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THE NEXUS BETWEEN FEMALE
DIRECTORS AND CORPORATE
CASH HOLDINGS: EVIDENCE
FROM INDONESIA

Abstract

In the last decade, gender diversity on boards or women in the boardroom has gained
the attention of academics and practitioners. This paper aims to explore how wom-
en directors affect corporate cash holdings in Indonesia. This study utilizes data on
Kompas 100 index firms for 2014-2021. A fixed-effect estimator is used to analyze data.
The study reveals that female directors positively influence cash holdings. This finding
remains robust when employing an alternative proxy for female directors and exclud-
ing observations during the COVID-19 period. Additionally, the findings indicate no-
table variations in cash holdings between companies with and without female directors.
Regarding control variables, a firm’s cash holdings are negatively influenced by board
size, leverage, company size, and net working capital. Firm profitability and growth
opportunities positively influence cash holdings. This paper also documents that insti-
tutional ownership weakens the nexus between female directors and cash holding. The
findings highlight that female directors hold higher amounts of cash because of their
increased risk aversion. This study enriches the discussion on female directors and
cash-holding levels in a developing country with a two-tiered board system.

Keywords cash holdings, corporate governance, female directors,
institutional ownership, agency theory
JEL Classification G30,]16

INTRODUCTION

Cash management is a vital aspect of financial decision-making for
firms, as managers are faced with the choice between holding or using
cash. Effective cash management contributes to firm value. Decisions
made regarding cash management provide crucial insights to inves-
tors regarding how a company effectively manages its assets.

Equality is a fundamental principle of effective corporate governance
implementation, in which an issue that has developed in the last dec-
ade is gender diversity. Recently, the representation of female in the
boardroom has increased over time (Dezsé & Ross, 2012). Indonesia
ranks fourth in the Women in Business 2020 report, with the greatest
proportion of women in senior management, at 37%. This report also
shows an improvement in gender equality initiatives in Indonesia over
the previous year, including efforts to provide coaching and guidance
(52 percent), foster an inclusive culture (35 percent), and set targets or
quotas for gender balance at the senior level (31 percent).

Board gender diversity has the potential to impact cash holding policy by
influencing opportunistic managerial behavior. The percentage of female
board members indicates how diverse the board is regarding gender (Atif
et al., 2019). From an agency theory perspective, precautionary motives
can incentivize female directors to hold cash (Zeng & Wang, 2015).
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1. LITERATURE REVIEW

Cash is an essential component of company assets
(Akhtar et al., 2018). It is used to fulfill a company’s
operational activities. A financial manager must
know how much cash they have on hand. Agency
problems may arise from cash-holding decisions
(La Porta et al., 2000). Agency conflicts between
management and shareholders occur when man-
agement maintains a certain cash levels for their
benefit rather than the interest of shareholders
(Chen & Chuang, 2009; Kalcheva & Lins, 2007).

For corporations that prioritize their shareholders,
the board of directors is a crucial control. Agency
issues in a corporation can be minimized by prop-
er composition of the board of directors (Bathala &
Rao, 1995). In performing their duties, female di-
rectors can help better monitor accountability and
managerial performance (Chen et al.,, 2017; Rose,
2007). Female directors have different characteris-
tics, such as monitoring abilities, unique work styles,
and leadership styles for emerging agency problems
(Cox, 1993; Daily & Dalton, 2003). To successfully
carry out their monitoring responsibilities, boards
benefit from having female directors.

Board gender diversity and cash holding nexus
has been investigated by prior research. Zeng and
Wang (2015) look on how CEO gender affects cash
holdings. Zeng and Wang (2015) document that fe-
male CEOs intensify their cash holding levels, par-
ticularly in non-state-owned Chinese listed firms.
Compared to male CEOs, female CEOs prioritize
the precautionary aspect of cash while showing less
concern for opportunity costs.

Adhikari (2018) explores how female executives in-
fluence cash holdings. Adhikari (2018) documents
that female executives have a positive impact on
firm cash holdings in the United States. The rea-
son for this finding is the precautionary motive.
Furthermore, female directors strongly influence
cash policy in financially constrained firms.

Using data from 18 European countries, La Rocca
et al. (2019) show that women in executive positions
positively affect firm cash holdings. When women
hold executive positions, this tendency significantly
influences businesses’ financial decisions. The main
result is moderated by the institutional factor.
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Utilizing a sample of listed firms in the United
States, Atif et al. (2019) show that gender diver-
sity reduces cash holdings. They also document a
significant negative effect attributed to women’s
independent directors, highlighting their role in
monitoring company activities. Furthermore, the
presence and engagement of female directors re-
duce cash levels.

By highlighting the diverse responsibilities played
by women in the boardroom, Cambrea et al.
(2020) examine the effects of board gender diver-
sity and cash holdings using Italian-listed compa-
nies. They demonstrate that the presence of wom-
en doing monitoring duties is causing a reduction
in cash holdings. On the other hand, businesses
run by female CEOs have more cash.

Ismail et al. (2022) explore how gender diversity
influences cash holding levels. Additionally, they
examine the moderating effect of investor protec-
tion. Ismail et al. (2022) demonstrate that business-
es with greater board gender diversity have low-
er cash levels. In addition, they provide evidence
that nations with better protection for investor
have less cash on hand. The inverse relationship
between cash holdings and gender diversity is less
prominent in nations with enhanced protections.

The investigation of gender diversity, cash lev-
els, and dividend policy is conducted by Nadia
and Hanafi (2023) using listed firms in ASEAN-4
countries. They reveal that the percentage of fe-
males in the boardroom positively affects cash
holdings and negatively affects dividend policy.
Additional analysis shows a nonlinear relation-
ship between female presence in the boardroom
on cash holding and dividend policy.

To sum up, prior empirical research shows differ-
ent results. Different institutional contexts and re-
search period can cause these conflicting findings.
Further investigation on gender diversity and cash
holding nexus must be conducted to shed light on
this research issue.

There is still discussion on the connection between
board gender diversity and cash holdings. This
study assumes that female directors in Indonesia
are less adventurous. More female directors main-
tain more cash because of precautionary reasons.

http://dx.doi.org/10.21511/imfi.20(4).2023.13
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Female directors perform better company mon-
itoring functions by increasing accountability
and auditing (Adams & Ferreira, 2009). Zeng and
Wang (2015) show that firms with more female di-
rectors tend to be more prudent in managing cash,
so their cash holdings are greater than those of
firms with fewer or no women directors. Barber
and Odean (2001) and Bliss and Potter (2002) sug-
gest that females tend to be more cautious when
taking risks than males and exhibit more signifi-
cant concern regarding allocating company funds.

Institutional investors often have specific invest-
ment objectives, such as maximizing shareholder
value or achieving specific financial goals (Celik
& Isaksson, 2014; Schoenmaker & Schramade,
2019). If these objectives align with the prefer-
ence for higher cash holdings, they may support
or encourage decisions made by female directors
to hold more cash. Institutional investors are good
at monitoring, so ensuring that management con-
ducts its activities in a manner that aligns with the
optimal interests of shareholders (Macey, 1997;
Wang & Wei, 2019). They may scrutinize the de-
cisions made by female directors regarding cash
holdings and hold them accountable. This over-
sight can moderate the relationship because in-
stitutional investors may influence female direc-
tors’ decisions or exert pressure to maintain an
optimal level of cash holdings. Mohd et al. (2015)
and Loncan (2020) find that institutional owner-
ship negatively influences cash holdings. On the
contrary, Jiang et al. (2021) demonstrate that insti-
tutional ownership positively affects the value of
cash holdings. This study argues that institutional
ownership moderates the relationship between fe-
male directors and cash holdings.

Investigating the relationship between female di-
rectors and cash holdings in Indonesia is the pur-
pose of this study.

This study puts forth the following hypothe-
ses based on prior empirical research and the
Indonesian context:

HI: Corporate cash holdings are positively im-
pacted by female directors.
H2:  Businesses with and without female directors

have significantly different cash holdings.

http://dx.doi.org/10.21511/imfi.20(4).2023.13

H3: Institutional ownership attenuates female
directors and cash holding nexus.
2. METHODS

The population in this study comprises Kompas
100 index firms for 2014-2021. According to
Herdhayinta et al. (2023), the market capitalization
of the Indonesia stock exchange as a whole compris-
es roughly 70-80 percent of shares of the Kompas
100 index. With the following criteria, a purposive
sampling technique is used to select the sample for
this study: 1) consistently included in the Kompas
100 index during 2014-2021; 2) non-financial firms;
and 3) complete data. This paper utilizes data from
annual reports and the Indonesian Capital Market
Directory.

Fifty-five non-financial public firms are consistently
included in the Kompas 100 index from 2014 to 2021.
Of these, all public companies have complete da-
ta. There are 440 firm-year observations in the final
sample.

Cash holdings serve as the outcome variable. There
are two measurements for cash holdings. CASH1 is
cash and cash equivalents scaled by net assets; mean-
while, CASH2 is cash and cash equivalents divided
by total assets (Bick et al., 2018; Opler et al., 1999).

In this paper, female directors are the primary in-
dependent variable. Following Adams and Ferreira
(2009) and Atif et al. (2019), female directors are
computed by the ratio of female directors among all
directors in a given fiscal year. For the robustness
check, this study also considers the number of fe-
male directors in a corporation.

According to Liu et al. (2014) and Atif et al. (2019),
board size (BOARD), net working capital (NWC),
company size (SIZE), leverage (LEV), return on as-
sets (ROA), and growth opportunity (GROWTH)
are the control variables used in this research.
BOARD is the total amount of directors. NWC is
defined as current assets minus current liabilities
divided by total assets. SIZE is the natural loga-
rithm of total assets. LEV is derived by dividing
total liabilities by total assets. ROA is calculat-
ed by dividing earnings after tax by total assets.
GROWTH is equity’s market value scaled by its
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book value. This study includes a YEAR dummy to
control for time-invariant factors. All continuous
variables are winsorized at the 1% level to lessen
the impact of outliers.

The research model used to test the first hypothe-
sis is as follows:

CASH, =a + BFEMALE, +
+B,BOARD, + B,NWC, + B,SIZE,, +
+BLEV, + B,ROA, + B,GROWTH , +
+BYEAR, + ¢, ,,

©)

where CASH is cash holdings, FEMALE is fe-
male directors, BOARD is board size, NWC is net
working capital, SIZE is firm size, LEV is leverage,
ROA is return on assets, GROWTH is growth op-
portunity, YEAR is a year dummy, and ¢ is the
error term.

A fixed-effects estimator is used to estimate the
research model mentioned above. There are two
robustness checks in this article. First, this paper
uses the total amount of women directors for the
alternative measure of female directors. Second,
we remove data on the 2020 and 2021 periods to
ensure whether the main findings are sensitive to
the COVID-19 period.

To test the second hypothesis, this study employs an
independent sample t-test. The study uses a dummy
variable, 1 for companies with female directors and
0 for companies without female directors. To deter-
mine whether there is a significant difference in cash
holdings, we assess the value of significance of the
independent samples t-test.

To test the third hypothesis, this study employs
the following regression model:

Table 1. Descriptive statistics

CASH,, = a + B, FEMALE, + f3,INST, +
+B,FEMALE, - INST, + 3,BOARD,, +
+BNWC, + BSIZE, + B,LEV, +
+BROA, + B,GROWTH,, + B, YEAR, +¢,,,

@

where INST is the institutional ownership, defined
as the proportion of shares owned by the institu-
tional investors. The coefficient of FEMALE - INST
is expected to be negative, demonstrating that the
institutional investors play a vital role in attenuat-
ing female directors and cash holding nexus.

All data analyses will be performed using Stata.

3. RESULT

Table 1 displays a statistical summary of the re-
search variables. The average cash holding during
the research period is 10% and 11% for CASH1 and
CASH2, respectively. This demonstrates that compa-
nies in the Kompas 100 index are likely to have high-
er cash levels. Around 12% of the directors from the
sample are women. The average size of the board of
directors is 6.322. The average net working capital is
0.057. The average value of company size is 13.304 (in
the natural log of total assets). The average leverage is
0.488. The average return on assets is 0.102. Growth
opportunity has an average value of 1.827.

Table 2 summarizes the correlation among research
variables. The correlation between CASH1 and
CASH?2 is high because they capture a similar phe-
nomenon. Multicollinearity is present if the corre-
lation between explanatory variables is more than
0.80 (Gujarati & Porter, 2009). As shown in Table
2, the correlation is under 0.80, demonstrating that
multicollinearity does not exist in the model.

Variables Observations Mean Standard Deviation Minimum Maximum
CASH1 440 : 0.072 0.001 0.303
CASH2 440 0.073 i 0001
FEMALE 440 5.148 0.000
BOARD LA 1973 3000
NWC Ao 1067 0025
SIZE 440 0.473 12.038
Lev LI 0.206 0125
ROA 440 0.021 0.063
GROWTH 440 1103 "6.051 """""
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Variables

CASH1

CASH2

FEMALE

GROWTH

CASH1 ;
cAsH2
FEMALE

BOARD

NWC

1

L7002

0112

LT0:218

o783
0056
0124

70033

1

0036

l,m

o018

0.315

-0.164

.-0.094_

0.247

T2

0.128

"ROA

ROA 0207 0 0219 -0.105
GROWTH 0.126 0.101 0.051

The regression results for the first hypothesis are
shown in Table 3. This study documents a positive
and significant coeflicient of FEMALE at the 1% level
for CASH1 and CASH2. Female directors are relat-
ed to more cash-holding levels. A 1% rise in women
directors intensifies cash levels by 11.2% for CASH1
and 7.3% for CASH2. The first hypothesis is there-
fore supported.

In general, the results regarding the control var-
iables are similar to prior literature. Cash hold-
ing has a positive impact on return on assets and
growth opportunities. In contrast, it shows a neg-
ative connection with board size, net working cap-
ital, firm size, and leverage.

Table 3. Baseline regression results

the alternative proxy for female directors. Table 4
shows that the primary results are unchanged. A
company’s cash holding is positively impacted by
female directors. Next, this study removes obser-
vations in the 2020 and 2021 periods. Again, the
results have similar findings as in baseline regres-
sion results. Table 5 confirms the main regression
findings.

Table 4. Alternative measure of female directors

CASH1
L 0407** L 0.064%*
(0.034) (0.023)

oy (oooy

Variables CASH2

FEMALE

BOARD

Variables

CASH1

CASH2

NwC

(0.052)

SIZE

L.70.1057

N S

oz
(0058

—0.113***;

0028) . 003

0.112%**
... 10038
L0002
(0.001)
L..70100
10089

_0104%%

0.073***

0.025)

FEMALE

BOARD

NwC

SIZE

LEV

. lo0os)
oo

oo
0.015***
(0.004)

U 0.013

e A0:124)
JYeareffect o Yes
Adj R 0.241

ROA

(0.059)

Constant

Note: Parentheses are used to report robust standard errors.
Significant values are shown by ***, ** ‘and *, respectively,
at 0.01, 0.05, and 0.10.

This study performs the first robustness check
by using the total amount of women directors as

http://dx.doi.org/10.21511/imfi.20(4).2023.13

oo
looos) i (0.005)
5*
057) 0.
Coms T e
0005) ... (0004
0.196*
N -

oves L
0.221

LEV

ROA

GROWTH :

SRS N S
.. 0.114)

e
0232

Constant

Year Effect
Adj R?

Note: Parentheses are used to report robust standard errors.
Significant values are shown by ***, ** ‘and *, respectively,
at 0.01, 0.05, and 0.10.

Table 5. Excluding observations during
the COVID-19 period

Variables

CASH1
L0098
...0.03D)

L7003

CASH2
L0053
.016)
L0002

FEMALE

BOARD

NwWC
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Table 5 (cont.). Excluding observations
during the COVID-19 period

Variables CASH1 : CASH2
—0.112%** ; —0.120%**
SlZE N S
10032 034) .
—0.017*** —0.017***
LEV P S
o 10059
0.020%***
GROWTH T
o 10:005) (0.004)
0.204*
e (O 116)
Yeareffect o ....Yes

Adj R? 0.254

Note: Parentheses are used to report robust standard errors.
Significant values are shown by ***, ** and *, respectively,
at 0.01, 0.05, and 0.10.

Table 6 summarizes the results of the independent
sample t-test. The value of Sig is lower than 0.01,
0.05, and 0.10, indicating significant cash-holding
differences between businesses with and without

Table 6. Independent sample t-test results

female directors. Table 6 also shows that compa-
nies with female directors have higher cash levels
than businesses without women directors, both
for CASH1 and CASH2. Hence, this finding sup-
ports the second hypothesis.

The primary findings show that female directors
positively affect firm cash holdings. This paper fur-
ther tests the moderating role of institutional own-
ership. As displayed in Table 7, the coeflicient of
the interaction variable is negative and significant,
implying that institutional investors moderates the
link between cash holdings and female directors.
Therefore, the third hypothesis is also supported.

4. DISCUSSION

Prior research has shown conflicting findings
on the connection between gender diversity in
top management and cash holdings. This study
demonstrates that female directors in Kompas

Variables Female Observations Sig.
256

CASH1 0.005

CASH2 0.002

§At least One Female

Table 7. The moderating effect of institutional ownership

Variables CASH1 CASH2
0.101*** 0.073%**
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ i l0037)
0.091**

0115**
.. 0020"

...0182%

B I
LToooer
(0002

L.o012e*
_(0.056)

L.oodo7eee

017%%*
(0.005) i

00s9)
0005)
_0108)

o Xes
0.265

Note: Parentheses are used to report robust standard errors. Significant values are shown by ***, ** and *, respectively,

at 0.01, 0.05, and 0.10.
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100 index firms tend to be conservative in cash
holding policy. Compared to male directors, fe-
male directors may place greater emphasis on the
precautionary cash incentive and less on the cash
opportunity cost. This leads to greater cash hold-
ings. Risk-averse women directors argue that in-
ternal financing is safer than external financing.
The results of this study support Adhikari (2018),
La Rocca et al. (2019), and Zeng and Wang (2015).

Regarding the control variables, return on assets is
positively linked to firm cash holdings, demonstrat-
ing that companies with higher cash holdings are
more profitable. The book-to-market ratio, which re-
flects growth opportunity, positively associates with
cash holdings. Companies that have more chances to
grow have more cash on hand. Conversely, business-
es with more directors and net working capital pos-
sess less cash. Firm size negatively affects cash hold-
ings. The amount of cash a company possesses de-
creases with its size. Leverage negatively influences
cash holdings, indicating that companies with more
cash holdings are less indebted.

Companies with female directors have more
cash than businesses without them. This find-
ing is in line with the agency theory, which con-
tends that female directors can get incentives by
leaving the profitable projects (Zeng & Wang,
2015). They are more conservative in holding
cash than males, supporting the evidence from
Huang and Kisgen (2013).

Institutional ownership weakens female direc-
tors and cash-holding nexus. In companies with
large institutional investors, the impact of wom-
en directors on cash holdings is thus less pro-
nounced. In line with Loncan (2020), the find-
ings verify that institutional ownership reduces
cash holdings.

Future studies should explore the moderating
variables that probably affect the association be-
tween female directors and cash-holding deci-
sions. Furthermore, future research should con-
sider not only gender but also the qualifications
and experience of women directors.

CONCLUSION

This study uses Indonesian Kompas 100 index companies to investigate the relationship between female
directors and cash holdings. The results demonstrate that female directors increase cash holdings. This
finding is robust by using an alternative measure of female directors and removing observations in the
COVID-19 period. This study also finds significant cash-holding differences in companies with and
without female directors. The effect of women directors on cash holdings is less prominent in companies
with high institutional investors.

These results support previous studies conducted in other countries, indicating that the association be-
tween female directors and cash management relates to the institutional context of the study. The results
provide essential insights for corporations and investors in Indonesia, highlighting the importance of
determining gender composition in the boardroom to maintain cash holdings.

This study implies for Indonesian firms and investors. Companies should carefully consider women’s
selection in the top management. Investors should be conscious that women directors hold more cash.
This tendency intensifies the likelihood of missing profitable projects.
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