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Abstract. This study investigates the impact of CEO personal political ideology
on the level of corporate cash holdings and the market value of the cash saved.
Using individual CEO contribution data to US political parties covering the pe-
riod 2003 to 2019, we find that CEO political ideology has a significant impact
on firm corporate cash policy. Republican-leaning CEOs hold lower levels of
cash in comparison to Democratic-leaning CEOs. This effect is more pronounced
when the firms led by Republican-leaning CEOs have higher credit ratings. We
also find that despite holding lower levels of cash, Republican-leaning CEOs’
conservative investment policies are valuable to shareholders. With every addi-
tional dollar of cash held, the value of cash for firms with Republican-leaning
CEOs is $0.851 higher relative to Democratic-leaning CEOs. The effect is more
pronounced when the firms are classified as efficient. These results suggest that
Republican-leaning CEOs consider the level of cash in accordance with the trade-
off theory; as the benefits of holding excess cash to mitigate costly external fi-
nancing are outranked by the cost of piling unnecessary cash, leading to holding
less cash. Moreover, their conservative investment policies are valuable to the
market.

Keywords: CEO Political Ideology, Corporate Cash Policy, Trade-Off Theory.

1 Introduction

The management of corporate cash holdings represents a critical financial policy deci-
sion with significant implications for firm value. Despite extensive research examining
the determinants of cash policy, the influence of CEO personal characteristics, particu-
larly political ideology, remains underexplored. This study investigates how CEO po-
litical ideology affects both the level of corporate cash holdings and the market value
of cash saved, addressing a notable gap in the literature on behavioral finance and cor-
porate policy.

The relationship between political ideology and economic decision-making has
gained increased attention in finance research. A growing body of evidence indicates
that political preferences reflect deeper psychological traits that manifest consistently
across various domains of decision-making [1, 2]. For instance, Republican-leaning
individuals tend to exhibit more conservative traits, including greater risk aversion,
preference for stability, and resistance to change[1, 3]. Learning Rast, Democratic-
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leaning individuals often demonstrate greater openness to change, tolerance for uncer-
tainty, and progressive tendencies [4, 5].

According to the behavioral consistency principle, an individual's preferences and
attitudes translate consistently across different choice domains [6]. Building on upper
echelon theory, which posits that organizational outcomes can be partially predicted by
managerial characteristics [7], we expect CEO political ideology to significantly influ-
ence corporate cash policy decisions. The distinctive and consistent behavioral patterns
associated with political ideologies provide a valuable lens through which to examine
variations in cash management approaches.

Cash holdings are especially relevant for examining political ideology because com-
peting theories of cash management align with key ideological differences. The peck-
ing-order theory [8] emphasizes Precautionary Motives, suggesting firms should accu-
mulate cash to avoid costly external financing and weather uncertainty, a perspective
that resonates with the risk aversion characteristic of conservative ideology. Con-
versely, the Trade-Off Theory [9] focuses on balancing the benefits of holding cash
against its costs, including potential agency problems and opportunity costs, a frame-
work that may better align with the cost-benefit calculus that often characterizes con-
servative economic thinking.

Our study examines two primary research questions: First, does CEO political ide-
ology affect the level of corporate cash holdings, and if so, in what direction? Second,
does CEO political ideology influence the market value of cash, and what mechanisms
explain this relationship? We address these questions using a comprehensive sample of
1,333 unique U.S. firms across 57 industries from 2003 to 2019, measuring CEO polit-
ical ideology through individual contributions to political parties.

Our findings yield several important insights. First, we document that Republican-
leaning CEOs maintain significantly lower cash holdings than their Democratic-leaning
counterparts. This negative relationship is stronger when firms possess higher credit
ratings, indicating that Republican-leaning CEOs prioritize the Trade-Off Theory of
cash management rather than Precautionary Motives. These CEOs appear to recognize
their firms' superior access to capital markets and lower external financing costs, re-
ducing the need to accumulate cash buffers. Second, despite holding less cash, firms
led by Republican-leaning CEOs exhibit a higher marginal value of cash; each addi-
tional dollar held is valued $0.851 higher by the market compared to firms with Dem-
ocratic-leaning CEOs. This value premium is particularly pronounced in investment-
efficient firms, suggesting that the market places a higher value on the conservative
investment policies associated with Republican-leaning CEOs. Their disciplined ap-
proach to cash management appears to mitigate concerns about agency problems and
inefficient investment, enhancing the value of the cash they choose to retain.

To establish causality, we employ multiple identification strategies: (1) an instru-
mental variable approach using the industry proportion of Republican-leaning CEOs,
(2) propensity score matching to address selection concerns, and (3) a difference-in-
differences analysis exploiting exogenous CEO turnovers due to death, illness, or nat-
ural retirement. These tests consistently confirm our main findings, providing robust
evidence of a causal relationship between CEO political ideology and corporate cash
policies.
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Our study contributes to literature in several important ways. We are the first to
comprehensively examine how CEO political ideology influences corporate cash pol-
icy, expanding existing research that has focused on areas such as capital expenditures,
R&D, M&A, and dividend policy. We also provide new insight into the mechanisms
behind this relationship, showing that Republican-leaning CEOs are more likely to
manage cash in line with the Trade-Off Theory rather than Precautionary Motives. This
highlights how psychological traits associated with political ideology can shape finan-
cial decision-making. In addition, we contribute to the broader literature on the deter-
minants of corporate cash holdings by identifying political ideology as a previously
overlooked CEO characteristic, alongside more established factors like firm fundamen-
tals and overconfidence. Finally, our findings have practical implications for corporate
governance. Boards may benefit from considering the CEO's political preferences when
evaluating candidates or designing oversight, given their potential influence on liquid-
ity strategy. Investors may also find such information useful in assessing financial pol-
icy and anticipating managerial behavior.

The remainder of the paper is structured as follows: Section 2 develops the theoret-
ical framework and hypotheses. Section 3 describes the data, sample construction, and
variables. Section 4 presents the results and robustness checks, addresses endogeneity
issues, and discusses the findings. Section 5 describes the cross-sectional heterogeneity
tests. Section 6 concludes.

2 Literature Review and Hypotheses Development

2.1 CEO Political Ideology and Financial Decision-Making

The influence of CEO characteristics on corporate decisions has received increasing
attention in finance literature, with upper echelon theory providing a theoretical foun-
dation for examining this relationship [7]. According to this theory, organizational out-
comes can be partially predicted based on the characteristics and cognitive bases of top
executives. This perspective has motivated research on how various CEO traits, includ-
ing overconfidence [10], narcissism [11], and demographic characteristics [12], affect
corporate policies.

Political ideology represents a particularly important dimension of CEO character-
istics, as it reflects a stable organization of beliefs and attitudes that shape an individu-
al's approach to uncertainty, change, and authority [13]. Research has consistently doc-
umented that individuals with different political ideologies exhibit distinct psycholog-
ical traits and decision-making patterns [2]. Conservative individuals, who tend to align
with Republican political values, typically demonstrate greater caution in major deci-
sions [3], stronger resistance to change, higher aversion to ambiguity and uncertainty,
and a greater preference for financial security [1]. In contrast, liberal individuals, who
typically identify with Democratic values, show more openness to changes, greater tol-
erance for ambiguity, and more progressive views [4, 5].

According to the behavioral consistency principle, an individual's preferences and
attitudes consistently translate across different domains and choices [6]. Supporting this
principle, [14] found consistency between CEOs' personal leverage choices in their
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home mortgages and their firms' capital structures. Similarly, we expect CEOs' political
ideologies to consistently influence their corporate financial decisions, including cash
management policies.

Empirical evidence suggests that Republican-leaning CEOs indeed exhibit distinc-
tive patterns in corporate decision-making. They invest less in both tangible and intan-
gible assets [15], engage in fewer mergers and acquisitions [16], maintain lower debt
levels [15], and demonstrate less innovation [17]. These behaviors align with the con-
servative traits associated with Republican ideology, including risk aversion, prefer-
ence for stability, and resistance to major changes.

Notably, CEO political ideology also affects how external stakeholders perceive the
firm. Republican-leaning CEOs are associated with lower audit fees, suggesting audi-
tors view these firms as having lower inherent and control risks [18]. Similarly, credit
rating agencies assign higher ratings to firms led by Republican-leaning CEOs, indicat-
ing a perception of lower financial risk [19]. These perceptions can have real economic
consequences, including lower costs of external financing.

2.2 Corporate Case Holdings

Two primary theoretical frameworks explain corporate cash holding decisions: the
pecking-order theory and the Trade-Off Theory. The pecking-order theory [8] suggests
that information asymmetries make external financing costlier than internal financing,
motivating firms to accumulate cash as a financial buffer. This "precautionary motive"
leads firms to hold cash to mitigate costs of financial distress, hedge against financing
and predation risks, and avoid forgoing valuable investment opportunities due to fi-
nancing constraints [20, 21].

If Republican-leaning CEOs prioritize this precautionary motive consistent with the
pecking-order theory, their characteristic risk aversion and preference for financial se-
curity should lead them to maintain higher cash holdings as a buffer against uncertainty.
This reasoning leads to our first hypothesis:

HI1A: Firms with Republican-leaning CEOs will maintain significantly higher levels

of corporate cash holdings compared to firms with Democratic-leaning CEOs.

Alternatively, the Trade-Off Theory [9] posits that firms determine their optimal
cash holdings by balancing the marginal benefits and costs of holding cash. Benefits
include avoiding transaction costs associated with external financing, maintaining fi-
nancial flexibility, and funding unexpected investment opportunities. Costs include
lower returns on liquid assets compared to productive investments and potential agency
problems arising from excess cash. Under this framework, firms with better access to
capital markets and lower external financing costs would maintain lower cash holdings,
as the benefits of holding cash are reduced.

If Republican-leaning CEOs approached cash management through the lens of the
Trade-Off Theory, they would recognize that their conservative management styles and
superior access to capital markets (as evidenced by higher credit ratings and lower audit
fees) reduce the benefits of holding excess cash. In this case, they would maintain lower
cash holdings to minimize the opportunity costs and potential agency problems associ-
ated with excess cash. This perspective leads to our competing hypothesis:
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H1B: Firms with Republican-leaning CEOs will maintain significantly lower levels
of corporate cash holdings compared to firms with Democratic-leaning CEOs.

2.3  The Market Value of Cash Holdings

The value of cash depends on how effectively it is managed and deployed for value
creation [22, 23]. Republican-leaning CEOs documented conservative investment pol-
icies and a disciplined approach to corporate decisions, suggesting they may be more
selective in their investment choices, preserving cash for truly valuable opportunities
while avoiding wasteful expenditures. If Republican-leaning CEOs' conservative in-
vestment policies lead to more disciplined and efficient use of cash, preserving it for
truly valuable opportunities while minimizing wasteful investments, then their cash
holdings should command a higher market value. This logic suggests:
H2A: The marginal value of cash will be significantly higher in firms with Republi-
can-leaning CEOs compared to firms with Democratic-leaning CEOs.
However, an alternative perspective suggests that Republican-leaning CEOs' risk
aversion might lead to excessive caution and underinvestment in valuable growth op-
portunities. Their conservative approach to cash deployment could result in foregone
positive net present value projects, particularly those involving innovation or expansion
into new markets. In this case, the market would assign a lower value to their cash
holdings due to concerns about underutilization of corporate resources. This reasoning
leads to our competing hypothesis:
H2B: The marginal value of cash will be significantly lower in firms with Republi-
can-leaning CEOs compared to firms with Democratic-leaning CEOs.

3 Data Sources, Sample Selection, and Variable
Definitions

3.1 Data Sources and Sample Selection

Our analysis combines data from multiple sources: financial information from
CompStat, stock returns from CRSP, CEO-related information from Exec Comp and
BoardEx, and political contribution data from the Federal Election Commission (FEC).
We begin with all publicly traded U.S. firms available in these databases from 2003 to
2019, with the starting year determined by the availability of comprehensive individual
CEO donation data.

After hand-matching Exec Comp data with individual CEO donation records from
the FEC, we identify approximately 8,500 firm-year observations with sufficient infor-
mation to compute our CEO political ideology measures. Following standard practice
in the literature!, we exclude firms with negative assets and sales, as well as financial
institutions (SIC codes 6000-6999) and utilities (SIC codes 4900-4999) due to their
distinct regulatory environments and financial structures. Our final sample comprises

I See for example [24].
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5,808 firm-year observations representing 1,333 unique firms across 57 industries
(based on 2-digit SIC code) over 17 years.

3.2 Measure of CEO Political Ideology

Following established methodology in the literature [15, 19, 25, 26], we measure CEO
political ideology based on personal financial contributions? to political parties® and
candidates during the CEO's tenure. The FEC database provides detailed information
on individual contributors, including their names, occupations, employers, contribution
amounts, dates, and recipient identities.

We hand-match CEO data from Exec Comp with FEC records using donors' names,
occupations, and companies. Our primary measure is a binary variable, Ideograph,
which equals 1 if the CEO contributes more to Republican than Democratic parties
during their tenure, and 0 otherwise. This approach captures the revealed preference of
CEOs through their personal financial commitments, which likely reflect their genuine
ideological learnings rather than strategic corporate considerations.

For robustness, we also construct three alternative continuous measures of CEO po-
litical ideology: (1) Ideo_Index, calculated as the difference between contributions to
Republican and Democratic parties divided by total contributions to both parties [16];
(2) Ideo_ Number, the number of donations to Republican parties divided by the number
of donations to both parties; and (3) Ideo_Dolla, the dollar amount of donations to Re-
publican parties divided by the total donation amount to both parties [29]*.

4 Results

4.1 Summary Statistics

Table 1 reports the distribution of observations by year, showing a relatively stable
sample size across the period. Consistent with [19], approximately 72% of CEOs in our
sample are classified as Republican-leaning, though this proportion varies over time.

Table 1. Sample Distribution by Year

No. of No. of Re- % of Re- No. of % of
Year total publican- publican- Democratic- Democratic-
CEOs leaning CEOs  leaning CEOs  leaning CEOs  leaning CEOs

2 CEOs can also make contributions to candidates or party committees through their companies’
PACs. However, the use of PACs is usually a strategic political action and often firms donate
to both parties [27], [28]. Therefore, we consider the individual contribution made by CEOs
as a better representation of their political orientation.

3 Republican or Democratic parties (including Senate, House, presidential candidates, and party
committees in political campaigns).

4 Our main sample includes only CEOs who donate to either Republican or Democratic parties;
those who make no political donations are excluded. As a robustness check, we include these
CEOs as non-Republican-leaning, and the (untabulated) results remain consistent.
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2003 407 316 78% 91 22%
2004 428 327 76% 101 24%
2005 264 193 73% 71 27%
2006 342 253 74% 89 26%
2007 480 335 70% 145 30%
2008 465 336 72% 129 28%
2009 337 222 66% 115 34%
2010 428 295 69% 133 31%
2011 461 336 73% 125 27%
2012 411 307 75% 104 25%
2013 316 219 69% 97 31%
2014 338 247 73% 91 27%
2015 271 196 72% 75 28%
2016 276 194 70% 82 30%
2017 209 142 68% 67 32%
2018 225 161 72% 64 28%
2019 178 117 66% 61 34%
Total 5836 4196 72% 1640 28%

Table 2 presents descriptive statistics for the key variables, disaggregated by CEO po-
litical orientation. The average cash-to-assets ratio across the full sample is 0.25, indi-
cating that firms, on average, hold about 25% of their assets in cash or cash equivalents.
Firms with Republican-leaning CEOs exhibit significantly lower cash holdings (0.23)
compared to those with Democratic-leaning CEOs (0.32), reflecting a difference of ap-
proximately 10%. This pattern is consistent with findings in [30] and [31].

Table 2. Descriptive Statistics.

Full Sample Republican-Leaning Democratic-Lean-
ing

Variable Mean Std.Dev. Mean Std.Dev. Mean Std.Dev.
Panel A — Main Variables
D_Rep 72 45 1 0 0 0
Cash 25 25 .23 .23 32 29
Panel B — Control Variable
Firm Size 8.02 1.72 8.06 1.71 7.91 1.74
Tobin'sQ 5.40 18.05 4.28 15.49 8.28 23.12
CashFlow .09 .67 .10 78 .08 12
CashFlow_Vol 1.12 8.43 1.12 8.29 1.13 8.78
NWC 1.68 1.07 1.68 4.36 1.67 1.47
Leverage .56 .26 .56 25 .54 .6
CapEx .06 .06 .06 .06 .04 .04
AcqEx .03 .07 .03 .07 .03 .07
D_Div .02 .04 .02 .05 .01 .04
R&D .04 .14 .03 11 .07 .19
NoAnalyst 12.43 8.20 12.32 8.08 12.73 8.48
LifeCycle 4.22 0.60 4.23 0.58 421 0.66
Z_score 4.41 4.26 4.28 4.000 4.74 4.86
IndAdj_Cash  -0.09 0.23 -0.09 0.22 -0.08 0.25

BoardIndep 0.74 0.21 0.75 0.21 0.71 0.23
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BoardSize 14.43 5.36 14.69 5.29 13.76 5.48

Tenure 9.3 8.47 9.07 8.22 9.90 9.06

D_Gender .03 .16 .02 13 .05 21

CEO Age 57.1 7.79 57.58 7.54 56.03 8.28
5

Table 2 provides the descriptive statistics of the variables in our sample of U.S. publicly
traded firms from 2003 to 2019. The table presents the mean and standard deviations of the
full sample, as well as the separation into Republican-leaning and Democratic-leaning sub-
groups. All variable definitions are provided in Appendix A.

Firm-level control variables align with prior literature. The average CEO is 57 years
old, has 9.3 years of tenure, and over 97% are male, consistent with [19] and [24].
Comparing subsamples, firms led by Republican-leaning CEOs tend to have lower
R&D, acquisition, and capital expenditures, and are more likely to pay dividends; con-
sistent with [15, 32, 33]. Interestingly, a slightly higher proportion of Democratic-lean-
ing CEOs are male and have marginally longer tenures.

4.2  CEO Political Ideology and Cash Holdings

To test the relationship between CEO political ideology and the level of corporate cash
holdings, the following regression model following [9] and [34] is used:

Cash;, = a+ ,D_Rep;; + fControls;, + Industry; + Year, + ¢ (D

where Cash; , is firm is cash holding at year t, measured as the firm’s total cash and
cash equivalents to total assets. D_Rep; ; is our binary measure of CEO political ideol-
ogy, which takes the value of 1 if the CEO is Republican-leaning and 0 otherwise. We
include a comprehensive set of control variables identified in prior literature as deter-
minants of corporate cash holdings, as well as CEO-specific attributes. Industry and
year fixed effects are included to account for unobserved heterogeneity across indus-
tries and time, and standard errors are clustered at the firm level to address potential
serial correlation. All continuous variables are winsorized at the 1st and 99th percentiles
to avoid outliers.

Table 3 presents the regression results. Column 1 shows the baseline specification
without control variables, Column 2 adds firm-level and CEO-level controls, and Col-
umn 3 further includes industry and year fixed effects. Across all specifications, the
coefficient on D_Rep; . is negative and statistically significant at the 1% level. In our
most comprehensive model (Column 3), the coefficient is -0.033, indicating that firms
with Republican-leaning CEOs maintain cash holdings that are 3.3 percentage points
lower than firms with Democratic-leaning CEOs, after controlling for other determi-
nants of cash policy. Given the sample mean of Cash;, is 0.251, which represents a
substantial economic effect, equivalent to a 5.94% reduction in cash holdings.
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Table 3. CEO Political Ideology and Corporate Cash Holding.

@ 2) (3)
VARIABLES Cash;; C ash;, Cash;,
D_Rep; -0.089%#* -0.038%%* -0.034%%*
(0.000) (0.008) (0.007)
Firm Size;, -0.04 1%** -0.035%**
(0.000) (0.000)
Tobin'sQ;, 0.001*** 0.001 %%
(0.000) (0.000)
CashFlow;, 0.344%%* 0.279%%*
(0.000) (0.000)
CashFlowVol;, 0.000 0.000
(0.460) (0.866)
NWC;, 0.000%** 0.000%**
(0.000) (0.000)
Leverage; -0.153%%* -0.137%**
(0.000) (0.000)
CapEx;, -0.580%** -0.395%**
(0.000) (0.000)
AcqEx;; -0.587%** -0.556%**
(0.000) (0.000)
R&D;, 0.526%** 0.462%**
(0.000) (0.000)
D_Div;, 0,048+ -0.038%
(0.000) (0.000)
NoAnalyst; 0.004*** 0.003%**
(0.000) (0.001)
LifeCycle;, 0.033*** 0.025%**
(0.000) (0.000)
Z_score;; 0.009*** 0.008***
(0.052) (0.000)
IndAdj_Cash;, 0.527*** 0.634%**
(0.000) (0.000)
BoardIndep;, 0.034 0.009
(0.758) (0.244)
InBoardSize; ; -0.024* 0.012
(0.069) (0.198)
InTenure;; 0.001 0.007
(0.886) (0.247)
Gender;, 0.053 0.046
(0.119) (0.158)
CEO Age;; -0.001 -0.001
(0.500) (0.485)
Constant 0.314%%* 0.6827%** 0.626%**
(0.000) (0.000) (0.000)
Observations 5,727 4,904 4,903
Industry Fixed No No Yes

Year Fixed No No Yes
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Firm cluster Yes Yes Yes
R-squared 0.027 0.395 0.456
Adj R squared 0.0271 0.365 0.447

Table 3 presents the regression results of the relationship between CEO political and the level of
corporate cash holdings (Eq. 1). Column (1) presents the base line model without any controls
and fixed effects, column (2) presents the model with CEO controls and firm controls, and col-
umn (3) presents the results after adding time and firm fixed effects. All models cluster standard
errors at the firm level. *, ** and *** indicate statistical significance at the 10%, 5% and 1%
levels, respectively. All variables are defined in Appendix A.

These results support Hypothesis H1B, which posits that Republican-leaning CEOs
maintain lower cash holdings compared to Democratic-leaning CEOs. This finding sug-
gests that Republican-leaning CEOs may approach cash management more in line with
the Trade-Off Theory than with Precautionary Motives. They may have superior access
to capital markets, which reduces the need for precautionary cash holdings and the ben-
efits of holding excess cash.

4.3  CEO Political Ideology and Cash Holdings

Having established that Republican-leaning CEOs maintain lower cash holdings, we
now examine how the market values this cash management approach. To assess how
CEO political ideology affects the market value of cash, we adapt the methodology of
[22]. Specifically, we include the CEO political ideology indicator (D_Rep; .) and its
interaction with changes in cash holdings (ACash; .) to examine whether political ide-
ology influences the marginal value of cash. The regression model is specified as fol-
lows:

ExcessRet;, = a+ ;D_Rep; X ACash; + ,D_Rep;, + f3ACash;, + B4ANA;
+ BSAEaTi‘t + ﬂGAR&Di,L‘ + ,6’7A1nti,t + ESADivi’t
+ BoLeverage;; + P1oNF; + B11Cash; g + ProEar;,
+ B, Other Controls;, + Industry; + Year, + ¢ 2

ExcessRet; , is the excess stock return of firm i in year t relative to its benchmark port-
folio return. Benchmark portfolios are the 25 Fama-French portfolios formed by inde-
pendently sorting stocks on size and book-to-market ratio. Our key independent varia-
ble is the interaction term between CEO political ideology and the change in cash hold-
ings (D_Rep; X ACash; ). The coefficient B; captures the differential effect of cash
changes on excess returns based on CEO political ideology, representing the incremen-
tal value the market assigns to cash held by Republican-leaning CEOs relative to Dem-
ocratic-leaning CEOs.

Following [22], we control for changes in firm in firm fundamentals, including net
assets, earnings, R&D expenditures, interest expenses, dividends, lagged cash holdings,
market leverage, and financing activities. On top of their model, we further control
governance, bankruptcy risk, firm life cycle, and our set of CEO characteristics. All
change variables are scaled by the market value of equity at t—1, allowing us to interpret
coefficients as the dollar changes in value for a one-dollar change in the corresponding
variable.
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Table 4 presents the results of our analysis on the relationship between CEO political
ideology and the marginal value of cash’. Column (1) replicates the basic model of [22]
without incorporating CEO political ideology. Consistent with their findings, we ob-
serve that changes in cash holdings are positively associated with excess stock returns,
indicating that the market positively values cash accumulation. However, the coeffi-
cient on ACash; , is less than 1, suggesting that the market values each additional dollar
of cash at less than its face value. Column (2) introduces CEO political ideology and
its interaction with changes in cash holdings. The coefficient on the interaction term is
positive (0.851) and statistically significant at the 5% level. This indicates that the mar-
ginal value of cash is $0.851 higher in firms with Republican-leaning CEOs compared
to firms with Democratic-leaning CEOs. In other words, the market assigns a substan-
tially higher value to cash when it is managed by Republican-leaning CEOs, despite
their tendency to maintain lower cash holdings.

Table 4. CEO Political Ideology and Value of Cash.

Panel B — Regression Results

) )
VARIABLES ExcessRet; ExcessRet;;
D_Rep,; X ACash;, 0.851%*

(0.043)
Ideo_Rep; ¢ 0.020
(0.403)
ACash; 0.406%*** -0.417
(0.000) (0.369)
ANA; ¢ -0.030 -0.497%*
(0.570) (0.050)
AEar;, 0.052 0.534*
(0.487) (0.097)
AR&D; -0.549 -0.123
(0.629) (0.964)
Alnt;, -0.436 3.951
(0.742) (0.198)
ADiv;, 1.104* 0.855
(0.085) (0.269)
Leverage; -0.774%%* -1.255%%*
(0.000) (0.000)
Net Finance; 0.054 0.878*
(0.650) (0.053)
Cash;;_ 0.234%** 0.280%**
(0.000) (0.000)
Earnings;, 0.781%** 1.696%**
(0.000) (0.002)
LifeCycle;, 0.033

5 Summary statistics of all variables are also examined (untabulated) and found to be compa-

rable to prior studies such as [22], [24], and [35].
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(0.190)
Z_score;; 0.005
(0.200)
BoardIndep; 0.193**
(0.024)
InBoardSize; 0.028
(0.308)
InTenure;; 0.020
(0.240)
CEO Age;; -0.001
(0.401)
Gender;, -0.273%**
(0.002)
Constant -0.014 0.013
(0.397) (0.931)
Observations 2,581 2,422
Industry Fixed Yes Yes
Year Fixed Yes Yes
Firm cluster Yes Yes
R-squared 0.227 0.581
Adj R squared 0.202 0.550

Table 4 presents the regression results of the relationship between CEO political ideology and
the value of cash. Column (1) presents the replication result of the Faulkender & Wang’s (2006)
model, column (2) presents the model with CEO political ideology, its interaction with ACash; ,,
and relevant CEO-level controls. All models cluster standard errors at the firm level. *, **, and
**% indicate statistical significance at the 10%, 5% and 1% levels, respectively. All variables are
defined in Appendix A.

Panel B provides the empirical results of the regression model. Column (1) replicates
the basic model of [22] without incorporating CEO political ideology. Consistent with
their findings, we observe that changes in cash holdings are positively associated with
excess stock returns, indicating that the market positively values cash accumulation.
However, the coefficient on ACash; , is less than 1, suggesting that the market values
each additional dollar of cash at less than its face value. Column (2) introduces CEO
political ideology and its interaction with changes in cash holdings. The coefficient on
the interaction term is positive (0.851) and statistically significant at the 5% level. This
indicates that the marginal value of cash is $0.851 higher in firms with Republican-
leaning CEOs compared to firms with Democratic-leaning CEOs. In other words, the
market assigns a substantially higher value to cash when it is managed by Republican-
leaning CEOs, despite their tendency to maintain lower cash holdings.

These results support Hypothesis H2A, which posits that the marginal value of cash
is higher in firms with Republican-leaning CEOs. This finding suggests that the market
positively values the conservative investment policies typically associated with Repub-
lican-leaning CEOs, viewing their disciplined approach to cash management as value-
enhancing rather than a sign of excessive caution or underinvestment.
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4.4 Robustness Tests

Alternative Measures of Political Ideology. The main analysis estimates CEO politi-
cal ideology using an indicator variable, which equals 1 if the CEO donates more to
Republican parties during his/her tenure relative to donations to Democratic parties. To
help ensure our main results are robust, the same regression of Eq. (1) is conducted
again, however, with three alternative measures for CEO political ideology (as defined
in Section 3.2). The results are presented in Table 5. As can be seen, the results for all
three alternative measures remain negative and highly significant (all significant at 1%
level). These findings echo the results obtained from the main analysis in Table 3,
which support the main findings that Republican-leaning CEOs negatively affect the
level of corporate cash holdings. The results remain robust to alternative measures of
CEO political ideology.

Table 5. Alternative CEO Political Ideology Measures.

@ () 3)
VARIABLES Cash;, Cash;, Cash;;
Index_Rep;, -0.028***

(0.000)
Number_Rep;, -0.008***

(0.002)
Dollar_Rep;, -0.0027%%*%*
(0.000)

Constant 0.560%*** 0.569%** 0.567***

(0.000) (0.000) (0.000)
Observations 4,903 4,903 4,903
Controls Yes Yes Yes
Industry & Year Fixed Yes Yes Yes
Firm cluster Yes Yes Yes
R-squared 0.452 0.454 0.451
Adj R squared 0.442 0.443 0.442

Table 5 presents the regression using 3 alternative measurements of CEO political ideology. Col-
umns 1, 2, and 3 show the results using three different index measurements constructed as dis-
cussed in Section 3.2. All models cluster standard errors at the firm level. *, ** and *** indicate
statistical significance at the 10%, 5% and 1% levels, respectively. All variables are defined in
Appendix A.

Controlling for CEO Overconfidence. [24] and [35] find that CEO overconfidence
has an impact on the firm’s corporate cash policy. As a result, following [16], we also
control for CEO overconfidence in both our regression models. Since CEO overconfi-
dence is one of the dimensions of an individual’s personality, it may correlate with the
traits exhibited by Republican-leaning CEOs.

CEO overconfidence is constructed using the options-based proxy following [36],
and the results are presented in Table 6. Panel A shows the pairwise correlation between
the CEO political ideology and overconfidence measure. The correlation coefficient is
very small and is insignificant, indicating that CEO political ideology and
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overconfidence are not correlated, and are indeed measuring two dimensions of behav-
ior. Panel B presents the regression results of Eq. (1) and (2) but with CEO overconfi-
dence as an additional control. As expected, the results remain negative (positive) and
significant.

Table 6. Controlling for CEO Overconfidence.

Panel A — Correlation of Overconfidence and Political Ideology

D_Rep; D_0C;
D_Rep; 1.000
D_0C;; 0.010 1.000
(0.424)
Panel B — Previous Regressions with Overconfidence and Political Ideology
ey ()
VARIABLES Cash;; ExcessRet;;
D_Rep; -0.023*%*%*
(0.005)
D_Rep; X ACash;, 0.788%*
(0.031)
D_0C;; 0.021%** 0.095***
(0.014) (0.000)
D_0C;y X ACas;; 1.424%**
(0.001)
Constant 0.589%:** -0.068
(0.000) (0.400)
Observations 4,903 2,422
Controls Yes Yes
Industry Fixed Yes Yes
Year Fixed Yes Yes
Firm cluster Yes Yes
R-squared 0.447 0.496
Adj R squared 0.438 0.467

Table 6 presents the results after controlling for CEO overconfidence. Panel A shows the corre-
lation between CEO overconfidence and political ideology and Panel B shows the result of pre-
vious regressions (Eq. 1 & 2), but with CEO overconfidence as an additional control. All controls
used in Eq. (1) and (2) are included in the regressions. All models cluster standard errors at the
firm level. *, ** and *** indicate statistical significance at the 10%, 5% and 1% levels, respec-
tively. All variables are defined in Appendix A.

4.5 Identification Strategy

Instrumental Variable (IV) Test. To address potential endogeneity, we first use an
instrumental variable. Following [19], we instrument CEO political ideology with the
annual average number of Republican-leaning CEOs in the firm's industry. This instru-
ment satisfies the relevance condition because CEOs in the same industry likely share
similar backgrounds, social networks, and value systems, creating correlated political
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ideologies. It also plausibly satisfies the exclusion restriction because the industry-level
prevalence of Republican-leaning CEOs should not directly affect an individual firm's
cash policy except through its correlation with the firm's CEO ideology.

Given the non-negativity constraints in our dependent and independent variables,
we employ a two-stage residual inclusion (2SRI) approach, which provides appropriate
inference in non-linear models [37]. In the first stage, we regress CEO political ideol-
ogy on our instrument and control variables. In the second stage, we include both the
endogenous variable and the first-stage residuals in our cash holdings and value of cash
models.

Table 7 presents the results of this analysis. The first-stage results confirm the rele-
vance of our instrument, with a positive and statistically significant coefficient on the
industry proportion of Republican-leaning CEOs. More importantly, after including the
endogenous variable, the second stage results for both the cash holdings model (Panel
A) and the value of cash model (Panel B) remain consistent with our baseline findings.
After addressing endogeneity concerns, Republican-leaning CEOs continue to maintain
significantly lower cash holdings (B = -0.507, p < 0.01) and higher marginal value of
cash (B =1.188, p <0.05). These robust results confirm that CEO political ideology has
economically meaningful effects on both corporate cash policy and cash valuation, with
endogeneity unlikely to drive our main findings.

Table 7. Instrumental Variable Test.

Panel A: 2SRI Results for Level of Corporate Cash

First Stage Second Stage
) (2)
VARIABLES D_Rep; Cash;;
Ind_Rep; 0.012%***
(0.001)
D_Rep; -0.507%**
(0.000)
Response Residual 0.582%***
(0.000)
Constant -0.328 1.162%**
(0.138) (0.000)
Observations 4,592 4,592
Controls + Firm Cluster Yes Yes
Industry + Year FE Yes Yes

Panel B: 2SRI Results for Value of Corporate Cash

First Stage Second Stage
@ Q?)
VARIABLES D_Rep; ExcessRet;;
Ind_Rep; 4.613**
(0.036)

D_Rep; x ACash;, 1.188 **
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(0.036)
Response Residual -0.824
(0.050)
ACash;, 0.111%* -0.452
(0.039) (0.321)
Constant -5.312%* 0.231
(0.023) (0.268)
Observations 2,425 2,425
Controls + Firm Cluster Yes Yes
Industry + Year FE Yes Yes

Table 7 presents the 2SRI analysis results. Panel A reports the results of Eq. (1), and panel B
reports the results of Eq. (2). All control variables used in the main analysis are included in the
regression models. All models include industry and time fixed effect and cluster standard errors
at the firm level. *,** and *** indicate statistical significance at the 10%, 5%, and 1% levels,
respectively. All variables are defined in Appendix A.

Propensity Score Matching. One potential concern in our baseline result is that cor-
porate cash policy decisions could be due to fundamental differences in observed vari-
ables rather than being driven by the impact of CEOs political ideology. To address this
potential bias, we employ the nearest-neighbor PSM technique following [35]. By set-
ting firms with Republican-leaning CEOs as the “treatment” and Democratic-leaning
CEO:s as the “control”, we use the nearest-neighbor method with no replacement. This
procedure gives us a total of 3,308 unique pairs of matched firm-year observations. To
further ensure the quality of the matching, the caliper among pairs is set to be no larger
than 0.1%. Before matching, several covariates differ significantly between firms with
Republican-leaning and Democratic-leaning CEOs. After matching, none of the differ-
ences remain statistically significant, indicating successful balance across observable
characteristics.

The regression results using the matched sample are presented in Table 8. Consistent
with our baseline findings, Republican-leaning CEOs maintain significantly lower cash
holdings (B =-0.026, p < 0.05) and are associated with a higher marginal value of cash
(B = 0.896, p < 0.1). While the statistical significance is somewhat reduced in the
matched sample, likely due to the smaller sample size and reduced statistical power,
the economic magnitudes remain substantial and align with our main results.

Table 8. Propensity Score Matching.

@ ()
VARIABLES Cash;; ExcessRet;;
D_Rep; -0.026**
(0.031)
D_Rep,; X ACash;, 0.896*
(0.061)
Constant 0.363*** 0.010

(0.000) (0.925)
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Observations 6,615 3,221
Controls + Firm Cluster Yes Yes
Industry + Year FE Yes Yes
Adj R squared 0.465 0.360

Table 8 presents the results of propensity score matching. Column (1) reports the results of Eq.
(1) and Column (2) reports the results of Eq. (2) using matched sample only. All control variables
used in the main analysis are included in the regression models. All models include industry and
time fixed effect and cluster standard errors at the firm level. * **, and *** indicate statistical
significance at the 10%, 5%, and 1% levels, respectively. All variables are defined in Appendix
A.

Difference-in-Difference Analysis (DID): Exogenous CEO Turnover. Although
firm fixed effects and time fixed effects are included to account for any time-invariant
unobservable firm-level characteristics, one caveat in linking corporate cash policy and
CEO political ideology is that the relationship could be biased. It is possible that a
higher proportion of Republican-leaning CEOs could be recruited in firms with certain
characteristics. To address this endogeneity, we exploit exogenous CEO turnover
events as quasi-natural experiments that generate plausibly random variation in CEO
political ideology.

Following [38] and [39], we define exogenous CEO departures as a CEO turnover
event caused by a medical condition, death, or natural retirement due to the CEO’s age.
These events likely occur for reasons unrelated to firms' cash policies, providing an
opportunity to examine how changes in CEO political ideology causally affect cash
management decisions. Following prior literature, we exclude forced turnover events
from our CEO turnover data®.

We design our difference-in-differences approach following [40]. Taking an empir-
ical approach, we first generated a post-turnover dummy (Post; ;) variable, which takes
a value of 1 for all periods after the exogenous CEO turnover event (e.g. t+1, t+2...
t+n), and O otherwise (before the turnover event). We only include firms where the
replaced CEOs have at least 2 years of data before and after the turnover events. We
then generate three treatment dummies (Ideo_Increased;, Ideo_Decreased; &
Ideo_Changed;) capturing the change in CEO political ideology.

In our Treatment 1, we focus on a subsample where all departing CEOs are Demo-
cratic leaning. In this subsample, Ideo_Increased; is a dummy variable that takes a
value of 1 if the replacement CEOs are Republican-leaning (treatment), and 0 otherwise
(control). Treatment 2 focuses on a subsample where all departing CEOs are Republi-
can leaning. In this case, our key variable is /deo_Decreased;, which equals 1 if the
replacement CEOs are Democratic-leaning (treatment), and 0 otherwise (control). For
Treatment 3, we focus on a subsample where there is a change in CEO political ideol-
ogy between our departing and replacing CEOs. We define our key variable:
Ideo_Changed; equals 1 if the departing CEO is Democratic-leaning but is replaced
by a Republican-leaning CEO (treatment), and O if the departing CEO is Republican-
leaning but replaced by a Democratic-leaning CEO (control). After the identification

¢ We thank [39] for making the exogenous CEO turnover data available. We extend the data
from 2006 onward using Factiva.
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process, we then merge the turnover sample with the corporate cash policy observa-
tions, and a total of 151 exogenous CEO turnover events are identified.
The following regression models are used for our DiD approach:

Cash;y = a+ p1D_Treatment ; X Post;, + f,D_Treatment ; + f3Post;, + &€ (3)

ExcessRet;, = a + ,D_Treatment ; X Post;, X ACash;; + B,D_Treatment ;
+ B3Post; . + fyACash;, + € 4)

Here, D_Treatment; are defined by Ideo_Increased; , Ideo_Decreased; and
Ideo_Changed;, respectively. The results are presented in Table 9. Columns (1), (2)
and (3) show the regression results for the subsamples with Ideo_Increased; ,
Ideo_Decreased; and Ideo_Changed,, respectively. Panel A presents the results of
Eq. (3), and we find that the interaction terms are negative and significant in Columns
(1) and (3). This suggests that, when an increase in CEO political ideology (changed
from Democratic-leaning to Republican-leaning) occurs due to an exogenous CEO
turnover event, corporate cash holdings decrease significantly’. Similar results are also
found in panel B with Eq. (4), where only treatment groups with an increase in CEO
political ideology (changed from Democratic-leaning to Republican-leaning) after an
exogenous CEO turnover have positive and significant results.

Table 9. Changes in corporate cash policy around exogenous CEO turnover events.

Panel A — DID Analysis on the Level of Cash

@ 2) 3)
VARIABLES Cash;, Cash;, Cash;,
Ideo_Increased X Post -0.136*
(0.079)
Ideo_Decreased x Post -0.047
(0.418)
Ideo_Changed X Post -0.194%**
(0.002)
Ideo_Increased 0.174%*
(0.011)
Ideo_Decreased 0.092*
(0.052)
Ideo_Changed 0.172%**
(0.001)
Post 0.216%** -0.045 0.111%**
(0.000) (0.269) (0.020)
Constant 0.047 0.187%#** 0.107%**
(0.365) (0.000) (0.010)
Observations 144 204 186

7 However, when the CEO political ideology decreases after an exogenous CEO turnover event
(as in Column 2, where a Republican-leaning CEO is replaced by a Democratic-leaning CEO),
the coefficient of Ideo_decreasd i is insignificant.
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R-squared 0.125 0.054 0.057
Panel B — DID Analysis on the Value of Cash

) ? (©))
VARIABLES ExcessRet;, ExcessRet;, ExcessRet;

Ideo_Increased X Post

X ACash;, 4.225%
(0.081)
Ideo_Decreased x Post
X ACash;, 0.060
(0.953)
Ideo_Changed X Post
X ACash;, 2.837%**
(0.003)
Ideo_Increased 0.388*
(0.053)
Ideo_Decreased 0.125
(0.186)
Ideo_Changed 0.058
(0.522)
Post 0.640%** 0.084 -0.026
(0.002) (0.303) (0.751)
ACash;; -3.543 0.264 -2.423%%*
(0.136) (0.739) (0.001)
Constant -0.485%* -0.115* -0.048
(0.014) (0.055) (0.446)
Observations 84 118 106
R-squared 0.578 0.046 0.170

Table 9 presents the difference-in-differences analysis on the level and value of corporate cash
holdings by firms that experience exogenous CEO turnover. Panel A presents the results for Eq.
(3), and Panel B presents the results for Eq. (4). Column 1 presents the results with subsamples
where all departing Democratic-leaning CEOs are replaced with Republican-leaning CEOs. Col-
umn 2 presents the results where all departing Republican-leaning CEOs are replaced by Demo-
cratic-leaning CEOs, and Column 3 presents the results where there is a switch in the political
ideology status of the departing and replacing CEOs (e.g., from Republican-leaning to Demo-
cratic-leaning, vice versa). *, ** and *** indicate statistical significance at the 10%, 5% and 1%
levels, respectively. All variables are defined in Appendix A.

Finally, while our study's approach of examining CEO departures provides an exoge-
nous way to identify changes in CEO political ideology, we acknowledge that our test
is not without limitations. The timing of when departing CEOs leave may be exoge-
nous, but a company's board appointing a new CEO is unlikely to be a completely ex-
ogenous event. Even though exogenous CEO turnover may not be a perfect setting for
capturing exogenous shifts in CEO political ideology, our findings suggest that CEO
political ideology is a pivotal factor influencing the firms’ corporate cash policy deci-
sions.
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5 Cross-sectional Heterogeneity Analysis

5.1 Credit Rating, CEO Political Ideology, and the Level of Cash

If Republican-leaning CEOs maintain lower cash holdings because they approach cash
management through the lens of the trade-off theory, this effect should be more pro-
nounced when firms have better access to external capital markets. Credit ratings pro-
vide a direct measure of this access, with higher ratings indicating lower costs of exter-
nal financing and thus reduced benefits of holding precautionary cash. Table 10 pre-
sents result from estimating Eq. (1) separately for firms with high and low credit ratings
(split at the median)®. Consistent with our proposed mechanism, the negative relation-
ship between Republican-leaning CEOs and cash holdings is statistically significant
only in the high credit rating group ( =-0.035, p < 0.05). In contrast, the relationship
is not statistically significant in the low credit rating group (p = 0.005, p = 0.758). A
chi-square test confirms that the difference between these coefficients is statistically
significant at the 10% level.

Table 10. Sensitivity Analysis (Credit Rating).

High Credit Rating Low Credit Rating
VARIABLES Cash;, Cash;;
D_Rep; -0.035%* 0.005
(0.039) (0.758)
ROA;; -0.113 0.052
(0.667) (0.809)
Cap_Inten;; -0.388%** -0.213%%*
(0.000) (0.001)
Int_Cov;; 0.000** 0.002***
(0.015) (0.000)
Loss;; 0.057** 0.006
(0.021) (0.741)
Subourd; , -0.057* -0.065***
(0.051) (0.000)
Constant 0.593%** 0.729%**
(0.000) (0.000)
Observations 2,542 1,038
Controls Yes Yes
Industry Fixed Yes Yes
Year Fixed Yes Yes
Firm Cluster Yes Yes
R-squared 0.455 0.447
Adj R-squared 0.435 0.400

Chi-squared analysis

Chi2(1) = 2.94

Prob > Chi2 = 0.0865

8 We included some additional control variables related to credit rating, including ROA, capital
intensity, interest coverage, and Subordinated debt.
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Table 10 presents the sub-sample analysis for the relationship between CEO political ideology
and the level of cash under a high vs. low credit rating. All the controls used in Eq. (1) are in-
cluded in the models. All models cluster standard errors at the firm level. *, **, and *** indicate
statistical significance at the 10%, 5% and 1% levels, respectively. All variables are defined in
Appendix A.

These findings support our interpretation that Republican-leaning CEOs prioritize the
trade-off theory in their cash management decisions. When firms have higher credit
ratings and thus better access to external capital markets, Republican-leaning CEOs
recognise that the benefits of holding excess cash are reduced, leading them to maintain
lower cash holdings’.

5.2  Investment Efficiency, CEO Political Ideology, and the Value of
Cash

If the market assigns a higher value to cash held by Republican-leaning CEOs because
it views their conservative investment policies as value-enhancing, this premium should
be more pronounced when firms demonstrate higher investment efficiency. Efficient
investment practices imply that firms allocate capital to projects with positive net pre-
sent values while avoiding value-destroying investments, enhancing the marginal value
of cash.

Following [41], we measure investment efficiency as the deviation from a firm’s
expected level of investment, proxied by the residuals from the following industry-year
regression model:

Investment;, = a + (,SalesGrowth;, + ¢ (5)

where Investment; . denotes firm i’s total investment in year t, measured as the sum
of R&D expenditure, capital expenditure, and acquisition expenditure, minus the sale
of PPE, multiplied by 100 and scaled by lagged total assets. SalesGrowth; , represents
the annual change in sales. Eq. (5) is estimated separately for each industry-year, pro-
vided there are at least 20 firm-year observations within the group. Firms are then sorted
into quartiles based on the absolute values of the regression residuals. Firms in the top
and bottom quartiles, those exhibiting the largest positive or negative residuals, are cat-
egorised as investment-inefficient (i.e., over- or under-investing), while those in the
two middle quartiles are considered investment efficient.

To ensure robustness, we adopt an alternative approach for measuring investment
efficiency'’. Following [43], we also estimate a sensitivity-based model in which in-
vestment is regressed on Tobin’s Q:

° For robustness check, we also use firms” YTM to represent the level of external financing

cost. The results remain quantitatively similar and can be provided upon request.

10 We also use an investment efficiency ratio calculated as the sum of capital expenditure and
R&D, scaled by lagged total assets to capture investment efficiency [42]. Firms with a ratio
above the annual median are considered investment efficient. The results are quantitatively
similar and are available upon request.
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Investment;, = a + By Tobin'sQ;, + ¢ (6)

Firms are again classified based on the absolute residuals. Second, following [42], we
use an investment efficiency ratio calculated as the sum of capital expenditure and
R&D, scaled by lagged total assets. Firms with a ratio above the annual median are
considered investment efficient.

The regression results are presented in Table 11. We divide the sample into efficient
and inefficient subgroups. In Columns (1) and (2), the coefficient on the interaction
term is positive and significant at 1% level for investment efficient firms and is positive
and insignificant (p = 0.500) for inefficient firms. Notably, the coefficient magnitude
is higher for efficient firms (f = 1.855) than in the main analysis (f = 0.851) and sub-
stantially lower for inefficient firms (B = 0.103).

Table 11. Sensitivity Analysis (Investment Efficiency).

Efficiency Resid(Sale) Efficiency_Resid(Q)
Efficient Inefficient Efficient Inefficient
@ @ 3 @
VARIABLES ExcessRet;; ExcessRet;; ExcessRet;; ExcessRet;,
D_Rep; x ACash;, 1.847%** 0.112 1.008** 0.481
(0.001) (0.459) (0.038) (0.223)
Ideo_Rep;,; -0.054 0.044%* 0.046 0.019
(0.384) (0.043) (0.287) (0.425)
ACash;; -1.423%** 0.348%** -1.075%** 0.392%#
(0.004) (0.001) (0.037) (0.005)
Constant 0.169 -0.014 0.056 -0.069
(0.428) (0.873) (0.693) (0.510)
Observations 602 1,812 1,010 1,401
Controls Yes Yes Yes Yes
Industry & Year Fixed Yes Yes Yes Yes
Firm cluster Yes Yes Yes Yes
R-squared 0.803 0.222 0.649 0.304
Adj R squared 0.758 0.162 0.604 0.235
Chi-squared analysis Chi%(1)=5.12 Prob > Chi?=0.077
Chi-squared analysis Chi*(1)=5.28 Prob > Chi?=0.072

Table 11 presents the sensitivity analysis for the relationship between CEO political ideology and
the value of cash using the firm’s investment efficiency status. Columns (1) and (2) break the
sample into sub-samples of being investment efficient or inefficient, using the residual method
following [41]. Columns (3) and (4) use the same regression model but with another residual
method, following [43]. All controls used in Eq. (2) are also included. All models cluster standard
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errors at the firm level. *, **, and *** indicate statistical significance at the 10%, 5% and 1%
levels, respectively. All variables are defined in Appendix A.

These findings are robust across the alternative investment efficiency measures. Col-
umns (3) to (6) report similar patterns when using the Tobin’s Q model and the effi-
ciency ratio, respectively. In all cases, the coefficient differences between sub-samples
are statistically significant at the 10% level or better, as confirmed by chi-squared tests.
Taken together, these results suggest that the positive effect of CEO political ideology
on the value of corporate cash holdings is concentrated among firms that are more ef-
ficient in their investment decisions.

6 Conclusion

This study examines how CEO political ideology influences both the level of corporate
cash holdings and the market value of cash holdings. Our findings reveal that Republi-
can-leaning CEOs maintain significantly lower cash holdings compared to their Dem-
ocratic-leaning counterparts, an effect that is more pronounced among firms with higher
credit ratings. Despite holding less cash, firms led by Republican-leaning CEOs exhibit
a higher marginal value of cash, particularly when they demonstrate greater investment
efficiency. These relationships remain robust across multiple identification strategies,
providing compelling evidence between CEO political ideology and corporate cash
management decisions.

Our results suggest that Republican-leaning CEOs manage corporate cash through
the lens of the trade-off theory rather than precautionary motives. Recognizing their
firms' superior access to capital markets and lower external financing costs. This disci-
plined approach appears to be valued by the market, especially when paired with effi-
cient investment practices, leading to a substantial premium in the value of cash hold-
ings. This value premium may reflect investor perceptions of Republican-leaning CEOs
as more financially disciplined or aligned with shareholder interests. Alternatively, it
may be that the market anticipates more selective investment behavior from these
CEOs, particularly in firms that are already efficient capital allocators. While invest-
ment efficiency helps explain where the effect is strongest, future research could further
explore why the market assigns greater value to cash under ideologically conservative
leadership.

Our findings contribute to literature in four keyways. First, we expand research on
CEO political ideology by linking it to corporate cash policy, a financial decision not
previously examined through this lens. Second, we uncover the mechanisms through
which ideology shapes financial behavior, showing that Republican-leaning CEOs tend
to follow the trade-off theory in cash management. Third, we identify CEO political
orientation as a meaningful but overlooked determinant of corporate cash holdings.
Fourth, we demonstrate that this ideological influence also has valuation implications,
with firms led by Republican-leaning CEOs enjoying a higher marginal value of cash.

Our study also offers important practical implications for corporate governance and
investment analysis. For boards of directors, our results suggest that CEO political pref-
erences are a relevant factor to consider in recruitment and oversight processes.
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Understanding how a CEO’s political orientation may influence financial management
can help ensure alignment with the firm’s strategic objectives and risk tolerance. For
investors, information about CEO political ideology provides valuable insights for eval-
uating financial policies and anticipating firm behavior, potentially improving invest-
ment decision-making.

We acknowledge several limitations that suggest directions for future research.
While our identification strategies address endogeneity concerns, we cannot fully rule
out the possibility that unobserved factors jointly influence both CEO selection and
cash policy decisions. Additionally, our analysis focuses on U.S. firms, which may limit
the generalizability of our findings to other institutional contexts where political sys-
tems and cultural norms differ.

In conclusion, our study highlights the significant role that CEO political ideology
plays in shaping corporate cash management decisions and their value implications. By
demonstrating that personal political preferences influence financial policies in eco-
nomically meaningful ways, we underscore the importance of executive characteristics
in understanding corporate behavior and outcomes. These insights contribute to the
broader literature on corporate financial decision-making and the value consequences
of managerial traits.
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Appendix

Appendix A. Variable Definition.

Main Variables

Descriptions

Datasource

1.

2.

Cashy;

ExcessRet;

D_Rep, ;

Index_Rep,;

Number_Rep,;

Dollar_Rep, ;

Ratio of cash and cash equivalent on
total assets for firm i in year t.
Excess stock return in comparison to
the benchmark portfolio. Con-
structed using method as described in
Section 4.2.

CEO political ideology, dummy var-
iable = 1 if the CEO is classified as
Republican-leaning (as described in
section 3.3.2), 0 otherwise.

Index measurement of CEO political
ideology, constructed using method
as described in Section 3.3.2.

Index measurement of CEO political
ideology, constructed using method
as described in Section 3.3.2.

Index measurement of CEO political
ideology, constructed using method
as described in Section 3.3.2.

Compustat

CRSP

FEC

FEC

FEC

FEC

Control Variables

7.

10.

11.

12.

13.

14.

15.

16.

17.

Firm Size;

Tobin'sQ;,

CashFlow;,

NWCy,

Leverage;,
CapEx;;
AcqEx;;
R&D; ;
D_Div;,
NoAnalyst; .

LifeCycle;,

Natural log of total assets for firm i
in year t.

(Market value of equity + total debt —
current asset) scaled by PPE for firm
iin yeart.

Operating cash scaled by total assets
for firm i in year t.

Net working capital, the difference
between current non-cash assets and
current liabilities for firm i in year t.
Total liabilities scaled by total assets
for firm i in year t.

Capital expenditure scaled by total
assets for firm i in year t.
Acquisition expenditure scaled by to-
tal assets for firm i in year t.

R&D expenditure scaled by sales for
firm i in year t.

Dummy variable = 1 if the firm is
paying dividend, 0 otherwise.
Number of analyst following for firm
iin year t.

Life cycle stage for firm i in year t,
measured as an index following
Dickinson (2011).

Compustat

Compustat

Compustat

Compustat

Compustat
Compustat
Compustat
Compustat
Compustat
I/B/E/S

Compustat
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18. Z_score;, The bankruptcy risk for firm i in year | Compustat
t.

19. IndAdj_Cash Industry adjusted cash holding for | Compustat
firm i in year t.

20. BoardiIndep;; Percentage of independent board | BoardEx
members for firm 1 in year t

21. InBoardSize;, Natural logarithm of the number of | BoardEx
board members for firm i in year t

22. InTenure;, Natural log of years since CEO took | ExecComp
office for firm i in year t.

23. D_Gender;, Dummy variable = 1 if the CEO is fe- | ExecComp
male, 0 otherwise.

24. CEO Age;; Age of the CEO for firm i in year | ExecComp
t.

25. ACash;; The difference of cash in year t and t- | Compustat
Iscaled by lagged market value of
equity for firm i in year t.

26. ANA;, The difference of net assets between | Compustat
year t and t-1scaled by lagged market
value of equity for firm i in year t.

27. AEar;; The difference of earnings between | Compustat
year t and t-1scaled by lagged market
value of equity for firm i in year t.

28. AR&D;, The difference of R&D expenditures | Compustat
between year t and t-lscaled by
lagged market value of equity for
firm i in year t.

29. Alnt;, The difference of interest expenses | Compustat
between year t and t-1scaled by
lagged market value of equity for
firm i in year t.

30. ADiv;, The difference of dividends expenses | Compustat
between year t and t-lscaled by
lagged market value of equity for
firm i in year t.

31. Net Finance;, Net finance scaled by lagged market | Compustat
value of equity for firm i in year t.

32. Earnings;; Earnings scaled by lagged market | Compustat
value of equity for firm i in year t.

33. D_OC;, CEO overconfidence, dummy varia- | ExecComp
ble = 1 if the confidence level is at
least 67% in the money, 0 otherwise.

34. Ind_Rep Annual average number of Republi- | FEC
can-leaning CEOs in the industry.

Cross-Sectional

35. CreditRating;, Credit rating score for firm i in year | S&P
t.

36. Efficiency_Resid(Sale);, | Investment efficient using the resid- | Compustat

ual method with sales (calculated as
discussed in Section 3.7.2) for firm i
in year t.
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37. Efficiency_Resid(Q);¢ Investment efficient using the resid- | Compustat
ual method with Tobin’s Q (calcu-
lated as discussed in Section 3.7.2)
for firm i in year t.
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