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Abstract 

The main aim of this research is to analyze the association between cashholding and firm 

performance with moderating role of corporate governance. For the purpose of analysis, 

secondary data of 145 non-financial firms listed at Pakistan Stock Exchange (PSX) is taken from 

2006-2017. The dynamic Generalized Method of Moments (GMM) is applied to cater the problem 

of unobserved heterogeneity. The results of this study suggest that cash holding has a significant 

impact on firm performance. Moreover, corporate governance significantly moderates the 

relationship between cash holding and firm performance. 

 

Keywords: Cash Holding, Corporate Governance, Pakistan Stock Exchange, Generalized Method 

of Moments 

 

 

1. Introduction 

The issues related to cash-holding and firm performance have received substantial consideration 

after the global financial crisis. The cash held by the business organizations not only affect the 

liquidity but also financial performance (Harford, Klasa & Maxwell, 2014; Huang, Lambertides 

& Steeley, 2016). Whenever a large amount of cash is held by a company, it will result in 

increasing the opportunity cost as well as decreasing the firm’s performance. On the other hand, 

when too little amount of cash is held by the company, it may create deficits for meeting the 

operational costs thus reducing firm’s performance (La Rocca & Cambrea, 2019). Hence it is 

important that the amount of cash a company is holding should be adequate for covering up 

regular operating expenses, fulfill liquidity requirements, financing future projects (if needed) and 
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for  contingency purposes (Doan, 2020). Only having sufficient cash for these purposes can help 

improve the financial performance of firms. According to the research of Graham & Leary (2018) 

on US firms, 13% of the sum of all assets in case of large firms constitute cash and cash 

equivalents. In another study, it was found by Al-Najjar and Clark (2017) that in UK, total assets 

of the firms constitute 9%, on average, of cash. While in context of Pakistan, cash and cash 

equivalents makes up to more than 10% of total assets, on average (Ali & Ullah, 2016). All these 

studies show that cash is considered a significant asset and firm’s performance is directly linked 

to it. Therefore, cash management is considered to be a key issue for corporate financial policies.  

In the similar vein, the separation of ownership and control has given rise to conflict of interest 

between the managers and shareholders commonly known as agency problem.  

In order to cater agency problem and risks faced by the business organization, the board of 

directors play an important role by implementing the governance mechanism.This situation has 

therefore highlighted the importance of corporate management team in firms who can take care of 

the various risks faced by the business organizations. Corporate governance-related issues 

became prominent in the 1990s, when South America and East Asia were hit with financial crisis 

followed by a series of corporate scandals (e.g. demise of WorldCom and Enron) in other 

countries like US. Hence, corporate governance has gained significant importance in both 

developed as well as developing countries in the recent years. Economist view corporate 

governance as a tool used for sustaining the growth of businesses and the overall economy. 

According to the argument put forth by Kren (2016), the increasing need for nations to acquire 

financial resources both domestically as well as internationally has made it critical to implement 

corporate governance mechanisms. In this age of globalization, corporate governance 

mechanisms are playing a vital role in strengthening private sector and enhancing its contribution 

to the social and economic progress (Ducassy & Montandrau, 2015). 

Recent emphasis on effective implementation of corporate governance in organizations has 

significantly influenced operating activities of many companies (Ducassy, 2015; Haan & Vlahu, 

2016). As depicted in the black-box argument, firms are quite similar in their behavior towards 

production counters. Hence, the overall focus of all activities taking place in a firm is directed 

towards profit generation and maximization. However, it is also believed that not only the 

economic and production related concerns drive corporate governance motivations but behavioral 

elements related to firm’s performance also plays an important role (Francis et al., 2015). Many 

studies examined the corporate cash-holdings to determine the link of financial performance with 

cash-holdings in case of different firms (Kim et al. 2011; Campello, 2011; Al-Najjar, 2013). Most 

of these studies assumed that industry/sector and firm characteristics such as investment in fixed 

assets, leverage, firm size, growth opportunities and cash flow etc. determine cash-holdings. 

Additionally, the study of Sheikh and Khan (2016) also depicted that it is not the firm 

characteristics only that determine cash-holdings but managerial characteristics such as CEO 

duality, age, gender etc., also play an important part. Apart from these, corporate governance is 

also seen to impact value of cash-holdings in any firm. Dittmar and Mahrt-Smith (2007) found in 

their study that excessive cash-holdings are valued more by investors in well-governed firms as 

compared to poorly governed firms.  

After 2008’s Global Financial Crisis, the issue of corporate governance has been under critical 

review in context of many countries. Asian economies, similar to other financial markets, also 

experienced a period of economic recession consequently affecting the political and economic 

atmosphere (Jabbouri & Almustafa, 2020). Hence, Pakistani listed firms provides a good sample 
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for examining the transition after Global Financial Crisis in Asian context (Abdumavlonov, 

2012). Since the prior literature is based on developed economies having strong legal and 

governance structure, it would be interesting to analyze the effectiveness of corporate governance 

in developing economies which are characterized by information asymmetry, lack of investor 

protection and weak form of market efficiency. Moreover, analyzing literature also suggest that 

such mechanisms are different for financial and non-financial sectors. Moreover, majority of 

previous research studies have focused on financial sector. Since their nature of business, 

governance structure and regulations are different from the non-financial sector.Thus the current 

research aims to address the issue that how cash holding affect the firm performance with 

moderating role of corporate governance. 

2. Literature Review 

2.1. Cash Holding and Firm Performance 

The terminology of cash-holding is used to indicate managerial decision regarding the amount of 

cash and cash equivalents that a firm must hold. It is important because such decisions impact the 

corporate value as well as firm’s efficiency and dynamics. Every firm has its own different reason 

for holding cash which depicts their major motives, as indicated by past studies. Companies, for 

example, need cash for making daily transactions because cash is a direct mean of exchange; 

however, companies vary in their demand for cash (Bates et al. 2009). In cases when  firms run 

out of liquid assets or funds required to suffice  their daily operations, they  tend  to acquire funds 

from external sources such as the capital markets, or restrict dividend payouts, or turn their  

existing assets liquid or put a  cut on investment opportunities  available to them (Nguyen et al., 

2019). However, each and every of these activities have their own costs. Companies not only 

required cash for feeding their daily transactions, but it is also needed for uncertain circumstances 

such as unexpected spending needs. As per the research of Ferreira and Vilela (2004), cash is 

used by firms for financing their investing and financial activities when other external sources of 

funds are way too costly to afford. Nevertheless, companies have varying demands for keeping 

cash reserves which is situational and also depends on specific objectives of a firm.  

Managers usually take advantage of information asymmetry exists between them and the 

shareholders by using dividend payment policy to send good signals to investors regarding 

prospects of the firm. Harford (2008) found in his study that dividend payment is deemed as more 

positive signal as compared to purchasing treasury securities by making use of cash. It is because 

when a company pays dividend, it depicts firm’s commitment to higher payments in future as 

well, whereas purchasing treasury securities is seen as a this year’s activity and has no future 

implications. It is the discretion of managers to choose between options of withholding cash or 

payingdividends. Hence, the availability of more free cash flow may cause managers to exercise 

their discretion against the best interest of shareholders (Jensen, 1986). Harford (2008) confirmed 

in his study that firms having large amounts of cash-holdings tend to use it for acquiring other 

businesses. In addition to this, Bolton et al. (2011) also provided evidence in their study that firms 

who do not use their cash for paying dividends and making acquisitions, use it for capitalizing on 

other investment opportunities.  

There are three major theories that majorly explain the cash-holding determinants; these are 

pecking order theory, the trade-off model and the free cash flow theory. According to the free 

cash-flow theory, it is found that managers use cash-holdings to satisfy their own interests rather 

than focusing on shareholders’ interests, thereby giving rise to conflict of interest between 

managers and shareholders (Harford et al. 2014). According to the explanation proposed by free 
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cash flow theory, companies which possess higher opportunities for growth usually are faced with 

high agency cost as well. Hence, such companies tend to hold more cash reserves as a proactive 

measure for securing capital. Furthermore, it can be explained that when managers and 

shareholders have conflicts between their interests, management use the discretion to store as 

much as cash as possible for pursuing their own goals instead of the shareholders’. Cash is not 

only seen as a means of making profit, but it is also considered to be invested in projects which 

are deemed to be risky and investors are unwilling to raise capital for those. Apart from these, 

cash is also held by the board of a company as a strategy of risk aversion.  

While according to Myers and Majluf (1984) who proposed the pecking order theory, it 

issuggested that managers follow a specific order for capital financing such that the cost of 

information asymmetry is minimized along with minimizing other financial costs as well. 

Pecking order theory implies that internal financing is usually preferred by firms, thus directors 

take actions such as adjusting dividend payouts so that the operations can be financed internally 

instead of selling ordinary shares to external shareholders. It helps in preventing significant 

change in a firm’s total number of shares. They highlighted that while considering external 

financing, the safest securities must be considered as a priority to be issued. Hence, in the light of 

this theory, debt is considered to be the safest security whereas equity must be considered as last 

option. However, it has also been argued that the optimal level of cash-holding is none other than 

holding cash as a buffer between investment needs and retention of profits. 

With respect to the trade-off theory, it is suggested that firms have two options for financing their 

operation; either through borrowing or through retaining cash, however both options have their 

own pros and cons. Trade-off theory of Fresard (2010), which is also known as transaction cost 

model, explains that companies determine cash-holding level for themselves through keeping a 

balance between profit margin arising from holding cash and the marginal cost for holding highly 

liquid assets. High profit margin means that chances of financial distress are reduced, indicating 

that company can make optimal investments and can avoid costs associated with liquidation of 

assets or external financing. High cost of external funding is because of the fact that market is 

imperfect thus making it difficult for firms to access capital markets. When benefits of holding 

cash gives less benefits as compared to investment elsewhere in an equally risky condition, then 

the marginal cost becomes opportunity cost for a company with respect to holding cash  (Ferreira 

& Vilela, 2004). 

 

H1: Cash-holding has a significant impact on financial performance of firms. 

2.2 Moderating role of Corporate Governance 

Corporate governance is important in times of economic prosperity as well as during times of 

economic crisis, depending upon the firm-specific operational factors and economic environment 

(Choi & Wang, 2009). In the absence of good corporate governance in an adverse economic 

situation, the result is finance-specific distress that ultimately leads to crisis in the external 

environment and overall economy. In addition to this, the stock market is also heavily dependent 

on corporations’ performance, as observed by Chen Fan & Yang (2014) and some other 

researchers. These scholars also highlighted that because of the limited availability of information 

through research tools like surveys, the obtained results are generalized for entire population 

although the sample chosen for study is usually small. They also observed that many of the 

studies are bound by economic limitations as well. In another study, Pham, Suchard & Zein 

(2011) adds that many studies have used superficial data and thus they were not able to handle the 
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complexity of the broad aspects associated with corporate governance and its impact on a firm’s 

performance. Moreover, this inconsistency is also contributed by the volatile nature of 

performance measures. Therefore, a sensible approach will be to adopt multiple techniques in 

order to achieve greater accuracy in results.  As observed by Singh and Davidson (2003), 

corruption can be prevented and management at all levels can benefit from a sound corporate 

policy. At the same time, good governance policies also results in enhancing a firm’s value and 

reducing the risks associated with investment and financing. Similarly investors are attracted by 

solid corporate governance policies and it aids them in making their investment decisions (Shen, 

Lin & Wang, 2015).      

H2: Corporate Governance moderates the association between Cash-holding and firm  

performance. 

3. Research Methodology 

3.1 Data and Sample Selection  

Currently, there are 551 firms listed on Pakistan Stock Exchange (PSX). The listed firms are 

broadly categorized into financial and non-financial firms. Initially, all the financial firms are 

excluded from the sample because of the difference in the regulatory requirements, complex 

business operations and type of risks faced by these firms. Further, only those firms are retained 

which remained listed for all the 12 years in order to avoid survival bias. Therefore, for this study, 

the research sample comprises of 145 non-financial firms for a period of 12 years i.e. from 2006-

2017. The secondary data of cash-holdings, corporate governance characteristics, and financial 

performance along-with the control variables is taken from the annual reports of all the listed 

non-financial firms (Bennette & Kottasz, 2012). These annual reports are obtained from the PSX, 

State bank of Pakistan and websites of respective firms. 

3.2 Data Analysis Technique and Econometric Model 

The secondary data obtained from the annual reports of respective companies is analyzed through 

descriptive and inferential statistics. The previous research studies analyzing the impact of cash 

holding and firm performance using regression analysis have been criticized by the researchers 

due to the fact that unobserved heterogeneity associated with endogeneity cannot be controlled 

(see for instance Nguyen et al., 2019; Harford et al. 2014). In order to cater this issue, 

Generalized Method of Moments (GMM) is used in this research as proposed by Wintoki et al 

(2012). The econometric model used in this research is as follows: 

 

ABPit= β0 + β1 CHit+ β2 CGIit+ β3 CHit*CGIit+ β4 LEV+ β5 SIZE+ β6 GROWTH + µ 

 

Where: ABP is the Accounting based Performance (Measured in terms of Return on Assets), 

CH= Cash-holding, CGI = Corporate Governance Index (the index will be calculated using 

principal component analysis based on the following corporate governance characteristics: Board 

Independence, CEO Duality, Board Size, Board Meetings, Audit Committee Size, Audit 

committee Independence, Ownership Concentration, Managerial Ownership), LEV = Leverage, 

SIZE = Size, GROWTH = Growth of Firm, µ = Error term. 

 

 

 

 

 



 

 

 

 

 

 

 

Journal of Business and Tourism  Volume 06 Number 02 

  July – December, 2020  

Anjum, Khan, Hassan & Arif 92 ISSN: 2520 - 0739 

 

4. Results 

Table 1: Descriptive Statistics 

  ROA CH CGI LEV SIZE GROWTH 

 Mean  0.076047  0.045582  0.003571  16.89544  9.202443 -0.00429 

 Median  0.055103  0.014953 -0.44412  0.690161  8.741712  0.073332 

 Maximum  28.11003  0.989284  6.996676  35391.76  17.97251  7.252021 

 Minimum -47.0626  0.000000 -4.47363 -7950.72  3.948181 -8.65832 

 Std. Dev.  2.057860  0.080153  1.446472  900.6930  2.516272  0.838325 

Where ROA= Return on Assets, CH = Cash Holding, CGI = Corporate Governance Index,    

LEV = Leverage, Size = Size of Firm, Growth = Growth of Firm 

According to Table 1, the mean value of the Return on Assets is 0.076 which suggests that on 

average the firms earned a return of 7.6%. The standard deviation of 2.057 specifies the deviation 

from mean. The maximum return on assets 28.110 which shows that the higher return of assets is 

28.11% whereas the minimum return on assets is -47.062 which shows the lowest return on asset 

by -47.062%. The mean of the cash holding is 0.0455 which suggest that average value of cash 

held is 4.5 percent. The median of cash holding is 0.0149 and the standard deviation of cash 

holding is 0.080 which suggest the difference from mean value. The maximum cash holding is 

0.989 which indicates the higher cash holding of 0.989% and the minimum Cash Holding is 0.000 

shows the lowest cash holding. This indicates that cash holding pattern is quite different among 

the various firms due to their varying nature. The average return of Corporate Governance Index 

is 0.003, the median of the CGI is -0.444. The standard deviation is 1.446 which indicates the 

difference from mean. The maximum value of Corporate Governance Index is 6.996 which show 

the higher corporate Governance Index whereas the minimum value of CGI is -4.473 which 

shows a lowest Corporate Governance Index. The mean of Leverage is 16.895 which indicates 

that average debt financing of firms is 16.895 and the remaining funds are financed through 

equity. The median is 0.690 and the standard deviation is 900.67.  

The very high value of standard deviation is because of the huge difference in the minimum and 

maximum values of leverage. The highest value of Leverage is 35391.7 whereas the lowest value 

of Leverage is -7950.7. This huge difference is because there is no financing restriction on non-

financial firms therefore these firms may finance their operations using leverage as per financing 

requirement. Moreover, depending upon the asset base, credit worthiness, risk appetite and 

availability of debt the gearing level varies substantially among firms and industries. The mean 

value of firm size is 9.202 which indicates that on average assets held by these non-financial 

firms are quite high. The median value is 8.741 and the standard deviation is 2.516. The 

maximum value of firm size is 17.972 and the minimum value of size is 3.948. The mean of 

Growth is -0.004 which indicates that most of the firms are having negligible growth. The median 

is 0.0733 and the standard deviation is 0.8383 which suggest that the difference from the mean 

value is quite low. The maximum value of growth is 7.252% which shows the highest growth 

whereas the minimum value of growth is -8.658% which indicates the lowest value of growth. 
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Table 2: Correlation Analysis 

  ROA CH CGI LEV SIZE GROWTH 

ROA 1.000 0.030 0.067 -0.002 0.022 -0.024 

CH 0.030 1.000 -0.064 -0.010 -0.144 0.000 

CGI 0.067 -0.064 1.000 0.010 0.322 0.057 

LEV -0.002 -0.010 0.010 1.000 0.010 -0.017 

SIZE 0.022 -0.144 0.322 0.010 1.000 0.108 

GROWTH -0.024 0.000 0.057 -0.017 0.108 1.000 

Where ROA = Return on Assets, CH = Cash Holding, CGI = Corporate Governance Index,    

LEV = Leverage, Size = Size of Firm, Growth = Growth of Firm 

Table 2 represents that the correlation value is of CH and ROA is 0.030 which shows that a 

positive relationship exist between CH and ROA. The correlation of CGI and ROA is 0.067 

which states a positive association between CGI on ROA. The correlation is -0.064 of CGI and 

CH which explains that a negative association of CGI on CH. The correlation value of LEV and 

ROA is -0.002 which shows a negative relation of LEV on ROA. The correlation value is -0.010 

of LEV and CH which demonstrates a negative association between LEV and CH. The 

correlation value between LEV and CGI is 0.010 that indicates a positive correlation amongst 

LEV and CGI. The value of correlation lies amongst SIZE and ROA is 0.022 which means there 

is a positive relationship between SIZE and ROA. The correlation lying between SIZE and CH is 

-0.144 which states a negative association of SIZE and CH. The value of correlation of SIZE and 

CGI is 0.322 that indicates positive impact of SIZE on CGI. The correlation of SIZE and LEV is 

0.010 that shows a positive association present between these variables. The value of correlation 

of GROWTH and ROA is -0.024 that shows negative negligible relationship of GROWTH on 

ROA. The correlation of GROWTH and CH is 0.000 which shows a positive association of 

GROWTH and CH. The Correlation value lying between GROWTH and CGI is 0.057 which 

exhibits positive association between GROWTH and CGI. The value of correlation of GROWTH 

and LEV is -0.017 that indicates a negative relationship between them. The correlation value 

between GROWTH and SIZE is 0.108 that shows a positive low association amongst GROWTH 

and SIZE. 
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 Table 3: Regression Analysis 

Cash Holding and Firm Performance with moderating role of Corporate Governance 
    

    
Variable Coefficient t-Statistic Prob.   

    
    

C -0.689931 -3.712556 0.0002 

CH 1.800259 3.472559 0.0005 

CGI 0.018195 3.047779 0.0023 

CH*CGI -0.856700 -2.658874 0.0079 

LEV 9.30E-06 0.899026 0.3688 

SIZE 0.072740 4.050021 0.0001 

GROWTH 0.020228 2.293517 0.0220 

Adjusted R-Square 0.379740   

Probability (F-Statistics) 0.000000   

    
Where ROA = Return on Assets, CH = Cash Holding, CGI = Corporate Governance Index, 

CH*CGI = Interaction term of Moderator, LEV = Leverage, Size = Size of Firm, Growth = 

Growth of Firm 

Interpretation: 

The value of R-square represents that 37.97% variation in Return on Assets (ROA) is caused by 

the variation in cash holdings (CH) and other variables used in the model. The value of beta 

coefficient for CH is 1.80, which means that 1 unit increase in CH causes 1.80 units increase in 

ROA.The p-value for CH is 0.0005 (less than 0.05) and the t-value of 3.472which is greater than 

1.96 indicates that CH has a significant positive impact on firm performance (FP). These results 

indicate that firms holding greater cash have better performance as compared to their counterparts 

having lower cash. It is because of the fact that availability of cash on one hand improves the 

liquidity, ensures smooth routine activities and on the other hand helps the firms to avail 

upcoming market opportunities. The positive relationship between cash holding and financial 

performance of firms is in congruence with most of the prior research studies. For instance, 

Saddour (2006), found this association to be positive in case of French stock exchange listed 

firms for the period of 1988-2002, showing that increasing level of cash reserves tend to improve 

operational efficiency of firms. Likewise, the findings of Bates et al. (2009) indicated that 

companies practice holding cash more whenever their cash flow becomes riskier. These findings 

support that firms take precautionary measures for holding cash and emphasize positive impact of 

cash-holdings on a firm’s performance.   

The value of standardized beta of corporate governance index (CGI) represents the impact of CGI 

index on ROA. Since the value of beta is 0.018 which means that 1 unit increase in CGI causes 

0.018 increase in ROA. The p-value for CGI index is 0.0023 which is lower than 0.05 and t-value 

is 3.04 which is higher than 1.96 shows that CGI index has a significant positive impact on ROA. 

The positive relationship of CGI and ROA suggest that with the strengthening of corporate 

governance practices, financial performance of firms have improved. As observed by Kakanda & 
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Salim (2017), good governance policies result in enhancing firm’s performance and reducing the 

risks associated with investment and financing decisions (Jakpar et al., 2019). Similarly, investors 

are attracted by strong corporate governance policies and it facilitates them in making better 

investment decisions (Patel, 2018). Edmans & Holderness (2017) highlight in their study that 

management benefits from a sound corporate governance policy and it results in prevention of 

corrupt practices. Also, it results in enhancing the value of a firm while subsequently reducing the 

financial and investment related risks (Hossain & Hammami, 2009). Similarly, it was also pointed 

out by Shen et al. (2006) that investors analyze the corporate governance policy while making 

decision to invest in a company.       

Different companies follow different governance practices. Such practices also vary from 

industry to industry and country to country, resulting in different institutional, regulatory and 

statutory settings everywhere. Culture specific factors also create changes in governance policies. 

The research of Liu, Yang & Zhang (2012) compares firm performance in a sample of 27 

developed countries. It reveals that countries offering minority shareholder protection have high 

valued firms. Similarly, Munisi & Randoy (2013) also argued that countries where there is a 

fragile frail statutory framework gives more importance to corporate governance and in these 

countries, there exists a positive relationship between firm’s performance and firm’s value in the 

market. Earlier, the study of Fama and Jensen, (1983) emphasized that due to effective 

implementation of corporate governance, managers and other executives of a firm do not indulge 

into practicing their self-interests at the cost of organizational interest.         

The value of standardized beta for interaction term (CH*CGI) represents the impact of CH*CGI 

on ROA. The value for beta is 0.0079which means that 1 unit increase in CH*CGI causes 0.0079 

increase in ROA.The p-value for CH*CGI is 0.0079which is less than 0.05 hence CH*CGI 

contributes significant to the model. It is determined that Corporate Governance (CG) moderates 

the relationship of CH-CGI. The t-value of -2.65is greater than 1.96, hence CH*CGI significantly 

moderates the association between CH and ROA. However, the negative value suggests that the 

moderator weakens the relationship between the independent and dependent variables. Corporate 

governance is important in times of economic prosperity as well as during times of economic 

crisis, depending upon the firm-specific operational factors and economic environment (Choi & 

Wang, 2009). In the absence of good corporate governance in an adverse economic situation, the 

result is finance-specific distress that ultimately leads to crisis in the external environment and 

overall economy. In addition to this, the stock market is also heavily dependent on corporations’ 

performance, as observed by Chen Fan & Yang (2014) and some other researchers.  

These scholars also highlighted that because of the limited availability of information through 

research tools like surveys, the obtained results are generalized for entire population although the 

sample chosen for study is usually small. They also observed that many of the studies are bound 

by economic limitations as well. In another study, Pham, Suchard & Zein (2011) adds that many 

studies have used superficial data and thus they were not able to handle the complexity of the 

broad aspects associated with corporate governance and its impact on a firm’s performance. 

Moreover, this inconsistency is also contributed by the volatile nature of performance measures. 

Therefore, a sensible approach will be to adopt multiple techniques in order to achieve greater 

accuracy in results.         

As observed by Singh and Davidson (2003), corruption can be prevented and management at all 

levels can benefit from a sound corporate policy. At the same time, good governance policies also 

results in enhancing a firm’s value and reducing the risks associated with investment and 
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financing. Similarly, investors are attracted by solid corporate governance policies and it aids 

them in making their investment decisions (Shen, Lin & Wang, 2015).  The value of beta 

coefficient for LEV represents the impact of leverage on CFP. The value ofstandardized beta for 

Lev is 9.30E-06 which means that 1 unit increase in LEV causes 9.30E-06 increase in ROA. The 

p-value for LEV is 0.3688 which is greater than 0.05 and t-value of 0.8990is less than 1.96 

indicates that leverage has an insignificant impact on ROA. According to Modigliani & Miller 

Irrelevance theory, it is argued that firm performance is not associated with gearing level. It 

means that financial performance may be independent of the fact that whether firms are financed 

through or debt or equity.  

The value of standardized beta for SIZE represents the impact of firm size on ROA. The value of 

beta for firm size is 0.072 which means that 1 unit increase in SIZE causes 0.072increase in ROA 

of firms. The p-value for size is 0.0001which is less than 0.05 hence size contributes significant 

impact on ROA. The value of t is 4.05which is greater than 1.96 hence size of firms contributes 

significantly to ROA. The firms that are larger in size have the positive impact on ROA i.e., the 

performance of non-financial firms having greater assets is better than other firms because of 

their improved ability to generate revenue. Similarly, the larger firms have greater market share, 

market penetration and product portfolio that enhances their financial performance. The beta 

value of for GROWTH represents the impact of growth of firms on ROA. The value of beta for 

growth of firms is 0.02which means that 1 unit increase in GROWTH causes 0.02 increase ROA. 

The p-value for growth is 0.0220 which is less than 0.05 so growth of the firms contributes 

significantly to financial performance. The t-value of 2.29 which is greater than 1.96 indicates 

significant impact of GROWTH on ROA. The results indicate that firms in growth stage have 

better performance in terms of ROA. 

Conclusion 

The results of this research study suggest that cash holding has a significant positive impact on 

financial performance of firms. These results indicate that firms holding greater cash have better 

performance as compared to their counterparts having lower cash (La Rocca & Cambrea, 2019). 

It is because of the fact that availability of cash on one hand improves the liquidity, ensures 

smooth routine activities and on the other hand helps the firms to avail upcoming market 

opportunities. The positive relationship between cash holding and financial performance of firms 

is in congruence with most of the prior research studies. For instance, Saddour (2006), found this 

association to be positive in case of French stock exchange listed firms for the period of 1988-

2002, showing that increasing level of cash reserves tend to improve operational efficiency of 

firms. Likewise, the findings of Bates et al. (2009) indicated that companies practice holding cash 

more whenever their cash flow becomes riskier. These findings support that firms take 

precautionary measures for holding cash and emphasize positive impact of cash-holdings on a 

firm’s performance.   

Moreover, the significant impact of moderator suggest that financial performance of firms have 

improvedwith the strengthening of corporate governance practices. As observed by Kakanda & 

Salim (2017), good governance policies result in enhancing firm’s performance and reducing the 

risks associated with investment and financing decisions (Jakpar et al., 2019). Similarly, investors 

are attracted by strong corporate governance policies and it facilitates them in making better 

investment decisions (Patel, 2018). Edmans & Holderness (2017) highlight in their study that 

management benefits from a sound corporate governance policy and it results in prevention of 

corrupt practices. Also, it results in enhancing the value of a firm while subsequently reducing the 
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financial and investment related risks (Hossain & Hammami, 2009). Similarly, it was also pointed 

out by Shen et al. (2006) that investors analyze the corporate governance policy while making 

decision to invest in a company. The future researchers may use a larger data set by comparing 

the cash holding practices of other emerging economies. Moreover, it would be interesting to 

analyze the linear/non-linear behaviour of firm cash holding and firm performance. Adding 

further, the cash holding pattern of various industries can be analyzed to get insights of industry 

practices.   
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