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Abstract
Purpose
This study aims to examine the effect of cash, receivables, inventory and working capital on firm
value.
Design/methodology/approach
This study uses a purposive sampling method for companies listed on the IDX, with a study period
of 2009-2018. Total observations or n samples are 1960. Hypothesis testing uses the panel of fixedeffect regression and moderation regression.
Findings
The results of research or hypothesis testing indicate that cash, receivables and inventories have a
positive effect on firm value. Working capital has a positive effect on firm value. Inflation, rupiah
exchange rates and risk-free interest rates moderate the effect of working capital on the firm's
value.
Research limitations/implications
The implication of this research is that good working capital management will increase company
value. Macroeconomic conditions of a country will affect the management of working capital and
company value.
Originality/value
The research contributes empirical evidence, managerial contributions and methodological
contributions.
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INTRODUCTION
Working capital management, investment and funding decisions is very important for financial
managers who have the goal of increasing the prosperity of the owner and the value of the
company. Efficient working capital management can allocate capital to more strategic goals that
can improve company performance (Lind et al. 2012; Brigham and Houston, 2009). Working
capital management is important to increase profitability, company risk. Optimal working capital
management occurs if working capital is following the required amount, not overinvestment or
underinvestment (Hanafi, 2014; Kristanto and Hanafi, 2019).
Cash is a very liquid asset and can be used immediately to meet the operational needs of the
company. Optimal cash is cash that must be maintained by the company so as not to experience
advantages or disadvantages. Cash is needed to meet the needs of daily operational activities. Cash
can be used for several things, such as distributed as cash dividends, repurchasing shares, and for
other sudden needs (Gill and Shah, 2012; Acharya et. al, 2007).
Turbulent business development and high diversity, it takes choice in optimal working capital.
Financial managers must be able to have flexible financial policy priorities and handle financial
distress. Several studies have found that cash size measures range from 8% to 10.5% (Ki, et.al,
1998; Opler et.al, 1999; D'Mello, et.al, 2008; Bigelli and Sancez, 2012). Business
internationalization, financial integration market, hyper-competitive and business growth requires
financial flexibility.
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Empirical studies of working capital are still controversial. The use of large working capital will
bring benefits and large capital costs. Empirical studies of the effect of working capital on firm
value show mixed results. The moderating factor of the effect of working capital on firm value
also found mixed results.
Companies that use external funding require expensive costs due to constrained access to the
capital market or because of the economic crisis. Companies will increase working capital when
access to the capital market is difficult or during an economic recession (Adjei, 2011). The
implication is that economic conditions influence the amount of company working capital.
Working capital management is also determined and or influenced by external conditions.
Macroeconomic conditions such as interest rates, inflation, GDP, currency exchange rates, and
other external conditions (Duchin et. al, 2010; Kim et. al, 2006; Hassan et. al, 2014).
This study aims to examine the effect of working capital on firm value (non-financial firms) in
Indonesia. Test the moderating variable for the effect of working capital on firm value. Moderating
variables are macroeconomics such as inflation rates, interest rates and the exchange rate of the
rupiah against the dollar in Indonesia. The research contributes empirical evidence, managerial
contributions and methodological contributions.
LITERATURE AND HYPOTHESIS REVIEW
Management of working capital is needed to run a business. Trade between benefits and
costs is needed in determining the amount of working capital. So there is pressure to hold working
capital to a minimum amount sufficient to support smooth business operations (Brigham and
Houston, 2009).
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Working capital management is important when it involves decisions about the amount
and composition of current assets and their funding. The greater the proportion of current assets,
the smaller the risk of running out of cash. Raheman and Nashr (2007) revealed that to achieve
optimal working capital management, managers must be able to control the trade-off between
maximizing profitability and accuracy of liquidity. An optimal working capital management will
contribute positively to creating corporate value (Howorth and Westhead, 2003). Inaccuracy in
managing the working capital component will result in difficulties in the company's operations.
The consequence is the company's market value will fall. All components of working capital,
namely cash, securities, receivables and inventories, have an important role in increasing the value
of the company. Efficient working capital management is very important to create value for
shareholders (Shin and Soenen, 1998). Profitability and liquidity are the silent goals of working
capital management (Smith, Beaumont and Begemann, 1997).
Ordinary cash is used immediately to meet the company's financial obligations. Because it
is liquid, cash provides the lowest profit. The main problem with cash is to provide adequate cash
so that liquidity is not disrupted (Brigham and Houston, 2009). Boumol (1952) identified that the
cash requirements should be balanced so that neither too high nor too low. The cash management
of the Miller and Orr models uses the determination of the upper and lower limits of cash balances.

In financial and managerial science, Opler et. al, (1999) use cash management models by
comparing the benefits and costs of cash holding to identify the optimal level of company liquidity
(trade-off model). The pecking order theory model reveals that the optimum level of cash is a
function of managers' preferences by using internal resources, reducing transaction costs and
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asymmetric information. Cost-benefit and liquidity research that has a positive impact on company
performance was conducted by Pinkowitz, el.all (2003), Fresard (2010).
Empirical studies find positive effects of working capital on company performance
(Kalcheva and Lins, 2007; Loncan and Caldeira, 2014; Tingting, 2014). Studies in various
countries, such as USA, Taiwan, Malaysia, Australia, Sweden, Pakistan, were conducted by Smith
(2014) Rashid (2014), Al Dhamari and Kun (2014), Darush and Ohman (2014), Azmat (2014),
Tae-Nyun Kim (2013). The results of the study indicate that the company's working capital is
positively related to the company's value in various proxies. The company allocates working
capital at a normal level. Working capital is used to maximize the welfare of shareholders. And
manager or management or controlling shareholder. Cash, receivables, inventories that are above
normal should be used for investments that have a positive NPV.
Empirical studies find differences in the effect of working capital on firm value in various
countries — two competing findings in working capital policies. The first view reveals that greater
working capital will increase firm value. Some studies that support this view include Moussa
(2018), Wasiuzzaman (2015), Abuzayed (2012), Mohamed and Saad (2010), Ogundipe et al.
(2012), Deloof (2003), Lee and Stowe (1993), Dunn and Cheatham (1993). Another view revealed
that there was a negative influence on the amount of working capital and firm value (Almeida and
W. Eid, 2014; Vural et al., 2012; Kieschnick et al., 2011; Garcia-Teruel and Martinez-Solano,
2007); Deloof, 2003).
Theoretically, there is some explanation about the motives of companies to invest large
amounts of working capital. Blinder and Mancini (1991) revealed that the greater the amount of
inventory, the less the cost of their inventory. Companies will eliminate the risk of higher prices
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determined by their suppliers. Large inventory allows companies to provide better service and
reduce inventory depletion. Credit sales policies will increase sales and loyalty (Petersen and
Rajan, 1997; Ng et al. 1999; Wilner, 2000). Increased sales and loyalty provides benefits for the
company. Allowing buyers to verify the quality of goods reduces asymmetric information (Lee
and Stowe, 1993; Smith 1987). Deloof and Jegers (1996) state that credit sales will help consumers
in choosing products when the quality of products on the market is the same. Sales will encourage
consumers to make purchases when demand is low.
Working capital management is very relevant in periods where macroeconomic conditions
are good enough. Many companies use external funding, which is expensive and / or difficult.
Companies tend to increase working capital during an economic recession (Adjei, 2011). The
implication is economic conditions certainly influence the magnitude of the company's working
capital. Companies face many uncertainties and cause risks. Changes in interest rates can cause
companies to face risks, namely: the risk of changes in income levels, and the risk of changes in
market value due to changes in interest rates — Likewise, changes in the exchange rate of a
country's currency against other currencies. A country's currency is a reflection of the country's
economic conditions. If a country's economy improves, then that country's currency tends to
strengthen against other country's currencies.
Research results in various countries show that macroeconomics influences firm value
(Kim et. al. 2005; Carvajal, 2015; Nguyen and Ngo, 2014; Hassan Tanha, Michael Dempsey and
Terrence Hallahan, 2014). Adjei research (2011) found that the value of the company will decline
when the economic crisis begins. Large companies experience a decline in performance and have
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low cash holding and high short-term debt. Companies can be said to have limitations in funding,
and that depends on external funding.
Working capital helps the company in liquidity, the company's position and reduces the
possibility of bankruptcy in times of crisis. In times of crisis, the company experiences a decrease
in cash flow. The company funds investment projects with cash reserves and tends to increase
debt, issuing new shares to maintain business equilibrium. Research by Faulkender (2006),
Acharya (2007) Denis and Sibilkov (2010), Fresard (2010), Duchin (2010) found that there was a
negative influence between the economic crisis and external funding, handling corporate
investment and decreasing the company's working capital.
Based on the theoretical description and various empirical studies, the hypotheses to be
tested are:
Hypothesis 1. Cash accounts receivable, inventory has a positive effect on firm value.
Hypothesis 2. Working capital has a positive effect on firm value.
Hypothesis 3. Inflation, rupiah exchange rates and risk-free interest rates moderate the effect of
working capital on firm value.
RESEARCH METHOD
This study uses a quantitative approach through hypothesis testing and secondary data
analysis. Study the theory and empirical study results used for the conceptual framework of
research. The study uses a large number of listed companies so that they can explain the
phenomenon that they want to prove.
This study uses data from various sources, including the Indonesian Capital Market
Directory (ICMD), Bloomberg. The sample issuers on the Indonesia Stock Exchange are non137
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financial companies. The number of n study samples was 1960 observations. Determination of the
sample using a purposive sampling method. Some criteria, namely: Non-financial public
companies in Indonesia which are classified based on the IDX classification system. The company
has all the research variable data for 2009-2018 (after the crisis).
Testing the research hypothesis using dynamic panel regression and tiered regression as
follows:
MTB = α0 + β1C / TAi, t + β2R / TAi, t + β3Inv / TAi, t + β4Lev / TAi, t + β5Agei, t + β6Industriali, t + ε i, t
MTB = α0 + β1WCi, t + β4Lev / TAi, t + β5Agei, t + β6Industryi, t + ε i, t

Where:
MTB

= Market value of equity / total assets

C / TA

= Cash & cash equivalent / total assets

R / TA

= Receivables / total assets

Inv / TA

= Inventory / total assets

WC / TA

= Working capital / total assets

age

= natural log firm age

industry

= industry

Regression tiered macroeconomic as follows:
Yi, t = α0 + β1xi, t + β2variable control +εi,j
Yi, t = α0 + β1Xi, t + β2Mi, t + β3Xi, t * β2Mi, t + β2o Control variables εi, j
Where:
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Y = MTB
X = Working capital (cash, accounts receivable , inventory)
M = moderating variable, i.e. macroeconomic: inflation, rupiah exchange rate,
interest rate.
ε = error term.

In this study, the union used multiple regression panel fixed effects and tiered regression.
Testing the specification of the model to determine the best equation model and can be used to
conclude using the normality test, classical assumptions, endogeneity test.
RESULTS AND DISCUSSION
A.

Descriptive Statistics
Descriptive statistics of independent and dependent variables in this study can be
seen in the table. 5.1. The results showed that the company's cash average was 9.55% of total
assets. The results of this study are consistent with previous studies that the average cash of
companies in Indonesia ranges from 8% -10% of total company assets (Kristanto and Hanafi,
2019, Da Cruz, 2015).
Table 1. Descriptive Statistics of Independent and Dependent Variables
MTB_TA

C_TA

R_TA

INV_TA

NWC_TA

L_AGE

Mean

23.898

0,0955

0,20006

0,4318

0,7275

1,2687

Maximum

44,828

0,3127

0,34380

0,5946

0,7711

1,6434

Minimum

0,0241

0,0000

0,0000

0,0000

0,0033

0,8450

Std. Dev.

0,1012

0,1238

0, 2563

0,1079

0,1342

0,1293

139

JOURNAL OF INDONESIAN APPLIED ECONOMICS

ISSN: 2541-5395 (ONLINE)

VOL. 10 NO. 2 (2022)

Observations

https://jiae.ub.ac.id/

1960

1960

1960

1960

1960

1960

Source: Data processed (2022)

The average of accounts receivable is 20% of total assets. The highest trade
receivables reached 34,38% of the company's total assets. This is possible because of the
previous year's accumulated receivables and also due to the type of company. The average
inventory is 43.18% of total assets. The company's working capital has an average of 72, 75%
of the company's total assets.
Descriptive statistics of moderation variables, namely inflation, the exchange rate of
the rupiah and risk-free interest rates can be seen in table 5.2. The average inflation during the
observation period was 5.16%, with the highest inflation rate of 8.38%. The rupiah exchange
rate has an average of Rp. 11,314.28 per US dollar. The highest rupiah exchange rate is Rp.
13,882.00. The average risk-free interest rate is 6,250% per year.
Table. 2. Descriptive Statistics of Moderation Variables
INFLASI

NT_RP

SBI

Mean

5,1599

11314,28

6,2500

Maximum

8,3800

13882,00

7,7500

Minimum

2,7800

9038,000

4,2500

Std. Dev.

2,1829

1910,488

1,2352

1960

1960

1960

Observations

Source: Data processed (2022)
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Hypothesis Testing
Hypothesis testing in research uses the Multiple Regression Fixed Effect Panel
Regression and Moderation. A summary of the statistical test results can be seen in table 3.
Table 3. Summary of Statistical Tests
2009-2018

2009-2013

2014-2018

Variabel

t- tabel

Prob

t-tabel

Prob

t-tabel

Prob

C_TA

9,5262

0,027

2,7391

0,006

3,2380

0,001

R_TA

8,8224

0,000

4,7169

0,000

-1,417

0,015

INV_TA

28,509

0,000

46,644

0,000

1,8761

0,000

NWC_TA

1895,8

0,000

1307,1

0,000

2,2539

0,023

Inflasi

107,72

0,000

NT_RP

25,625

0,000

SBI

44,134

0,000

Moderate

Source: processed data (2022)

1. Effects of Cash, Receivables, Inventory on Company Performance.
Cash
From the statistical test results with the Least Square Panel in table 5.3, it is known that
cash has a positive effect on firm value. This is evidenced by the value of the positive statistical
parameter C_TA of 9.5262 and is significant at the probability of 0.027 in the 2009-2018
observation year. Likewise, the observation years 2009-1013 and 2014-2018 show that cash has
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a positive effect on firm value. The results of this study are also consistent with the findings of
Anderson & Hamadi (2015), Da Cruz (2015), Kristanto, et al. (2019).
Cash and cash equivalents are assets that provide minimal income. Cash is needed to pay
salaries and raw materials, buy fixed assets, pay taxes, pay off debts, pay dividends, and others.
Because cash provides minimal income, the purpose of cash management is to minimize the
amount of cash that must be present in the company so that company activities can normally run
(Mamduh M. Hanafi, 2014). At the same time, the company has enough cash to take purchase
discounts, pay off debts that are due, and meet unexpected cash needs.
Receivables
From the statistical test results with the Least Square Panel in table 5.3, it is known that
receivables have a positive effect on company value. This is evidenced by the value of the
positive and significant statistic t parameter R_TA at a probability of 0,000 in the 2009-2018
observation year. Likewise, the observation years 2009-1013 and 2014-2018 show that
receivables have a positive effect on firm value. The results of this study are also consistent with
the findings of Kristanto et al. (2019), especially in companies listed on the IDX.
Trade receivables are company bills to other parties that have a period of not more than
one year. These receivables occur as a result of the sale of goods or services on credit
(installments). A receivable turnover is a number that shows how many times a company bills
its receivables in a certain period (Mamduh M. Hanafi, 2014). This figure is obtained based on
the relationship between average receivable balances and credit sales. Receivables turnover is
an effort to measure how often accounts receivable turn into cash in a year.
Inventory
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From the statistical test results with the Least Square Panel in table 5.3, it is known that
inventory has a positive effect on firm value. This is evidenced by the positive statistical
parameter t value of INV_TA of 28,509 and is significant at the probability of 0,000 in the 20092018 observation year. Likewise, the observation years 2009-1013 and 2014-2018 show that
inventory has a positive effect on firm value. The results of this study are also consistent with
previous research findings (Kristanto et al., 2019).
Inventory is the company's reserves for the production or sales process when needed. The
type of inventory is divided into two, namely, for trading companies are all goods traded, while
for manufacturing companies are raw goods, processed goods and finished goods. Investments
in inventory that are too large compared to the needs will increase interest expense, increase
storage and maintenance costs in the warehouse, increase the likelihood of losses due to damage,
decrease in quality so that all this will reduce the profits of the company Mamduh M. Hanafi,
2014). And vice versa, the existence of investments that are too small in inventory will also have
an effect that suppresses company profits. The higher the level of inventory turnover will reduce
the risk of losses caused by falling prices or due to changes in consumer tastes, besides that it
will save the cost of storage and maintenance of the inventory.

2. Effect of Working Capital on Company Performance.
From the test results statistically with the Least Square Panel in table 5.3, it is known
that inventory has a positive effect on firm value. This is evidenced by the value of the NWC_TA
statistical parameter t is positive and significant. The results showed that the working capital

143

JOURNAL OF INDONESIAN APPLIED ECONOMICS
VOL. 10 NO. 2 (2022)

ISSN: 2541-5395 (ONLINE)
https://jiae.ub.ac.id/

management variable measured using net working capital had a significant positive effect on
company performance using the book to market.
This study found the effect of working capital management on performance. The results
indicate that working capital management affects company performance. Working capital
management significantly affects profitability and an increase in probability is done by reducing
the days of collecting receivables and reducing inventory. Shin & Soenen (1998) found almost
the same results that working capital management affects profitability. These findings show that
managers can generate returns positive for shareholders by managing working capital
effectively. However, traditional thinking states that more investment in working capital
(conservative policy) also increases profitability. When there is a large inventory, this right will
reduce costs incurred due to interruptions in the production process, reduce costs supply, protect
against price fluctuations and lose business opportunities related to product scarcity (Blinder &
Maccini, 1991). Czyewsky & Hicks (1992) also concluded that companies with returns high on
assets have higher cash balances.
3. Macroeconomic Moderation on the Effect of Working Capital Company Performance
Macroeconomic
From the statistical test results with the Least Square Panel in table 5.3, it is known that
macroeconomics moderates the effect of working capital on firm value. This is evidenced by the
value of the statistical parameter t Inflation, NT_RP and also significant SBI. It also proves that
macroeconomic variables moderate the effect of working capital on firm value.
Some research in various countries shows that macroeconomic conditions affect the
company performance or the company's stock price (Carvajal, 2015; Nguyen and Ngo, 2014).
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Adjei (2011) research proves that company performance significantly decreased when the
economic crisis began. Large-scale companies experience a decline in performance and tend to
have low cash holding and high short-term debt. The company can be said to have limitations
in funding or company operations that are highly dependent on external funding.
Working capital, especially cash, helps the company in its liquidity or position and
reduces the possibility of bankruptcy in times of crisis. During the financial crisis, the company
experienced a decline in cash flow, and the company funded investment projects with cash
reserves and tended to add debt or issue new shares to maintain business equilibrium. Research
by Denis and Sibilkov (2010), Fresard (2010), Duchin (2010) found that there was a negative
relationship between the economic crisis and external funding, reducing company investment
and low working capital.

CONCLUSIONS AND SUGGESTIONS
This study aims to examine the effect of cash, receivables, inventory and also working
capital on the market to book or the value of the company. The study also examines the moderation
of inflation variables, rupiah exchange rates, risk-free interest rates on the effect of working capital
on firm value. Based on the results of research and discussion, the following conclusions can be
drawn: (1) Cash has a significant positive effect on market to book or the company's value of
profitability. (2) Receivables have a significant positive effect on firm value. (3) Inventory has a
significant positive effect on firm value. (4) Working capital has a significant positive effect on

145

JOURNAL OF INDONESIAN APPLIED ECONOMICS
VOL. 10 NO. 2 (2022)

ISSN: 2541-5395 (ONLINE)
https://jiae.ub.ac.id/

the value of the company. (5) Macroeconomics moderates the effect of working capital on firm
value.
Based on the results and discussion of this study, the authors provide advice to several
interested parties, including (1) For company managers it is expected to be disciplined in managing
cash, receivables, inventories with due regard to macroeconomic conditions. This is useful to
improve the performance of working capital and also increase the value of the company. (2)
Further research can also use post-crisis or inter-industry data to uncover or clarify the
phenomenon. (3) Adding research variables which if relevant, can make a measure of company
value and also additional proxy variables moderation. This is done with the aim that the results of
research become more accurate.
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