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Abstract1 

There is extensive research documenting the effect of CEO physical and psychological 
attributes on corporate cash management; little is known about the role of CEO social 
capital in corporate cash holdings. We examine the influence of the social capital of 
Chinese CEOs on the listed firms’ cash holdings during the period from 2009 to 2023. The 
findings reveal that firms led by CEOs possessing higher social capital hold substantially 
lower cash reserves than those whose CEOs have lower social capital. The negative 
association is driven by better access to financial resources, trust between the CEO and 
investors, and improvement in internal control quality. In addition, state ownership 
weakens the association between CEO social capital and cash holdings, whereas industry 
competition and the pandemic have no meaningful influence on this association. We 
confirm the findings by using alternative variable measurements, specification approaches, 
and a battery of endogeneity tests. The study offers new insights for boards of directors and 
investors about the strategic importance of CEO social capital in corporate liquidity 
management.  

1. Introduction 
CEOs play a crucial role in orchestrating organizational resources, prompting 

extensive research into how their demographic and psychological characteristics shape 
asset allocation decisions. Recently, the social capital of CEOs has garnered the 
interest of scholars for its role in resource acquisition and allocation (Chen et al., 
2024a, 2024b; El-Khatib et al., 2015). The social capital of a CEO constitutes a crucial 

                                                            
https://doi.org/10.32065/CJEF.2026.02.04 

Acknowledgments: The authors are grateful to Dr. Simona Malovaná (editor), two anonymous reviewers, 
and Khalil Jebran for many helpful suggestions that have greatly improved the manuscript. The usual 
caveats apply. 

Ethical conduct: This research does not involve human participants or animals conducted by any of the 
authors. 

Data availability: The data used in this study were obtained from official Chinese websites. Due to data-
sharing restrictions, the dataset cannot be publicly shared. 



230                                                Finance a úvěr-Czech Journal of Economics and Finance, 76, 2026 no. 2 

aspect of their human capital, encompassing the actual and potential resources 
inherited in, accessible through, and obtained from their personal social networks 
(Adler & Kwon, 2002), as well as connections with external stakeholders (Nahapiet & 
Ghoshal, 1998). These personal relationships and networks can influence CEOs’ 
decisions through information sharing, trust, punishment and reward, and changing 
preferences  (Javakhadze et al., 2016). Research indicates that a CEO’s social capital 
influences the firm’s financing (Bhuyan & Javakhadze, 2024; Chen et al., 2024a), 
investment (Romano et al., 2020), and asset sell-off decisions (Danso et al., 2021). 
This study complements the stream of research by examining the impact of CEO social 
capital on the firm’s cash holdings decisions. 

Corporate cash holding is a critical strategic matter (Opler et al., 1999) and 
represents a discretionary choice made by a CEO. Cash holdings seek to achieve an 
optimal balance between liquidity needs, opportunity costs, and lower or no return on 
cash in hand (Opler et al., 1999). Although cash does not generate income, businesses 
often stockpile cash reserves. The underlying rationales for maintaining larger cash 
holdings can be grouped into precautionary and agency motives (Amess et al., 2015). 
According to the precautionary motives (Amess et al., 2015; Harford et al., 2014), 
firms keep cash due to their limited access to external resources and uncertainty in 
income streams. While the agency perspective posits that executives withhold cash for 
their own entrenched motives (Harford et al., 2008; Jensen & Meckling, 1976). 
Therefore, unnecessary cash holdings are an inefficient resource allocation and a threat 
to the company’s value and sustainability (Ferreira & Vilela, 2004; Harford et al., 
2008). The trade-off between precautionary savings and agency concerns has 
important ramifications for businesses, and therefore, the role of the CEO is critical in 
maintaining an ideal level of cash reserves. Researchers have extensively examined 
CEO demographic and psychological attributes in association with cash holdings and 
significantly enhanced our understanding of CEO-specific factors of cash management 
(Chen et al., 2020; Orens & Reheul, 2013; Tong, 2010). However, the role of CEO 
social capital, which affects their preferences and is reflected in corporate strategic 
choices, has been largely ignored in the context of cash management.  

We conjecture that CEO social capital may negatively influence corporate cash 
holdings for several interrelated reasons. First, social capital provides CEOs easy 
access to financing, which decreases the need for maintaining larger cash resources. 
Firms often maintain larger cash reserves because they want to avoid uncertainties and 
seize opportunities (Gao et al., 2013; Harford et al., 2008). However, CEOs possessing 
higher social capital encounter fewer challenges in securing financing, as investors 
demand a lower return and lenders offer a more favorable interest rate to them (Bhuyan 
& Javakhadze, 2024; Chen et al., 2024a). Second, social capital improves the firm’s 
information environment, which decreases the incentive for cash holdings, both from 
the CEO’s and investors’ perspectives. For instance, a more transparent information 
environment constrains CEOs from retaining cash for personal discretion while also 
lowering investors’ demand for a liquidity buffer. Third, social capital enhances a 
firm’s internal control quality by enhancing coordination, trust, and mutual 
accountability, thereby strengthening the firm’s internal governance and regulating 
CEO behavior (Ferris et al., 2017a). Robust internal control discourages managerial 
opportunism and enhances resource efficiency (Chen et al., 2020), which reduces the 
likelihood of maintaining higher cash reserves.  
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The study explores the impact of CEO social capital on cash holdings in 
Chinese listed companies. The Chinese institutional environment offers a particularly 
relevant context, given the importance of social relations in business dealings and a 
weaker formal governance structure (Allen, 2005; Jiang & Kim, 2020). In this 
relationship-oriented society, social capital embedded in networks, commonly known 
as “Guanxi,” plays an important role in accessing resources, mitigating trust deficit, 
and serving as an informal mechanism of corporate internal governance (Opper et al., 
2016; Standifird & Marshall, 2000; Yang & Wang, 2011). The findings suggest that 
firms led by CEOs possessing greater social capital maintain significantly lower cash 
holdings than those led by CEOs possessing lower social capital. The findings further 
show that their holding of lower cash reserves are due to easy access to external 
financing, mitigation of trust deficit, and improved internal control mechanisms.  

This study offers three important contributions to existing literature. First, it 
enriches the corporate cash management research by identifying a novel CEO-specific 
determinant of cash holdings. While existing research has extensively studied the 
influence of CEO demographic and psychological attributes on corporate cash 
holdings (e.g., Chen et al., 2020; Lou et al., 2021; Orens & Reheul, 2013; Tong, 2010), 
our study underscores the overlooked aspect of the CEO, i.e., social capital, in shaping 
corporate cash holding decisions. Despite the great importance of social relations in 
one’s (here, the CEO’s) decision-making, this aspect has been largely overlooked in 
the research on cash holdings. This study illustrates that it has meaningful implications 
for corporate holdings behavior. Second, the study identifies the underlying channels 
through which CEO social capital reduces corporate cash holdings. The findings 
elucidate that enhanced access to external financing, mitigation of trust deficit, and 
strengthening the firm’s internal control quality are the key mechanisms driving the 
negative association between CEO social capital and cash holdings. By uncovering 
these channels, the study provides novel insights into how managerial social capital 
shapes corporate liquidity behavior with respect to cash holdings. Third, the study 
enriches the scholarly discourse on the consequences of CEO social capital for the 
firm’s strategic choices. Existing literature shows inconclusive results, i.e., positive 
and negative. On one hand, some studies show that higher social capital of a CEO is 
beneficial for the firm, as it leads to more innovations (Sun et al., 2023), easy access 
to resources (Bhuyan & Javakhadze, 2024; Chen et al., 2024a), and reduced fraudulent 
behavior (Chahine et al., 2021). On the other hand, another stream of the literature 
highlights its darker facet by suggesting that it enables them to avoid governance 
mechanisms (El-Khatib et al., 2015) and follow their entrenched motives (Liu & Chiu, 
2024). Our study provides support to the brighter facet, showing that CEO social 
capital restrains managerial entrenchment in corporate cash holdings.  

The study proceeds as follows: Section 2 discusses the theory and hypotheses; 
Section 3 comprises the methodology employed; Section 4 reports the findings; 
Section 5 explores the underlying mechanisms; Section 6 comprises additional 
analyses; and Section 7 concludes the study.  
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2. Theory and Hypotheses Development  

2.1 CEO Social Capital 
Using the seminal work of Putnam et al. (1994), researchers increasingly 

examine social capital across disciplines, including finance. Social capital theory posits 
that social capital represents a critical form of human capital, embedded in social 
networks, that can be used to access resources, facilitate action, and achieve goals 
(Adler & Kwon, 2002). A CEO’s social capital has important ramifications for 
corporate strategic choices (Ferris et al., 2017a; Javakhadze et al., 2016; Sun et al., 
2023), which arise from trust, reward and punishment, information exchange, and 
changing preferences channels (Javakhadze et al., 2016). The trust element mitigates 
transactional uncertainty, reduces agency issues, and improves resource acquisition 
and allocation of the firm (Bhuyan & Javakhadze, 2024; Ferris et al., 2017b). The 
reward and punishment component functions as a governance mechanism that 
disciplines CEOs and improves resource access and allocation (Granovetter, 1985; 
Javakhadze et al., 2016). The information exchange channel ensures access to critical 
and timely information, which in turn improves decision-making and firm performance 
(El-Khatib et al., 2015; Engelberg et al., 2013). The alter preferences channel aligns 
CEOs’ decisions with their affiliated groups’ expectations and norms (Charness et al., 
2007). 

Despite the crucial ramifications of managerial social capital for the firm’s 
resource allocation and outcomes, the role of CEO social capital in corporate cash 
management is largely underexplored. We anticipate that the social capital of a CEO 
can influence corporate cash holding decisions through access to resources, trust, and 
reward and punishment channels.  

2.2 Cash Holdings 
Cash holding is a critical strategic matter in the corporate setting (Opler et al., 

1999). It seeks to achieve an optimal balance between liquidity needs, opportunity 
costs, and lower or no return on cash in hand (Harford et al., 2014; Opler et al., 1999). 
Cash holding generally refers to the proportion of cash and cash equivalents to the total 
assets of the firm (Bates et al., 2009; Shah & Shah, 2016). Extant literature shows that 
it has implications for firm outcomes, including performance, investment decisions, 
and competitiveness (Amess et al., 2015; Lyandres & Palazzo, 2016; Opler et al., 
1999). Prior studies have shown its determinants, which range from macro- to firm- to 
executive-level factors (Bates et al., 2009; Harford et al., 2014; Maheshwari & Rao, 
2017; Opler et al., 1999). Considering cash holding as a managerial discretionary 
choice, recent research has turned its attention to executive-related, particularly CEO-
specific, attributes to determine what encourages them to hold large (small) cash 
balances (Chen et al., 2020; Lou et al., 2021; Orens & Reheul, 2013; Tong, 2010). 
These studies mainly examined CEOs’ demographic and psychological attributes in 
relation to cash holdings, ignoring the social capital they have and that can influence 
their cash holdings decisions. 
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2.3 CEO Social Capital and Cash Holdings 
Using the social capital theory (Adler & Kwon, 2002), we posit that firms led 

by CEOs possessing greater social capital are more likely to hold substantially lower 
cash reserves due to several interrelated reasons. First, CEOs with greater social capital 
have easier access to financing, which decreases the need to stockpile cash reserves. 
Firms often hold cash for seizing opportunities and avoiding uncertainties (Keynes, 
1937; Opler et al., 1999). However, CEOs with higher social capital can leverage their 
social capital to secure external financing when needed, thereby diminishing the 
necessity of maintaining large cash buffers. Social relationships embedded with norms 
of trust, resource exchange, and reciprocity (Nahapiet & Ghoshal, 1998) facilitate 
access to critical resources, including cash. CEO social capital also alleviates trust 
deficits and agency problems, thereby leading to securing more favorable financial 
terms from both investors (Bhuyan & Javakhadze, 2024; Ferris et al., 2017a). Ferris et 
al. (2017b) find that shareholders place greater trust in CEOs possessing greater social 
capital, thereby decreasing the firm’s cost of equity financing. Bhuyan and Javakhadze 
(2024) provide evidence that lenders value CEO social capital and offer lower-cost 
debt to well-connected CEOs. Thus, the easy availability of financing can reduce the 
propensity of CEOs possessing greater social capital towards cash piling. 

Second, social capital alleviates information opacity between CEOs and 
investors, fostering a trust-enhanced environment that diminishes the necessity for 
cash stock pooling. Social capital facilitates frequent and credible exchanges within 
and across social circles, enabling CEOs to disseminate firm-specific information more 
effectively to external stakeholders (Nahapiet & Ghoshal, 1998). In such contexts, 
external financiers are better able to evaluate the value of the firm and can demand 
lower precautionary liquidity buffers (Bushee et al., 2019), thereby lowering the need 
for holding large cash reserves. Moreover, improved information flow reduces the 
perceived risk of financing, which reduces the cost of capital and facilitates access to 
external funds (Hail, 2002). Better information sharing reduces investors’ monitoring 
intensity and increases their willingness to provide timely financial support to 
managers when it is needed.  

Third, higher social capital serves as an informal governance mechanism that 
constrains a CEO’s propensity to hold cash for entrenched purposes. Research 
indicates that selfish CEOs maintain higher cash reserves to increase their discretion, 
reduce monitoring, and achieve their ingrained objectives (Amess et al., 2015; Gao et 
al., 2013; Harford et al., 2008). However, higher social capital exposes CEOs to greater 
reputational loss that restrains them from engaging in activities that are detrimental to 
their social standing (Hoi et al., 2019). Therefore, CEOs with higher social capital may 
view holding excess cash as inefficient resource allocation and damaging to their 
reputational capital. In sum, higher social capital serves as the CEO-specific relational 
governance mechanism that mitigates agency conflicts in firm liquidity management, 
thereby reducing the firm’s unnecessary cash holding. 

H1: CEO social capital influences corporate cash holdings, such that 
firms led by CEOs possessing greater social capital maintain 
substantially lower cash reserves. 
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3.  Methodology 

3.1 Sample Selection and Data Source 
The initial sample comprised all the A-listed firms of the Shenzhen and 

Shanghai Stock Exchanges in the period between 2009 and 2023. We started from 
2009 because systematic information on executives is available on the China Stock 
Market & Accounting Research (CSMAR) database from 2009. The sample is 
finalized through the following procedure. First, utility and financial firms have been 
dropped due to their different regulatory frameworks and distinct ownership structures. 
Second, firms that have a higher probability of delisting, i.e., companies with ST and 
ST* status, are excluded because they exhibit atypical behavior in liquidity 
management. Third, observations with missing values on key variables were removed. 
The final sample comprised 3456 firms and a total of 19138 firm-year observations. 
We collected the data from CSMAR. However, CSMAR does not show CEO social 
capital exclusively; therefore, we hand-collected the relevant information from there 
and constructed the CEO social capital measure. 

3.2  Variables 

3.2.1 Cash Holdings  
We use two measures for cash holdings. First, we use the cash-to-assets ratio to 

measure a firm’s cash holdings. This ratio equals cash and cash equivalents scaled by 
the book value of the firm’s total assets. This is a widely used measure of cash holdings 
in the extant literature (Bates et al., 2009; Chen et al., 2020) and is labeled CH1 in this 
study. Second, we use the cash-to-liabilities ratio as a proxy for a firm’s cash holdings. 
It is defined as cash and cash equivalents divided by total liabilities. It captures cash 
holdings relative to the firm’s obligations. We consider it particularly relevant in this 
study’s context, as we argue that CEO social capital facilitates access to resources and 
mitigates agency costs. This measure is labeled as CH2. In addition to these two 
measures, we follow Opler et al. (1999) and Shah and Shah (2016) and use cash and 
cash equivalents to net total assets (total assets minus cash and cash equivalents) as a 
third proxy in the robustness checks. This proxy is labeled as CH3. 

3.2.2 CEO Social Capital 
A CEO’s social capital manifests through their social connections and status. 

Accordingly, this study draws on the extant literature to construct a CEO social capital 
index that takes into account important aspects of the CEO’s social ties and advantages 
that have been empirically proven. The index encompasses a CEO’s ties with board 
members, other firms, financial institutions, and educational institutions, as well as 
educational advantage and political affiliation. CEO ties with the board are measured 
through shared school and regional connections. Research suggests that executives’ 
school and regional relations significantly influence their strategic choices and 
corporate outcomes (Engelberg et al., 2012; Kim & Cannella, 2008). Similarly, a 
CEO’s holding positions in other firms depicts their strong social connectivity and 
influences their strategic choices (Bose et al., 2022; Yan et al., 2019). A CEO’s 
connection with financial institutions also serves as a salient element of social capital, 



Finance a úvěr-Czech Journal of Economics and Finance, 76, 2026 no. 2                                               235 

as executives with financial backgrounds are highly valued (Custódio & Metzger, 
2014), and such ties provide access to financial networks and resources (Anderson et 
al, 2024). Furthermore, following the research (Chen et al., 2024b; Luo et al., 2025; 
Wang, 2023), we also consider university-level teaching as a component of CEO social 
capital. This is because such experiences reflect one’s educational advantage over 
others, which constitutes an important form of social status that is highly valued in 
Chinese Confucian culture. Further, we consider the highest degree, a PhD, to be a 
component of CEO social capital because years of education is an important source of 
individual advantage over others and have substantial influence on CEOs’ power in 
Chinese enterprises (Yan et al., 2019), and is widely used as an element of CEO social 
capital in the Chinese context  (Chen et al., 2024b; Wang, 2023). Finally, we take into 
account the CEO’s political affiliation as a component of CEO social capital, which is 
particularly important in the Chinese context (Fan et al., 2007). Therefore, our social 
capital index covers important aspects of CEO social capital.  

For operationalization purposes, we created seven indicator variables, namely 
school ties, regional ties, business ties, financial ties, academic ties, PhD, and political 
affiliation. School ties is equal to 1 if the CEO and at least one board member graduated 
from the same university in the same year with the same degree, 0 otherwise. Regional 
ties equal 1 if the CEO and at least one board member belong to the same province, 0 
otherwise. Business ties take 1 if the CEO has a concurrent post in other firms, 0 
otherwise. Financial ties take 1 if the CEO has experience in the finance industry, 0 
otherwise. Academic ties take 1 if the CEO has taught at the university level, 0 
otherwise. PhD takes 1 if the CEO has doctoral-level qualifications, 0 otherwise. 
Political affiliation takes 1 if the CEO has government work experience, 0 otherwise. 
A CEO’s higher score on the index represents his or her higher social capital and vice 
versa. This approach to index construction is similar to the prior research (Chahine & 
Zhang, 2020). Further, following the research (Chahine & Zhang, 2020; Han et al., 
2016; Sun et al., 2023), we assign equal weight to all seven indicators. Therefore, our 
CEO’s social capital ranges from zero to seven, with a higher value indicating greater 
social capital. 

3.2.3 Control Variables 
We control for various CEO, board, and firm-specific factors (Chen et al., 2020; 

Lou et al., 2021; Tong, 2010). In CEO-related factors, we control for age, referring to 
the CEO’s age in years; gender, a dummy variable taking the value 1 for female CEOs 
and 0 otherwise; tenure, the duration in years that the CEO has been in the position; 
and ownership, denoting the CEO’s ownership ratio in outstanding shares. In board-
related factors, we control for duality, which equals 1 if the CEO and chairman 
positions in the firm are held by one person and 0 otherwise; board size, referring to 
the total members in the board of directors; and board independence, referring to the 
proportion of independent directors in the total directors. In firm-specific factors, the 
control factors are size, which is proxied by the natural log of total assets; leverage, 
denoting the fraction of assets financed through debt; cash flow, the ratio of operating 
cash flow to total assets; working capital, means the net working capital to the assets; 
market-to-book ratio; capital intensity, referring to the company’s capital spending and 
measured in natural log value; growth, referring to the change in the company’s sales 
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from the preceding year scaled by the sale of the preceding year; dividend, a 
dichotomous variable that takes 1 if the firm issues the cash dividend in the current 
year, and 0 if not; Profitability, which is measured as the net income to total assets; 
and institutional ownership, referring to the ownership proportion of institutional 
investors.   

3.3 Baseline Model  
To examine whether a CEO’s social capital affects the firm’s cash holdings, we 

follow the research (Tong, 2010) and estimate the panel regression model that includes 
industry and year fixed effects. Standard errors are clustered at the firm level to 
alleviate the concerns of heteroscedasticity and serial correlation. The model is 
specified as follows: 

𝐶𝐶𝐶𝐶𝐶𝐶ℎ𝑖𝑖,𝑡𝑡 = 𝛽𝛽0 + 𝛽𝛽1𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 + � 𝛽𝛽𝑗𝑗𝑋𝑋𝑗𝑗,𝑖𝑖,𝑡𝑡 + 𝛿𝛿𝑠𝑠 + 𝜏𝜏𝑡𝑡 + 𝜀𝜀𝑖𝑖,𝑡𝑡
𝑛𝑛
𝑗𝑗=1                 (1) 

where 𝐶𝐶𝐶𝐶𝐶𝐶ℎ is our dependent variable and is measured by two alternative 
proxies, i.e., CH1 and CH2. 𝑆𝑆𝑆𝑆 means CEO social capital and is our variable of 
interest. 𝑋𝑋 refers to the set of control variables of the study. 𝛿𝛿 and 𝜏𝜏 are industry and 
time fixed effects, respectively. 𝛽𝛽 and 𝜀𝜀 are the model parameters, whereas   𝑗𝑗, 𝑠𝑠, 𝑖𝑖, and 
𝑡𝑡 represent the j-th control variable, sector, entity, and time, respectively. To mitigate 
the potential effect of abnormal values, we winsorize continuous variables of the model 
at the lower and upper one-percentile level. See Table A1 for variable definitions. 

4. Results  

4.1 Descriptive Statistics and Correlation 
The summary statistics of the variables used in the study are reported in Table 

1. The average values of CH1 and CH2 are 0.18 and 1.109, with standard deviations 
of 0.148 and 2.681, respectively, suggesting that firms vary in their cash holdings. The 
average social capital of CEOs is 2.78 compared to the median of 3, indicating 
significant differences in the social capital of CEOs. On average, a CEO in our sample 
is 49 years old, has served the firm for 4 years, and possesses 7% of the company’s 
shares. Further, most of the CEOs in our sample are men, and 33% of them are also 
holding the chairperson position of the board in their firms. The statistics of other 
variables are consistent with the research (Ning et al., 2022; Sánchez-Sellero & 
Bataineh, 2021). See Table A2 for the descriptive statistics of the individual 
components of CEO social capital.  

Correlation among the variables is depicted in Table 2. The correlation between 
cash holdings proxies, i.e., CH1 and CH2, and CEO social capital is significant and 
negative, which provides preliminary support for our hypothesis, H1. We also 
examined the multicollinearity between the variables and estimated the variance 
inflation factor (VIF). The mean VIF score is 4.23, which is substantially below the 
accepted threshold level of 10, indicating that our results are robust to 
multicollinearity.  
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Table 1 Summary Statistics 

Variable N Mean SD p25 Median p75 

 CH1 19138 0.180 0.148 0.077 0.134 0.235 

 CH2 19138 1.109 2.681 0.214 0.414 0.969 

 CH3 19138 0.337 0.547 0.107 0.189 0.359 

 CEO social capital 19138 2.78 1.051 2 3 3 

 Age 19135 49.622 6.710 45 50 54 

 Gender 19138 .072 0.259 0 0 0 

 Tenure 19138 3.952 3.277 1.417 3 5.667 

 Ownership 19138 0.07 0.127 0 0.001 0.079 

 Duality 19138 0.325 0.468 0 0 1 

 Board size 19138 9.185 2.268 8 9 10 

 Board independence 19138 0.38 0.066 0.333 0.364 0.429 

 Firm size 19138 22.021 1.260 21.113 21.816 22.674 

 Leverage 19138 0.392 0.206 0.226 0.377 0.538 

 Cash flow 19138 0.048 0.072 0.01 0.047 0.087 

 Working capital 19138 0.048 0.214 -0.065 0.058 0.171 

 Market-to-book 19138 3.734 2.597 2.185 3.015 4.282 

 Capital intensity 19138 18.585 1.678 17.591 18.573 19.569 

 Growth 19138 0.312 0.850 -0.019 0.134 0.402 

 Dividend 19138 0.765 0.424 1 1 1 

 Profitability 19138 0.042 0.066 0.018 0.043 0.073 

 Institutional ownership 19138 0.412 0.259 0.173 0.418 0.626 

 CEO relational capital 19138 2.453 0.849 2 2 3 

 CEO human capital   19138 0.327 0.535 0 0 1 

 Educational ties 19138 0.579 0.472 0 1 1 

 Regional ties 19138 0.998 0.041 1 1 1 

 Business ties 19138 0.621 0.491 0 1 1 

 Financial ties 19138 0.058 0.224 0 0 0 

 PhD 19135 0.061 0.289 0 0 0 

 Academic experience 19138 0.266 0.424 0 0 0 

 Political ties 19138 0.197 0.373 0 0 0 

 Notes: This table presents summary statistics for the variables used in the study. See Table A1 for variable 
definitions. 
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4.2 Main Findings 
The findings of our baseline model (i.e., Eq. 1) are documented in Table 3. 

Models (1) and (2) show the impact of CEO social capital on corporate cash holdings 
in terms of CH1 and CH2, respectively. The influence is negatively significant in both 
models. The estimated coefficient on CEO social capital is -0.005 in Model (1) and -
0.074 in Model (2), signifying a strong inverse relationship between CEO social capital 
and corporate cash holdings. The findings support the hypothesis that CEOs possessing 
higher social capital maintain significantly lower cash holdings than their counterparts 
having lower social capital. More importantly, the influence is economically 
meaningful. For instance, an increase of one standard deviation in CEO social capital 
leads to a reduction of 2.919% and 7.013% in the corporate cash balance in terms of 
CH1 and CH2, respectively (i.e., -0.005 × 1.051 ÷ 0.18; -0.074 × 1.051 ÷ 1.109). These 
findings confirm our arguments that higher CEO social capital alleviates managerial 
opportunism and lowers the need to keep hefty cash stocks. Overall, the findings 
support the social capital theory (Adler & Kwon, 2002) and earlier studies (Chahine et 
al., 2021; Francis et al., 2008). Similarly, the findings of control variables are 
congruent with research (Al-Najjar, 2013; Opler et al., 1999). For example, firms with 
greater leverage and more capital spending have less cash holdings, whereas larger 
firms and those with CEO duality maintain higher cash reserves.     
  



240                                                Finance a úvěr-Czech Journal of Economics and Finance, 76, 2026 no. 2 

Table 3 CEO Social Capital and Cash Holdings 
     Model (1)   Model (2) 

Variable    CH1    CH2 
CEO social capital -0.005*** -0.074*** 
   (0.001) (0.026) 
Age 0.000 -0.006* 
   (0.000) (0.003) 
Gender -0.002 -0.155** 
   (0.006) (0.067) 
Tenure -0.002*** -0.025*** 
   (0.000) (0.006) 
Ownership 0.125*** 1.333*** 
   (0.015) (0.268) 
Duality 0.002 0.171*** 
   (0.004) (0.066) 
Board size 0.000 -0.02** 
   (0.001) (0.01) 
Board independence -0.04** -0.148 
   (0.018) (0.451) 
Firm size 0.007*** 0.349*** 
   (0.002) (0.048) 
Leverage -0.377*** -7.382*** 
   (0.02) (0.375) 
Cash flow 0.075*** -0.427 
 (0.021) (0.303) 
Working capital  -0.199*** -2.371*** 
 (0.027) (0.315) 
Market-to-book 0.001** 0.071*** 
 (0.001) (0.01) 
Capital intensity -0.015*** -0.246*** 
   (0.001) (0.026) 
Growth 0.004*** -0.016 
   (0.001) (0.029) 
Dividend 0.032*** 0.249*** 
   (0.003) (0.041) 
Profitability 0.169*** -0.81** 
   (0.022) (.38) 
Institutional ownership 0.049*** 0.05 
 (0.007) (0.13) 
Constant 0.518*** 1.957*** 
   (0.048) (0.722) 
Year Yes Yes 
Industry  Yes Yes 
Observations 19135 19135 
R-squared 0.41 0.275 

Notes: This table reports the regression results of Eq. (1) with firm-level clustered standard errors. The 
dependent variable is cash holding, measured by CH1 and CH2, and the main explanatory variable is CEO 
social capital. CH1= cash and cash equivalents divided by total assets, CH2 = cash and cash equivalents divided 
by total liabilities. *** p<0.01, ** p<0.05, * p<0.1. See Table A1 for variable definitions. 

4.3 Robustness Checks 
We employ alternative proxies for cash holdings and CEO social capital and 

estimate firm fixed effects to ensure the validity of the findings. For cash holdings, we 
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follow Opler et al. (1999) and Shah and Shah (2016) and calculate a firm’s cash 
holdings as the proportion of its cash and cash equivalents to the net total assets (total 
assets minus cash and cash equivalents). For CEO social capital, we follow Fogel et 
al. (2018) and use an indicator variable approach to measure a CEO’s social capital. 
We group CEOs into low and high social capital categories and assign 1 to those whose 
social capital is 80% or above the total score; zero otherwise (Fogel et al., 2018). The 
rationale for employing a relatively high threshold is to capture meaningful variation 
in firms’ cash reserves that may otherwise be obscured by homogeneity in CEOs’ 
social class. CEOs are typically believed to belong to the elite class of society and may 
therefore exhibit less variation in their social capital level. This homogeneity 
undermines the reliability of the findings by raising concerns that the observed 
negative effect may not reflect variation in CEOs’ social capital. Therefore, CEOs are 
grouped into high- and low-social-capital categories. Similarly, we follow Tong (2010) 
and employ the fixed-effect estimation approach, as it takes into account unobserved 
heterogeneity by controlling for time-invariant characteristics within entities. The 
results of these robustness checks are shown in Table 4, which corroborate the main 
findings2.   

Table 4 Robustness Checks 
 Alternative 

cash 
holding 
measure 

Using Social capital as an 
indicator variable 

Firm fixed effects 

    Model (1) Model (2) Model (3) Model (4) Model (5) 
Variable CH3 CH1 CH2 CH1 CH2 

CEO social capital -0.011** -0.006*** -0.055*** -0.004*** -0.09** 
   (.005) (0.001) (0.019) (0.001) (0.043) 
Constants .698*** 0.508*** 1.81*** 0.422*** 13.243*** 
 (.088) (0.029) (0.533) (0.041) (1.21) 
Controls Yes Yes Yes Yes Yes 
Year FE Yes Yes Yes Yes Yes 
Industry FE Yes Yes Yes --- --- 
Firm FE --- --- --- Yes Yes 
Observations 19135 19135 19135 19135 19135 
R-squared 0.212 0.41 0.274 0.384 0.158 

Notes: This table reports the robustness of the results using alternative measures of cash holdings (CH3), CEO 
social capital (1=CEO with high social capital and 0 otherwise), and firm fixed effects. The dependent variable is 
cash holding, measured by CH1, CH2 and CH3, and the main explanatory variable is CEO social capital. CH1= 
cash and cash equivalents divided by total assets, CH2 = cash and cash equivalents divided by total liabilities, 
and CH3 = cash and cash equivalents divided by net assets. *** p<0.01, ** p<0.05, * p<0.1. See Table A1 for 
variable definitions. 

4.4 Endogeneity Checks 
Wintoki et al. (2012) posit that endogeneity is a main concern in governance 

research. Therefore, to confirm that our findings are insensitive to endogeneity 

                                                            
2 We also examined the effect of each component of CEO social capital and found that school ties, 
financial ties, and political ties have the most pronounced impact on the firm’s cash holdings.  
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concerns, we conduct a battery of tests. First, we use the system-GMM approach and 
report the results in models (1) and (2) of Panel A of Table 5. Second, we follow Tong 
(2010) and lag all explanatory variables by one year to mitigate the reverse causality 
in the study. The findings are depicted in models (3) and (4) of Panel A of Table 5. 
Third, we use the propensity score matching (PSM) approach to alleviate the potential 
matching issues. A key concern is that systematic differences may influence our 
findings in the types of firms that hire certain types of CEOs. To mitigate this, we 
classify firms into treatment (CEOs possessing social capital) and control (CEOs 
possessing less social capital) groups based on their propensity scores. We created an 
indicated variable (1= CEO higher social capital, 0 = CEO lower social capital; using 
the average value as a cut-off point) and regressed it on all the control variables to find 
the propensity score of CEOs with higher social capital. Afterwards, we matched the 
treatment observation with the best possible match of the control group. We limit the 
matching radius to 0.1 and one best match. We find 6858 pairs of matching. Thereafter, 
we re-estimated the baseline model on the matched pairs and reported the findings in 
models (5) and (6) of Panel A in Table 5. 

Fourth, we employ the difference-in-differences (DID) approach, utilizing CEO 
changes as a natural quasi-experiment to mitigate endogeneity bias. DID can 
effectively address the sample selection bias by tracking changes in firms’ cash 
holdings surrounding CEO changes. We predict that a firm’s cash reserves will be 
markedly reduced if its outgoing CEO, who has lower social capital, is replaced with 
a CEO who has higher social capital. To conduct the test, we first constrained the 
sample to firms that are led by both types of CEOs, i.e., those with higher and lower 
social capital. Second, we ensured that the incoming CEO had held the position for at 
least 3 years, and that the outgoing one had been in the office for at least 3 years. An 
indicator variable named Post is created, with observations before the appointment 
labelled 0 and those after the appointment labelled 1, ignoring the year of the CEO 
change (Hossain et al., 2023). Third, we create a dichotomous variable, Treat, which 
takes 1 if the firm transitions from a low–social capital CEO to a high–social capital 
CEO and 0 otherwise. Fourth, we created an interaction term between Treat and Post 
that shows the influence of CEO social capital on cash holdings surrounding CEO 
change and is our variable of interest. Figure A1 in the appendix shows the trend of 
cash holdings in control and treated firms. The findings of DID estimation are depicted 
in models (1) and (2) of Panel B in Table 5.  

Fifth, we conduct a two-stage least squares (2SLS) analysis using the industry 
median of executive and director turnover (IMEDT) as an instrument to assess CEO 
social capital. The rationale for using this instrument is that industry-level turnover can 
significantly influence a CEO’s social capital. Industry-wide turnover reflects 
competition in the managerial labor market, where higher turnover indicates greater 
labor mobility and competition for managerial talent (Sheikh, 2022). When turnover is 
high, CEOs may lose social ties with board members and other firms, thereby reducing 
their social capital. This view is closely aligned with the view that labor market 
mechanisms shape CEOs’ turnover. Conversely, higher turnover can also increase 
CEOs’ leverage to appoint preferred directors or secure positions in other firms, 
potentially increasing their social capital. This view is consistent with the managerial 
entrenchment perspective. In sum, industry turnover can exert either a positive or 
negative influence on a CEO’s social capital, satisfying the relevance criterion. We 
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argue that IMEDT negatively impacts the CEO’s social capital because CEOs typically 
do not possess absolute control over the appointment or departure of directors and 
senior executives, nor do they fully regulate their position in other firms. Therefore, 
higher IMEDT may reduce CEO social capital more than it enhances it, leading to a 
net erosion of CEO social capital. The IMEDT coefficient is significantly negative, 
supporting our argument. Further, leveraging extant literature (Ahmed et al., 2024; 
Miranda-Lopez et al., 2018), we assume that IMEDT does not exert a direct impact on 
the focal firm’s cash holdings, but rather influences primarily through the managerial 
channel. Models (3) to (5) in Panel B of Table 5 illustrate the regression results. 
Overall, all the endogeneity checks confirm that our results are not biased.   

Table 5 Endogeneity Checks 
Panel A.    GMM Lag of independent 

variables  
PSM 

   Model 
(1) 

 Model (2)   Model 
(3) 

 Model (4)   Model 
(5) 

  Model 
(6) 

Variable    CH1    CH2    CH1    CH2    CH1    CH2 
CEO social capital -0.341*** -0.523** -0.003** -0.055** -0.004*** -0.06*** 

   (0.092) (0.264) (0.001) (0.023) (0.001) (00.02) 

L.CH1/L.CH2 0.295*** 0.206***     
 (0.017) (0.073)     

Constant -19.867*** -0.654 0.441*** 1.536*** 0.659*** 4.259*** 

   (5.846) (26.299) (0.05) (0.503) (0.025) (0.482) 
Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes Yes Yes 

Observations 14473 14473 14473 14473 13716 13716 

R-squared --- --- 0.336 0.244 0.319 0.21 

Panel B. DiD 2SLS 
   Model (1)  Model (2)   Model (3)    Model (4)    Model (5)  
Variable    CH1    CH2 CEO Social 

Capital 
CH1 CH2 

CEO social capital -0.014** -0.094*  -0.983*** -16.322*** 

   (0.006) (0.052)  (0.35) (5.84) 

IMEDT   -0.013*   

   (0.007)   

Constant 0.615*** 1.728 2.062*** 2.249*** 31.014*** 

   (0.089) (1.669) (0.182) (0.592) (9.867) 

Controls Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes Yes 

Observations 2755 2755 18828 18828 18828 

R-squared 0.297 0.216 0.107 0.184 0.121 

Notes: This table reports the results of endogeneity tests. The dependent variable is cash holding, measured by 
CH1 and CH2, and the main explanatory variable is CEO social capital. CH1= cash and cash equivalents divided 
by total assets, CH2 = cash and cash equivalents divided by total liabilities. Panel A shows the results using 
GMM, lag of independent variables, and PSM; while Panel B reports difference-in-differences and 2SLS 
estimation approaches. *** p<0.01, ** p<0.05, * p<0.1. See Table A1 for variable definitions. 
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5. Potential Channels  
Although we found substantial empirical support for our hypothesis that firms 

led by CEOs possessing higher social capital hold significantly lower cash reserves 
than their counterparts possessing lower social capital, there is a concern about the 
underlying mechanisms that transfer the effect from CEOs’ social capital to cash 
holdings. We consider better access to resources, mitigation of trust deficit, and 
improved internal control quality as potential channels that may elucidate the 
relationships between CEO social capital and cash holdings. 

5.1 Access to Resources 
We argued that CEOs with higher social capital maintain lower cash holdings 

due to their easy access to resources. To check this argument, we consider the weighted 
average cost of capital (WACC) as a parameter to the firm’s access to resources and 
explore whether it carries the effect of CEO social capital to the firm’s cash holdings. 
WACC consists of both the cost of debt and equity financing and therefore represents 
a firm’s overall access to financing. A higher WACC denotes restricted and costly 
access to resources, whereas a lower WACC means easier and more economical access 
to financing. Therefore, firms with higher social capital will pay a markedly lower 
WACC than their counterparts with lesser social capital. Furthermore, prior research 
suggests that the cost of capital influences firms’ resource allocation, such that higher 
capital costs lead firms to hold more cash, while lower costs encourage greater reliance 
on external financing and result in lower cash reserves (Azar et al., 2016; Faulkender 
& Wang, 2006). Therefore, we consider WACC a potential channel in the CEO social 
capital and cash holdings association. We utilize the mediation approach proposed by 
Baron and Kenny (1986) and report the findings in Panel A of Table 6, confirming that 
the negative effect transfers through the WACC. 

5.2 Trust between CEO and Stakeholders 
We also argued that the negative effect is due to the mitigation of the trust 

deficit between the CEO and stakeholders. We delve into this argument and check the 
engagement in real earnings management as a channel in the nexus between CEO 
social capital and cash holdings. We predict that, due to higher reputational concerns 
and favorable treatment from stakeholders, CEOs with greater social capital may be 
less inclined toward earnings management and, therefore, would hold less excess cash. 
Research indicates that CEO engage in earnings management for personal reasons 
(Bergstresser & Philippon, 2006; Healy & Wahlen, 1999). Further, CEOs maintain 
higher cash holdings for their ingrained motives (Gao et al., 2013) and use earnings 
management to hide such motives (Sun et al., 2012). However, higher social capital 
constraints CEO from earnings management and fraudulent reporting (Chahine et al., 
2021; Francis et al., 2008), because these activities damage their reputation and career 
interests (Kaplan & Ravenscroft, 2004). Therefore, if higher social capital decreases 
engagement in earnings management, and if such practices support excessive cash 
holdings, then it may be a potential channel in the association between CEO social 
capital and cash. The study follows Cohen et al. (2008) to check a firm’s engagement 
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in real earningsmanagement3. Panel B of Table 6 illustrate the results, indicating that 
the negative effect of CEO social capital transmits through real earnings management. 

5.3 Internal Control Quality 
Another mechanism through which CEO social capital affects a firm’s cash 

holding may be the firm’s internal control quality. CEOs with higher social capital 
have better coordination, trust, and information sharing with other executives and 
board members, which improves the firm’s internal control and monitoring 
mechanism. Effective communication and coordination within the firm reflect the 
quality of its information systems, which are the foundation of robust internal control 
(Doyle et al., 2007). Greater social ties also place psychological and reputational 
pressure on CEOs to behave transparently and avoid opportunism in dealings that 
could damage their social standing (Oh et al., 2006). Therefore, higher social capital 
of the CEO improves the firm’s internal control quality, which in turn constrains 
managerial opportunism and enhances resource efficiency (Chen et al., 2020), leading 
to the mitigation of the agency problem in the company’s cash management (Chen et 
al., 2020; Xiong et al., 2021). Hence, internal control quality may be a mechanism in 
the relationship between CEO social capital and cash holding. We use the approach of 
Chen et al. (2017) to measure a firm’s internal control quality and present the findings 
in Panel C of Table 64. The findings confirm that the negative effect is transmitted 
through the enhanced internal control quality.  

 
  

                                                            
3 For brevity purposes, we do not repeat the process here.  
4 This index is widely used in China to measure a firm’s internal control quality. 
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Table 6 Potential Channels 
Panel A: Access to resources     

   Model (1)  Model (2) Model (3)  Model (4)   Model (5) 
 Variable     WACC    CH1    CH1    CH2    CH2 
CEO social capital -0.027**  -0.006***  -0.051** 
   (0.013)  (0.001)  (0.021) 
WACC  0.011*** 0.009*** 0.148*** 0.139*** 
    (0.001) (0.001) (0.018) (0.02) 
Constant 8.084*** 0.518*** 0.586*** 2.39*** 3.512*** 
   (0.253) (0.024) (0.031) (0.48) (0.605) 
Control Yes Yes Yes Yes Yes 
Year FE Yes Yes Yes Yes Yes 
Industry FE Yes Yes Yes Yes Yes 
Observations 19135 19135 19135 19135 19135 
R-squared 0.565 0.318 0.364 0.216 0.236 
Sobel: Z-score (p-value)  -4.48(0.001) -2.73(0.006) 

Panel B: Trust      
   Model (1)   Model (2)  Model (3)   Model (4)  Model (5) 

Variable    Earnings 
management 

   CH1    CH1    CH2    CH2 

CEO social capital  -0.005**  -0.007***  -0.052*** 
   (0.003)  (0.002)  (0.019) 
Earnings management  -0.028*** -0.028*** -0.742*** -0.74*** 
    (0.006) (0.006) (0.109) (0.109) 
Constant -0.309*** 0.501*** 0.502*** 1.595*** 1.613*** 
   (0.042) (0.029) (0.029) (0.54) (0.542) 
Control Yes Yes Yes Yes Yes 
Year FE Yes Yes Yes Yes Yes 
Industry FE Yes Yes Yes Yes Yes 
Observations 19135 19135 19135 19135 19135 
R-squared  0.122 0.411 0.411 0.277 0.277 
Sobel: Z-score (p-value)  6.38(0.000) 2.77(0.006) 

Panel C: Internal control quality     
   Model (1)   Model (2)  Model (3)   Model (4)  Model (5) 

Variable    Internal 
control  
quality 

   CH1    CH1    CH2    CH2 

CEO social capital  0.015*  -0.004***  -0.072*** 
   (0.009)  (0.001)  (0.019) 
Internal control quality  -0.007*** -0.006*** -0.126*** -0.126*** 
    (0.001) (0.001) (0.012) (0.012) 
Constant -0.543* 0.506*** 0.514*** 1.759*** 1.889*** 
   (0.308) (0.028) (0.028) (0.514) (0.514) 
Controls Yes Yes Yes Yes Yes 
Year FE Yes Yes Yes Yes Yes 
Industry FE Yes Yes Yes Yes Yes 
Observations 19135 19135 19135 19135 19135 
R-squared  0.244 0.413 0.414 0.278 0.278 
Sobel: Z-score (p-value)  7.17(0.000) 4.40(0.000) 

Notes: This table reports the underlying channels in the relation between CEO social capital and cash holdings. 
The dependent variable is cash holdings, measured by CH1 and CH2, and the main explanatory variable is CEO 
social capital. CH1= cash and cash equivalents divided by total assets; CH2 = cash and cash equivalents divided 
by total liabilities. Access to resources, CEO trustworthiness (trust), and internal control quality are the mediators 
used in the association between CEO social capital and cash holdings. Panels A, B, and C show the results of 
access to resources, trust, and internal control quality, respectively. *** p<0.01, ** p<0.05, * p<0.1. See Table 
A1 for variable definitions.   
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6. Additional Analyses 

6.1 Effect of State Ownership 
State ownership is an important feature of the Chinese corporate setup and 

significantly influences the firm’s resource allocation decisions (Jiang & Kim, 2020). 
State-owned enterprises (SOEs) have direct access to the government’s large pool of 
resources and keep larger cash reserves (Chen et al., 2018). Further, CEOs in SOEs are 
government officers and their performance is less likely to be affected by their firms’ 
financial indices (Kato & Long, 2006), which reduces pressure on them to optimize 
fund utilization. Therefore, state-ownership may weaken the negative impact of CEO 
social capital on cash holdings. To test this claim, we created an indicator variable, 
SOE, that equals 1 for state-owned firms and zero otherwise, and reported the results 
in models (1) and (2) of Table 7, which confirm the prediction. 

 6.2 Effect of Industry Competition 
We also examine the impact of industry competition on the relationship 

between CEO social capital and cash holding, because industry competition 
significantly influences a firm’s cash policies (Lyandres & Palazzo, 2016). Greater 
competition puts more pressure on firms to efficiently utilize resources without 
compromising the precautionary and future investing objectives of cash holdings 
(Lyandres & Palazzo, 2016). Research indicates that firms in competitive industries 
maintain higher cash reserves, particularly in less developed financial markets where 
external financing is constrained (Hoberg et al., 2014). However, considering our 
arguments that CEOs with higher social capital have easier access to resources, 
industry competition may be less likely to exert a significant influence on their cash 
holdings decisions. We define industry competition as the intensity of rivalry in an 
industry and use the Herfindahl-Hirschman Index (HHI) to measure it. The results, 
depicted in models (3) and (4) of Table 7, confirm the claim.  

6.3 Effect of COVID-19 
We further examine the moderating impact of COVID-19 on the nexus between 

CEO social capital and cash holding, as it presents an exogenous cash flow shock for 
all firms and has a significant influence on firm liquidity management (Acharya & 
Steffen, 2020; Bishal & Simpson, 2023). However, COVID-19 may have less impact 
on the higher cash holdings decisions of CEOs who possess higher social capital, given 
the study’s argument that social capital facilitates access to external resources. We 
consider the period from 2020 to 2022 as the COVID-19 phase and report the results 
in models (5) and (6) of Table 7, which are in line with the arguments.  

6.4 Effect of CEO Relational vs. Human Capital 
Finally, we disentangle the CEO social capital index into human and relational 

capital to examine whether the negative association is due to the CEO’s educational 
capabilities or network ties. Research shows that CEOs’ educational attainment and 
capabilities shape their human capital (Gounopoulos et al., 2021; Yan et al., 2019), 
which in turn reflects in their firms’ strategic choices, including fundraising 
(Gounopoulos et al., 2021). Similarly, research documents that CEOs’ personal ties 



248                                                Finance a úvěr-Czech Journal of Economics and Finance, 76, 2026 no. 2 

and social networks constitute their relational capital and have meaningful implications 
for firm decision-making and outcomes (El-Khatib et al., 2015; Yan et al., 2019). In 
our context, CEO human capital consists of two indicator variables, namely PhD and 
academic experience, and the CEO relational capital is the summation of five indicator 
variables, including education, regional, business, financial, and political ties. Given 
our arguments for the negative effect of CEO social capital on cash holdings and the 
underlying channels that explain such effect, we anticipate that the effect may be more 
pronounced in the relational capital context than the human capital context. To check 
this claim, we re-estimated our baseline model, i.e., Eq. (1), for human and relational 
capital and reported the results in Table 8, which support our prediction. 
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Table 7 Additional Analyses: Effect of SOE, Competition, and COVID-19 
      Model (1)   Model (2)  Model (3)   Model (4)  Model (5) Model (6) 

Variable    CH1    CH2    CH1    CH2 CH1 CH2 
CEO social 
capital  

-0.004*** -0.058** -0.004** -0.07*** -0.005*** -0.085*** 

   (0.001) (0.023) (0.002) (0.017) (0.001) (0.019) 

CEO social 
Capital × 
SOE 

0.004** 0.134*     

 (0.002) (0.071)     

CEO social 
capital × HHI 

  -0.008 -0.146   

   (0.008) (0.121)   

CEO social 
capital × 
COVID 

    0.078 0.041 

     (0.047) (0.037) 

SOE -0.003 0.046     

 (0.005) (0.046)     

HHI   0.048*** 0.527**   

   (0.012) (0.207)   

COVID     -0.056*** -1.094*** 

     (0.008) (0.152) 

Constant 0.476*** 4.61*** .49*** 1.752*** 0.519*** 2.198*** 

   (0.03) (0.494) (.029) (0.521) (.029) (0.51) 

Controls Yes Yes Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes Yes Yes 

Industry FE Yes Yes Yes Yes Yes Yes 

Observations 13527 13527 19070 19070 19135 19135 

R-squared  0.387 0.205 0.41 0.275 0.41 0.275 

Notes: This table reports the moderation effect of SOEs, industry competition, and COVID on the association 
between CEO social capital and cash holdings. The dependent variable is cash holdings, measured by CH1 and 
CH2, and the main explanatory variable is CEO social capital. CH1= cash and cash equivalents divided by total 
assets; CH2 = cash and cash equivalents divided by total liabilities. *** p<0.01, ** p<0.05, * p<0.1. See Table A1 
for variable definitions. 
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Table 8 Additional Analyses: CEO Relational vs. Human Capital and Cash Holdings  
  Model (1)   Model (2)  Model (3)   Model (4) 

   Variable    CH1    CH2    CH1 CH2 
CEO relational capital -0.005*** -0.116***   

   (0.001) (0.027)   
CEO human capital    0.004 0.084 
     (0.003) (0.058) 
Constant 0.526*** 2.062*** 0.513*** 2.001** 
   (0.047) (0.72) (0.08) (0.923) 
Controls Yes Yes Yes Yes 
Year FE Yes Yes Yes Yes 
Industry  FE Yes Yes Yes Yes 
Observations 19135 19135 19135 19135 
R-squared 0.41 0.276 0.41 0.275 

Notes: This table reports the OLS regression results with firm-level clustered standard errors. The dependent 
variable is cash holding, measured by CH1 and CH2, and the main explanatory variable is CEO social capital. 
CH1= cash and cash equivalents divided by total assets, CH2 = cash and cash equivalents divided by total 
liabilities. *** p<0.01, ** p<0.05, * p<0.1. See Table A1 for variable definitions. 

7. Conclusions 
Although there is ample research documenting the effect of CEO physical and 

psychological attributes on corporate cash management, there is a dearth of evidence 
for the role of CEO social capital in cash holdings decisions. Using the social capital 
theory, we postulate and find that CEOs possessing greater social capital maintain 
significantly lower cash reserves in comparison to their counterparts of lesser social 
capital. The negative influence of CEO social capital on cash holdings stems largely 
from easier access to financing, mitigation of trust deficit between managers and 
stakeholders, and enhanced internal control quality. Further, state ownership attenuates 
the negative effect of CEO social capital on cash holdings, whereas industry 
competition and COVID-19 have no significant influence on this association. Finally, 
the negative association between CEO social capital and cash holdings is more 
pronounced in the context of relational capital than in that of human capital. The 
findings offer important insights to boards of directors and investors and extend the 
firm’s cash holdings research to the social relationships of CEOs. 

Boards of directors can use the social capital in the CEO selection process as 
an indicator of a candidate’s access to resources, entrenchment tendencies, and cash 
management skills. They can also capitalize on the CEO’s social capital to overcome 
the agency issues between principals and agents in cash holdings. Further, boards can 
leverage CEO social capital as a mechanism to improve the firm’s internal control 
quality. Investors can benefit from CEOs’ social capital through the efficient utilization 
of their resources and getting reliable information for decision-making, given that they 
have a lower propensity towards earnings management. However, the study has two 
key limitations. First, the social capital index does not incorporate certain important 
dimensions that can contribute to CEO social capital. For example, the index ignores 
the family background of CEOs, which can affect their schooling, social ties, and 
status, thereby affecting their social capital. The family effect in the index development 
is not incorporated due to data limitations; however, future research may integrate it. 
Second, the study is conducted in China, a country that is unique in its institutional 
arrangements and economic philosophy. The corporate governance mechanisms are 
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also weak in comparison to advanced countries, and social relations play a central role 
in business practices. Therefore, future research focusing on cross-country data can 
increase the generalization of the findings.  
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APPENDIX 
 
Table A1 Variables Definition 

 

Variables Measures 
Dependent variables  
Cash holdings   We used three proxies for a firm’s cash holdings: CH1, CH2, and CH3. CH1 and CH2 are 

used in the main analyses, whereas CH3 is used in the robustness checks. CH1 is cash and 
cash equivalents divided by total assets. CH2 refers to the ratio of cash and cash equivalents 
to total liabilities. CH3 is cash and cash equivalents divided by net assets (total assets minus 
cash and equivalents). 

Independent variable 
CEO social capital  
 
 
 
 

CEO social capital is measured using an index. The index encompasses a CEO’s ties with 
board members, other firms, financial institutions, and educational institutions, as well as 
educational advantage and political affiliation. These dimensions are operationalized using 
seven indicator variables. i) Educational ties, taking the value of 1 if the CEO and at least one 
board member have the same degree from the same university in the same year. ii) Regional 
ties, indicator variables that take the value of 1 if the CEO and at least one member of the 
board belong to the same province, zero otherwise. iii) Business ties, an indicator variable 
that takes the value of 1 if CEO holds directorship in another company, zero otherwise. iv) 
Financial ties, an indicator variable that takes the value of 1 if the CEO has work experience 
of finance industry, zero otherwise. v) PhD, an indicator variable equal to one if the CEO has 
doctoral degree, zero otherwise. and vi)  Academic experience, an indicator variable that 
takes the value of 1 if the CEO has teaching experience at the graduate or post-graduate 
level, zero otherwise.  vii) Political affiliation, an indicator variable equals to 1 if CEO is or was 
a government official, and zero otherwise. A CEO’s higher score on this index represents their 
higher level of social capital.   

Channels  
WACC WACC refers to weighted average cost of capital (WACC). WACC is equal to cost of bond 

capital * (1-corporate income tax rate) * (debt capital/total capital) + cost of equity capital * 
(equity capital/total capital). Cost of bond capital is the 1-year bank short-term loan interest 
rate; total capital is equal to debt capital plus equity capital. Debt capital means total liabilities. 
Equity capital: total market value; cost of equity capital = risk-free interest rate + risk factor * 
market risk premium. The risk-free interest rate is the 1-year deposit interest rate of the bank, 
and the risk factor is the BETA value weighted by the circulating market value of the stocks in 
the Shanghai and Shenzhen Stock Exchange in 250 trading days. Considering the high 
volatility of the Chinese stock market, the market risk Premium is calculated at 4%.  

Real earnings 
management 

We follow Cohen et al. (2008) to measure a firm’s real earnings management.  

Internal control quality  We use the approach of Chen et al. (2017) to measure a firm’s internal control quality.  
Control variables  
Age Age of the CEO in years at the end of each year. 
Gender Indicator variable equals to 1 if CEO is female and 0 otherwise. 
Tenure Number of years that the current CEO has taken up his or her position at the end of each 

year. 
Ownership Ratio of shares owned by CEO. 
Duality Indicator variable equals to 1 if the CEO and chairman are the same person and 0 otherwise. 
Board size Number of directors. 
Independence Ratio of independent directors to total board members. 
Firm size Natural logarithm of the total assets. 
Leverage The ratio of debt to assets. 
Cash flow The ration of operating cash flow to total assets. 
Working capital  Net working capital divided by total assets. 
Market-to-book Market-to-book value of assets.  
Capital intensity Natural logarithm of capital expenditures. 
Growth Growth refers to sales growth and is measured current year sales minus previous year sales 

divided by previous year sales. 
Dividend Dummy variable equals 1 if firm give cash dividend and zero otherwise. 
Profitability Ratio of net income to total assets. 
Institutional ownership Ratio of shares held by institutional investors. 
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Table A2 Summary Statistics of CEO Social Capital  
  Variable N Mean SD p25 Median p75 
 CEO social capital 19138 2.78 1.051 2 3 3 
 CEO relational 
capital 

19138 2.453 0.849 2 2 3 

 CEO human 
capital   

19138 0.327 0.535 0 0 1 

 Educational ties 19138 0.579 0.472 0 1 1 
 Regional ties 19138 0.998 0.041 1 1 1 
 Business ties 19138 0.621 0.491 0 1 1 
 Financial ties 19138 0.058 0.224 0 0 0 
 PhD 19135 0.061 0.289 0 0 0 
 Academic 
experience 

19138 0.266 0.424 0 0 0 

 Political ties 19138 0.197 0.373 0 0 0 

Notes: This table presents summary statistics for CEO social capital, its sub categories, and components. See 
Table A1 for CEO social capital definition and components. 

 

Figure A1 Cash Holdings of Control and Treated Firms prior to CEO Change 
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