (2018) 

 

The result of Table 3 showed that debt maturity structure (DMS) has a value of t -0.621 

with the significance level of 0.005. The significance value is lower than the significance 

level of 0.01 (1%). Therefore, it shows that debt maturity structure influences the cash 

holdings. Hence, the first hypothesis (H1) is accepted. Probability of financial distress (PFD) 

has a value of t 6.536 with the significance level of 0.000. The significance value is lower 

than the significance level of 0.01 (1%). Therefore, it shows that probability of financial 

distress influences the cash holdings. Hence, the second hypothesis (H2) is accepted. 

4.3. Discussion 

4.3.1 Debt Maturity Structure and Cash Holdings 

Debt maturity structure (X1) has a value of t -0.621 with the significance level of 0.005. The 

significance value is lower than the significance level of 0.01 (1%). It means that debt 

maturity structure influences cash holdings in this research. This result is in line with the 

research which is conducted by Shah (2011); Harford et al. (2014) and Shabbir et al. 

(2016) who found empirically that debt maturity structure has negative significance 

relationship towards cash holdings. They argue that firms that use more long-term debt 

have less risk of refinancing and less information asymmetry. Therefore, firms will keep 

lower cash if they have large amount of long-term debt. 

The result acquired from this research supports the hypothesis expected. Therefore, it is 

proved that companies with large amount of long-term debt will keep smaller amount of 
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cash because they will not face financial pressure since there are not many loans need to be 

renewed. Therefore, when company with larger proportion of short-term debt will 

maintain higher cash to avoid financial pressure which is face if their loans failed to be 

renewed (Teruel & Solano, 2008). Consequently, it shows negative relation among debt 

maturity and cash holdings. 

4.3.2 Probability of Financial Distress and Cash Holdings 

Probability of financial distress (X2) has a value of t 6.536 with the significance level of 

0.000. The significance value is lower than the significance level of 0.01 (1%). Therefore, it 

shows that probability of financial distress influences cash holdings. Hence, H2 is accepted. 

This result is supported by Ogundipe et al. (2012) and Farinha et al. (2018) who investigate 

the influence of financial distress towards cash holdings. They found positive significance 

relationship between financial distress and cash holdings. In contrast, Kariuki et al. (2015) 

claimed negative linear relationship between likelihood of financial distress towards 

corporate cash holdings. 

The result acquired from this research is in line with the hypothesis expected. Therefore, 

when the company faced the financial distress it will lead the company to hold more cash 

and vice versa. Guney et al. (2003), Ferreira & Vilela (2004) argue that financial distressed 

companies might raise their cash levels in order to decrease their default risk. 

5. Conclusion 

This research investigated empirically the influence of debt maturity structure and 

probability of financial distress on company’s cash holdings by using hypothesis testing 

design. SPSS 22.0 software is used to apply the test. Based on result of the test, it confirms 

that debt maturity structure and probability of financial distress simultaneously influence 

company’s cash holdings. Partially, both of debt maturity structure and probability of 

financial distress have significant influence on company’s level of cash holdings. The debt 

maturity structure has negative significant relationship on cash holdings at significant level 

of 1%. And probability of financial distress has positive significant relationship on cash 

holdings at significant level of 1%. These findings are in accordance with the developed 

hypotheses. Therefore, it proves that when companies have a larger proportion of long-
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term debt, it will make them to hold lower amount of cash. And when company face 

financial difficulty, it will trigger to hold more cash than usual because of precautionary 

motive for dealing effectively with unexpected events that require cash outlay. 

However, this research only used two independent variables as the proxy of the cash 

holdings which are debt maturity structure and probability of financial distress. 

Meanwhile, there are many other variables can be tested to measure the company’s cash 

holdings such as growth opportunity, leverage, net working capital and dividend policy. As 

recommendation, it should be extended in the future. 
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