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Financial Statement Comparability and Cash Holding: Moderated by
ESG Performance in Indonesia

Abstract
Purpose — Th per examines the impact of financial statement comparability on cash holding

moderated by Environmental Social Governance (ESG) performance.
Design/methodology/approach — A panel dataset of all publicly listed Indonesian firms from
2009 to 2022, evaluated with panel data regressions controlled by year and clustered by firms.
Then, a robustness test using alternative measurements, lagged variables, and additional
analyses are performed.

Findings — The result shows that there is no moderating role of ESG performance on financial
statement comparability toward cash holding among Indonesian firms; nonetheless, ESG
performance strengthened the capacity of financial statement comparability to lower cash
holding significantly for firms with high ESG performance scores and not significant otherwise.
This interplay of variables is developed following the Financial Services Authority imposed the
ESG regulation for publicly listed firms in Indonesia. Further, the analyses reveal that higher ESG
performance can help firms achieve high market-based performance and make it easier to obtain
external fina@ng, hence lowering the necessity to hold more cash.

Originality — The study highlights the effect of financial statement comparability on cash holding,
particularly moderated by ESG performance in a developing country where the agency cost is high
and still very rare to be scrutinized. Additionally, to know the impacts prior and post-ESG
regulation imposed in Indonesia.

Practical implications — The shareholders, investors, and analysts will have appropriate
considerations to invest in a firm that is socially and environmentally conscious and governed by
ethical conduct.

Keywords: Financial statement comparability, Cash holding, ESG performance
1. Introduction

Cash holding is considered significant for the firms as it is not only used for payment of the daily
operating transactions but also for anticipating precautionary or financing frictions (Keynes,
1936) and the free cash flow problem due to agency conflict , which requires a larger amoum
than the norm. High capital costs, caused by adverse selection, are the direct consequence of
information asymmetry on cash holdings which makes firms to keep more internal savings to
avoid expensive external financing cost (Faulkender and Wang, 2006; Myers and Majluf, 1984).
Due to its significance, there is a substantial body of empirical research that has been con ed
in an effort to explain the driver of cash reserved held by corporations (Alomran, 2023; Bigelli
and Sanchez-Vidal, 2012; Clarkson et al., 2020; Epw, 2021; Dittmar and Mahrt-Smith, 2007;
Guizani, 2017; Han and Qiu, 2007; Nguyen, 2022; Ozkan and Ozkan, 2004; Sun et al., 2012, 2023;
Uyar and Kuzey, 2014)




One of the mechanisms to prevent higher inf@mation asymmetry from occurring and facilitate
firms monitoring (Chauhan and Kumar, 2019; Chen et al., 2018) is accounting compargfjlity (De
Franco et al., 2011) through cost reductions in information processing and acquisition. De Franco
et al. (2011) define acccmting comparability as firms create similar response from having the
same economic events. Financial Accounting Standards Board (FASB) classiﬂemomparability as
the first enhancing quality among three others that give the capacity of users of financial
statements to recognize and comprehend the similarities and usefulness of accounting
information across firms (FASB, 2018). This will decrease the information uncertainty and lower
external financing constraints (Imhof et al., 2017, 2022). As a result, the company holds less cash
on hand.

Other studies also found consistent results of accounting comparability benefits delivered to
capital markets related to such, corporate debt maturity (Do, 2020), stock liquidity (Majeed and
@, 2022), tax avoidance and strategy (Hong et al., 2023; Qingyuan and Lumeng, 2018), earnings
(Chen et al., 2020; Choi et al., 2019) and earnings management strategies (Januarsi and Yeh,
2022), competition, and proprietary cost (Imhof et al., 2022), investment efficgcy,
environmental uncertainty during Covid-19 (Arianpoor et al. 2023) and cash holding (Ahn et al.,
2020; Habib et al., 2017BKTm et al., 2021). However, not many (Nguyen and Nguyen, 2021)
examine the benefits of accounting comparability to cash holding in an emerging market that
owns different investment environments, financial institutions, and business practices.

In recent times, firms been demanded to disclose corporate social responsibility (CSR) and
governance or called as environmental, social, and governance (ESG) performance recently
(Akhtar et al., 2018) to let the public know that firms are heavily concerned with good governance
practices, as well as being ecologggally and socially conscious within different contexts and
settings (Ghardallou, 2022; Hamdi et al., 2022; Khandelwal et al., 2023; Qureshi et al., 2020; Park
et al., 2023; Li et al fA022; Narula et al., 2024; de Villiers et al., 2023; Al-Dhamari et al., 2022;
Rastogi et al., 2023; Mohammad and Wasiuzzaman, 2@Z}; Chulkov and Wang, 2023; Kareem Al
Ani, 2021; Dimitropoulos, 2022; Habbash and Haddad, 2019; Palacios-Manzano et al., 2021))

With respect to FSC compliance, we expect the impact of firms’ comparability on cash holding to
be more positive when there is good ESG activities conducted by the firms for the following
reasons. First, the ability for managers to obtain better stakeholder commitment could be made

sible by a high level of ESG activities; this, in turn, could result in a more effegiiye utilization
of the organization's resources (Donaldson and Preston, 1995) resulting in higher value of assets
in the market currently (Bhattacharyya and Rahman, 2019) including cash (Ahn et al., 2020). As a
corollary, investors believe that businesses with a higher level of social responsibility make better
use of their resources, including their cash resources, than those with a lower level of
responsibility. Therefore, companies that prioritize CSR see an increase in their market value of
liquid assets (Arouri and Pijourlet, 2017a; Choi and Ryu, 2021a; Lu et al., 2017). Second, a strong
ESG performance of a firm serves as evidence of diminished information asymmetry and market
volatility (Chen et al., 2023), which is also playing a role as monitoring mechanism to mitigate
agency problems and protect shareholders. This agency conflicts can be reduced if there is a
strong information symmetry related to the investment opportunities and it can cause firms to




hold less cash (Nguyen and Nguyen, 2021). A sustainability report that is provided voluntarily is
considered superior to one that is required by law because it contains more information (Thorne
et al., 2014).

While existing body of research presents adequate verification on the direct effect of FSC (Ahn et
al., 2020; Habib et al., 2017; Kim et al., 2021; Nguyen and Nguyen, 2021) or ESG performance
(Atif et al., 2022; Cheung, 2016; Hendijani Zadeh et al., 2023; Liao et al., 2023; Yin and Yang, 2023)
on cash holding, the interaction between FSC and ESG performance on cash holding continues to
be unknown empirical question.

%e primary objective of this researchis to know the role of ESG performance on the relationship
between Financial Statement Comparability and cash holding. A priori, it is unclear as to whether
ESG performance w aggravate or lessen the outcome of FSC on cash holding. Few studies in
the past that focus on the interplay between Financial Statement Comparability arggjother
variables on cash holding, such as with disclosure quality (Mehrabanpour et al., 2020), financial
reporting quality and corporate governance (Habib et al., 2017), and capital expendit@es (Kim et
al., 2021), but none concerned with ESG performance and this research fills the gap. To the best
knowledge of the rerchers, this is the first study that examines the moderating role of ESG
performance on the relationship between Financial Statement Comggrability to Cash Holding,
particularly within a developing country setting like Indonesia. It examines the relationship
between ESG performance to cash-holding as the current studies have limited empirical results
for the countries with less developed financial markets and less investors proteatian (Liao et al.,
2023; Yin and Yang, 2023). In addition, continuing from past studies, it explores?e sample into
firms with high and low ESG performance score to know better how it enhance the relation and
to know further about the impact before year 2017 when submission of sustainability reports for
Indonesian firms were on voluntary basis compared the time when the regulation of
mandatory sustainability reports imposed by Indonesian Financial Services Authority for financial
services institutions, issuers, and public firms in 2017.

The contribution of this research is as follows : 1)the research adds to established literature about
comparability of financial statements’ advantages on cash holding and how ESG performance
strengthened or weakened the relationship, 2)to gain an insight into the practice of ESG in
developing countries from the perspective of cash holding decision, 3)to inform the stakeholders
whether the voluntary disclosures of ESG in Indonesia can bring a higher impact to investment
environment due to lower cost of external financing.

Empirical study investigated all publicly listed firms in Indonesian Stock Exchange from 2009-
2022, except financial firms by using panel data regression controlled by year and clustered by
firms. The results show there is no moderating role of ESG performance on financial statement
comparability toward cash holding among Indonesian firms. Nonetheless, ESG performance
strengthened the capacity of financial statement comparability to lower cash holding significantly
for firms with high ESG performance scores and no significant impact otherwise. Further, the
analyses reveal that higher ESG performance can help firms achieve high market-based




performance and make it easier to obtain external financing, hence lowering the necessity to hold
more cash.

The subsequ ections of the paper are organized as follows. The hypothesis is formulated and
the literature is reviewed in Section 2. In Section 3, our methodology and sample are detailed. In
Section 4, results are discussed, along with the robustness test and additional analyses. In
summary, the paper is concluded in Section 5.

2. Literature review and hypothesis development

2.1 Financial Comparability and cash holding

De Franco et al. (2011) define accounting comparability as firms create similar response f
having the same economic events or Accounting information comparability is concerned with the
similarity of financial reporiggg items across multiple companies in the same industry over a given
time period (Zhang, 2018). Financial Accounting Standards Board (FASB) classify comparability as
the first enhancing qualities among three others that given the ability of financial statements
users to recognise and comprehend the similarities and usefulness of accounting information
across firms (FASB, 2018). Firms that comply with FSC promote the availability of pertinent data
and reduce uncertainty, thereby enhancirgginvestors’ capacity to evaluate firm performance as it
lowers the need for subjective judgment. De Fra et al. (2011) posit greater FSC can improve a
company's information environment significantly by increasing the whole quality and quantity of
information related to the company and its competitors.

Improved comparability of financial statements serve as b@fer benchmarks for one another,
creating information acquisition and more informative share prices (Choi et al., 2019), increasing
efficiency in acquisition (Chen et al., 2018) or investment (Alhadi et al., 2020), stock liquidity
(Majeed and Yan, 2022), debt maturity (Do, 2020) and earning management strategies (Januarsi
and Yeh, 2022). Hence, FSC empowers individuals to undggfand and forecast economic
occurrences and how they affect accounting forma nce (Chen et al., 2020; Khuong etal., 2022).
Comparability expands the knowledge pool available to managers, facilitating data aggregation
and reducing ambiguity in judgment. This is due to the fact that FSC compliance firms enable
investors to draw conclusions regard{ffij the performance of a company by analyzing its peers'
performance and/or disclosures (Ahn et al., 2020; De Franco et al., 2011; Kim et al., 2021).

The precautionary motive postulates that firms with strong investment prospects may keep a
greater amount of cash on hand because it is more expensive for them to experience adverse
shocks or recover from financial distress (Bates et al., 2009). This arises due to information
asymmetry, a distinct consequence of financial friction, and makes firms keep more internal
savings to avoid expensive external financing costs (Faulkender and Wang, 2006; Gao, 2013;
Myers and Majluf, 1984). When significant agency problems exist among corporate insiders and
outsiders, managers have incentives to keep free cash flows and utilize them to their advantage
at the expense of shareholders (Fama, 1980). However, financial statement comparability can
help to alleviate free cash flow issues by allowing for increased monitoring by corporate outsiders
(Habib et al., 2020).




Using US firms in 1990-2013, Kim et al., (2021) managed to mitigate the financial comparability
and corporate resources, one of which is cash holding and able to show external shareholders
place a higher value on corporate cash holding, capital expenditure makes a greater contribution
to the value of shareholder, and acquiring companies possess greater abnormal stock returns
throughout the announcement time for acquisitions. Nguyen and Nguyess(2021) mitigated the
accounting comparability in dealgg with asymmetry and agency cost for listed firms in Vietnam
from 2010-2019 and exhibited that comparability is correlated positively with cash on hand,
specifically for firms with high comparability. This ultimately results in firms requiring less cash on
hand for precautionary and transactional purposes.

2.2 Financial Comparability, ESG performance and cash holding

As a result of the increasing prevalence of the ESG framework's gggorporation into corporate
development strategies and operational management procedures, % connection between ESG
and financial performance has received a great deal of attention in the relevant academic
literature (de Villiers et al., 2023; Dimitropoulos, 2022; Ghardallou, 2022; Habbash and Haddad,
2019; Hamdi et al., (#022; Kareem Al Ani, 2021; Khandelwal et al., 2023; Mohammad and
Wasiuzzaman, 2021; Li et al., 2022; Narula et al., 2024; Park et al., 2023; Qureshi et al., 2020;
Rastogi et al., 2023; Bartov et al., 2021; Palacios-Manzano et al., 2021).

The stakeholder thegemconjectures that instead of looking out only for their own interests, firms
should consider the needs of their stakeholders as well (Freeman 1984; Jones 1995) including
shareholders, employees, customers, supply chains, regulators and communities. This theory is
consistent with the proposition made by Lian et al. (2023), which suggests that disclosing
environmental and social Tnformationn assist a business in enhancing its reputation, market
image, and stakeholder relationships. Firms with high levels of environmental and social gfpital
are able to maximize shareholder value (Nguyen et al., 2020), reduce the knowledge gap among
managers and external stakeholders (Alduais et al., 2022; Cui et al., 2018). Last, it is better in
resolving the conflicts and maintain positive stakeholder relationships, which acts as a form of
insurance against adverse firm-specific events (Liem et al., 2020). The integration of interests
ought to lead to an increased assessment of the assets, cash included (Arouri and Pijourlet,
20174a; Yin and Yang, 2023)

Jensen and Meckling (1976) posit that @e separation of ownership and control raises the
possibility of managers misallocating corporate resources at the expense of shareholders. Hence,
it is necessary for shareholders to facilitate monitoring to control managers to keep a considerable
degree of cash res@fjes maintained as a result of self-interested conduct stemming from the
pervasive presence of information asymmetry and agency problems (Dittmar et al., 2003) which
could be mplished by corporate governance and voluntary disclosure (De Villers et al., 2018),
including corporate social responsibili (CSR) or currently known as environmental social and
governance (ESG) disclosures (Alduais et al., 2022; Cui et al., 2018; Hamrouni et al., 2022).




Firms with higher scores of ESG are ggore likely to reduce agency problems due to better
governance mechanisms thgfjlower the opportunity for managers to act in their own self-intere )
thus directing the firms to hold less cash (Hendijani Zadeh et al., 2023; Atif et al., 2022; Liao et
al., 2023) and increase the value (Lu et al., 2017). Prior studies suggest that higher engagement
in ESG acti#§ies can benefit the firms by having a declining risk of financial default (Boubaker et
al., 2020), lower cost of equity (El Ghoul et al., 2011; Imhof et al., 2017), and lower cash volatility
(Han and Qiu, 2007) which will address the adverse shocks and financial distress, or known as
systematic risk (Cheung, 2016).

In addition, by compelling managers to pay out cash, preferably to shareholders, good corporate
governance lowers the demand for cash reserves held by an organization (Dittmar and Mahrt-
Smith, 2007). Supported by evidence gathered from multiple countries demonstrates who have
lower cash holdings are assoffated with strong corporate governance, which is shown by
increased shareholder rights (Dittmar et al., 2003). ffi other words, when the firms disclose
environmental and social information can effectively reduce information asymmetry (Alduais et
al., 2022; Cui et al., 2018; Hamrouni et al., 2022) and agency problems, limiting manager’'s
opportunities to waste money for value-destroying projects (Yin and Yang, 2023), leading to
increased information transparency among firms and lower financing costs.

As discussed earlier, %ancial statement comparability whigiis defined as how far to which firms
record alike accounting transactions and create g same financial statements (De Franco et al.,
2011), is one of the regressors of cash holding to enhance the quality of financial statement.
Using stakeholder theory, this relationship could be exacerbated by ESG performance since by
disclofing ESG, the firms are able to establish and sustain their reputation among equity providers
(Lian et al., 2023). The higher the ESG performance, the more likely the firms are to conduct
business in an honest, dependable, and ethical manner (Zadeh et al., 2023), to maintain the
positive stakeholder relationship which leads to the enhancement of the capability of FSC in
obtaining lower external finafZing costs, thus firms do not necessarily hold higher cash. Besides,
disclosing ESG will effectively reduce information asymmetry (Alduais et al., 2@8R; Cuiet al., 2018;
Hamrouni et al., 2022) and act as a monitoring facility for agency p@jlems (Alduais et al., 2022;
Cui et al., 2018; Hamrouni et al., 2022), imposing a stronger effect on the relationship between
FSC and cash holding to reduce the opportunistic motive managers have for holding onto cash.
This lead to the main hypothesis as follows :

H1: ESG performance acts as a moderating role between financial statement comparability and
cash holding

3. Data and Methodology

3.1 Data

Data is retrieved from Bloomberg database, firm’s website, and Indonesian Stock Exchange (IDX)
website for all publicly listed Indonesian firms from 2009-2022, except financial firms and banks.
The year of 2009 is chosen due to the availability of the Indonesian ESG performance data is
provided from 2016 and FSC calculation needs data from seven years backward.Originally there
are 413 firm-year observations provided with ESG performance by Bloomberg, excluding the firms




with no data (for variable of interest and control variables), then there are 266 firm year data
used in this study and the details are in Table I. To reduce the potential effecisaf outliers and to
ensure that the data remains within a reasonable range for analysis purposes, all continuous data
are winsorized at 1% and 99%.

Insert Table |
3.2 Financial Statement Comparability Measurement
The method proposed jDe Franco et al. (2011) is utilized to assess accounting comparability.
The subsequent model is estimated for every firm-year observation applying data from the past
sixteen quarters:

Earnings; = a; + B;Return;, + ey (1)

where Earningsi; is quarterly net income before extraordinary items scaled by market value of
equity at the beginning of the year and Returni is the stock returns along the quarter. The
parameters ai and Bi proxy for the accounting structure of firm i are estimated. Similar procedures
iterated for companies j. By employing the estimated parameters and presuming the returns

of firm i we forecast the earnings of firm j and firm i.

E(Earnings);; = &, + ﬁRemmit (2)

E(Earnings), = @, + E}Retumit (3)
The negative sign of the absolute difference concerning anticipated earnings for firm i and firm j
characterizes accounting comparability.:

AcctCompy; = — i Yi-15|E (Earnings;,) — E(Earnings;j,)| (4)
The comparative analysis is performed on every pair of companiesi and j that belong to the equal
two-digit industry classification as specified by the Global Industry Classification Standard (GICS).
(Eher values of CompAcctj: pinpoint higher accounting comparability between firm-pairs.
Consistent with Chen et al. (2018) this [, we ranked the comparability measures into deciles for
each year to lessen disturbances in the value of the estimate and standardize the deciles to scores
between [0,1].

Model for ESG performance, Financial StatemefComparability and Cash holding
To evaluate the effect of FSC on Cash holdings (Ahn et al., 2020; Habib et al., 2017), it involves the
following estimation:

Cashy, = By + pCompAccty + BjControlVary, + Yearyymmies + +€i¢ (5)

Cashi: isreferring to firm’s cash ratio as proxy of?m i's cﬁholding in year t and two proxies are
used to confirm @ustness of our findings. First proxy is cash and marketable securities to total
assets as Cashl (Atif et al., QZ; Clarkson et al., 2020; Hendijani Zadeh et al., 2023; Liao et al.,
2023). The second proxy is cash and nfjrketable securities to total assets net of cash as Cash2
(Arouri and Pijourlet, 2017b; Atif et al., 2022; Hendijani Zadeh et al., 2023; Liao et al., 2023; Opler




et al, 1999). CompAccti is financial compai@iility based on De Franco et al. (2011) and

succeeding priore studies, there are two kinds of comparability estimates ofyfirm i’s (Ahn et al.,
2020; Do, 2020), which are first, CompAcctMean means the average of financial statement
compaqmity for all firms j in the same sub-industry (GICS) as firm i; second, CompAcctMed
means the median of financial statement comparability for whole companies j in the same sub-
indus@y (GICS) as firm. Comparability estimates are decile-ranked and rescaled to range between
[0,1] (Ahn et al., 2020; Chen et al., 2018).

A group of variables on firm level as control variables (ControlVari;) following (Hendijani Zadeh et
al., 2023; Yin and Yang, 2023; Atif et al., 2022) are tabulated in Table Il.

Insert Table Il

While for the main model to capture the role of ESG performance on FSC on Cash holding as
follows:

Cash;y = By + prCompAccty x ESGP;—y + B,Divy + B3RD; + ByFSize;, + Pslev;, +
BeROA; ¢ + B;GR; s + PsNWC;y + BoOCF; + B1oESGP; 1 + Yeargymmies+€ir (6)

ESGPiw1 is overall ESG performance indicators for each firm i in time (t-1) issued by Bloomberg
valued from (0-100) aggregated from each activity within environment, social and governance.
Lagged ESGP;; variable is used as ESG performance since influence on a company's cash holding
decisions may require a period of time (Atif et al., 2022)

4. Empirical Results and Discussion

4.1 Univariate Analysis

Table Ill summarizes the descriptive statistics for all variables used in current study. The average
value of CompAcctMean and CompAcctMed is -0.035 and -0.017. Variable ESGP indicates that
among Indonesian listed firms that disclose ESG from 2016-2022 reports, merely achieve 70.114
as the highest score (of 100) and the lowest is 16.709, the governance factor displays the highest
performance score among all individual characteristics in ESG. Cashl and Cash2 exhibit similar
percentage while the average of CompAcctMean is -0.035.

Insert Table Il

Table IV exhibits Pearson correlations for the variables used in Equation (5)-(6). In general, the
correlations between independent variables are relatively weak (0.8), suggesting that the
occurrence of the multicollinearity problem in our multivariate models is improbable (Gujarati
and Porter, 2010).

Insert Table IV
4.2 Multivariate Analysis
4.2.1 Baseline Regression




Table V-VI reports the results from regressing measures of financial statemesd comparability and
ESG performance on cash holding by using estimation equations (5) and (6). Pooled ordinary least
squares (OLS) regressions with robust standard errors that controlled by year and clustered by
firm (Baltagi, 2021). In the first column of Table V by using Cashl, we find that both
CompAcctMean and CompAcctMeanxESGP (Model 1) are not significant and the results remain
the same with Model 2 when the proxy of FSC changed to CompAcctMed (fourth column).
However when the sample is separated into firms with high and low ESG performance scores
(High-above average of ESGP performance during the yeg} and Low-otherwise), based on
previous research (Cheung, 2016; Liao et al., 2023) that firms with high ESG scores incline to have
low idiosyncratic risk and hold lower cash holdings, then firms with high ESG performance score
shows significant results on direct and indirect effect between FSC, ESG performance and cash
holding and the same outcomes with Model 2. The variable of interest is CompAcctMean x ESGP
(0.239 at p-value<0.001) and CompAcctMe ESGP (0.159 at p-value<0.05), which both exhibit
positive coefficients and are significant. These results suggest that fir ith high ESG
performance scores are able to strengthen the relationslpigy between FSC and cash holding
significantly. Notably, the coefficient on FSC is negative and significant (Model 1, p-value<0.001;
Model 2, p-value<0.01) indi@#ling that, in the absence of ESG, the firm’s comparability is able to
lessen cash holding level (Habib et al.,, 2017; Mehrabanpour et al.,, 2020) and when ESG
performance increases, the firm’s comparability is perceived to be more powerful in enhancing
the capability to address cash holding related problem.

Insert Table V-VI

Further, we find that in Table VI, by using different proxies of cash holding (Cash2), the coefficient
on both CompAcctMean and CompAcctMeanxESGP (Model 1) is not significant, and the same
outcome with Model 2 when we use different proxies for FSC (CompAccifled). Similarly, based
on (Cheung, 2016; Liao et al., 2023) we partitioned the sample into firms with high and low ESG
performance scores, thus firms with high ESG performance score shows significant results on
direct and indirect effect between FSC, ESG performance, and cash holding and the same
outcomes with Model 2 while low ESG performance firms exhibit otherwise. Speciwlly, the
coefficient on both CompAcctMean x ESGP and CompAcctMed x ESGP is positive and significant
(Model 1, p-value<0.001 and Model 2, p-value<0.01) that verifies our hypothesis that the relation
between FSC and gash holding exhibits more favorable relationship for companies with higher
ESG performance.g‘uese findings are consistent with the stakeholder theory signifying that firms
with high levels of environmental, social, and government capital would be better at resolving
conflicts and maintaining positive stakeholder relationships, which acts as a form of insurance
against adver firm-specific events (Liem et al., 2020) including to reduce agency problem by
lowering the opportunity for managersgfij act in their self-interest consequently directing the
firms to hold less cash (Hendijani Zadeh et al., 2023; Liao et al., 2023; Atif et al., 2022).

4.2.2 Prior and Post-Regulation Imposed

In addition, we run thegalysis to know the interplay of the variables for high ESG performance
since the enactment of Financial Services Authority Regulation Number 51/POJK.03/2017
concerning the implementation of sustainable finance for financial services institutions, issuers,




and public firms. These firms are required or mandatory by the regulation to publish sustainability
reports. Aligned with Bigelli et al. (2023), the mandatory reporting of information that was
previously voluntary likely compelled firms to place greater emphasis on ESG-related concerns
while accommodating the preference of new investors for ESG investments. As a result, we
anticipate that the average ESG score of Indonesian firms has increased substantially since the
directive's implementation and affects the role of moderating towards FSC to cash holding. In
Table VII, the outcomes document that the ESG performance is significantly differentiated prior
to the implementation of regulation, and it also indicates that the interplay between FSCand ESG
performance on cash holding developed significantly after the regulation is imposed, notably for
high ESG performance firms.

Insert Table VII

4.3 Robustness Test
4.3.1 Alternative Measurement of Cash Holding 5

In the primary analysis, there are two measures of cash holding utilized, Cashl (cash and
marketable securities to total assets) and Cash2 (cash and marketable secﬂies to net assets). To
prove the robustness of our results we re-evaluate our analysis employing cash holding as natural
logarithm of cash and marketable securities to net assets following previous research (Habib et
al., 2017; Hendijani Zadeh et al., 2023). Using this moﬁed measure of cash holding, we depict
the result in Table VIII. Across columns, we discover that the coefficient of interest variable is
statistically significant in the expected direction. Therefore, the findings exhibit a quantitative
resemblance to the results presented in the preceding tables, substantiating the robustness of
our results regarding this alternative measurement.

Insert Table VIII

4.3.2 Lagged Variables

Aligned with Uyar et al. (2023), Equation (5) with variable of interest (FSC) is set to 1-year lagged
toward both cash holding proxies and moderating variable to reconfirm the causality. Reiterating
the association between FSC and cash holding, the results detailed in Table IX largely corroborate
the initial findings. An observation is made that the robustness test reveals an accelerating
moderating effect on ESG performance, notably for firms with high scores.

Insert Table IX

4.4 Additional Analysis

4.4.1 ESG Performance and Firm Performance

Continuing the previous main analysis, we test further whether those firms with high (low) ESG
performance besides making better (lower) use of their liquid resources (Arouri and Pijourlet,
2017b; Choi and Ryu, 2021b; Lu et al., 2017), will also have thheréower) firm value (Li et al.,
2022). Using the market-based performance ratio of the company in the fiscal year, Tobin’s Q,
which is calculated according to (Servaes and Tamayo, 2013), ESG performance and control
variables, the OLS of this model is implemented to explore the economic value of ESG in the long
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run. The outcomes (Table X) reveal that ESG performance contributed significantly toward
market-based firm performance, particularly for firms with high ESG performance and aligned
with Li et al. (2022). Additional lagged of ESG performance is also evaluated to add robustness to
the result.

Insert Table X

4.4.2 Individual ESG Performance, FSC and Cash Holding

Previously, based on baseline regression, those firms with low scores of ESG performance were
unable to show a significant result of the moderating effect of ESG performance toward FSC and
cash holding. Additional analysis is conducted by partitioning the attributes of ESG performance
and FSC on cash holding to examine the further impact among these variables using OLS
controlled by year and clustered by firms. The results (Table XI) show that individually, only
governance attribute affects cash holding significantly (p-value<0.001) within firms with low ESG
performance which means the environmental and social activities together with financial
statement comparability are not able to bring the firms in utilizing their resources better and
more efficient, moreover unable to play as a monitoring role to protect the stakeholders dan to
reduce the agency problem which eventually make the firm to h more cash. That which
transpired subsequent to the implementation of the regulation by the Financial Services
Authority in 2017 that listed firms should publish sustainability reports (Table XlI).

Insert Table XI-XII

There are several reasons why these firms categorized as low ESG performance are reluctant to
meet the environmental and social activities required in Indonesia. It is supported by the fact that
only 40.64% of Indonesian customers considered disclosures for sustainable products related to
carbon-neutral, friendly, and recyclable as of January 2023 (Statista, 2023a). Besides, another
survey about the most common concerns on the aspects of sustainable development goals (SDG)
in Indonesia about environment is only 5.23%-17.71% (Statista, 2023b).

5m Conclusion

Ziis study examines the role of ESG performance as a moderator between financial statement
comparability on cash holding in an emerging economy which is known for high agency costs and
low investor protectigm. Using panel data regressions controlled by year and clustered by firms,
our findings suggest that the negative effect of financial statement comparabilit#en cash holding
is strengthened by ESG performance, particularly for firms with high ESG scores. Additional results
imply that this result is more pronounced after the Financial Services Authority imposed the
mandatory submission of ESG report regedation in 2017. We use several measures of
comparability m cash holding in addition to the use of lagged variables to ensure the robustness
of our results. Further analyses document that higher ESG performance can help firms achieve
high market-based performance and these findings are consistent with the stakeholder theory as
we present evidence ESG performance acts as a form of insurance against adverse firm-specific
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events (Liem et al., 2020) including to reduce agency problem (Hendijani Zadeh et al., 2023; Liao
et al., 2023; Atif et al., 2022).

Practically, our study is imperative for offering firms an exhaustive analysis of the ways in which
comparability influences the quality of information provided by managers, as well as the ways in
which financial policy is reinforced by employing ESG activities. Second, it is also relevant and
notable to stakeholders (including investors, standard setters, and regulators) that the imposed
rules in 2017 about mandatory sustainability report submission are able to encourage firms to
enlarge ESG transparency and able to impact the policy on cash management. In cm'ent study,
we employ Bloomberg database to retrieve ESG scores. Even though our outcomes are robust to
the use of alternative measurements and lagged variables, future studies can inspect whether
our outcomes remain to hold by using different ESG rating scores, such as Sustainalytics that
emphasize ESG risk rating, which is also used as the source of ESG Leaders Index in Indonesia.
Besides, continuing the current study to find the causes of insignificant outcomes for low ESG
performance firms can be considered in future research.
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